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EXECUTIVE SUMMARY 

 

1. Introduction and Background Information  

This Report is a narration of the findings of the Research Study entitled “Review of the 

International Monetary Fund (IMF)/World Bank (WB) Debt Sustainability Frameworks (DSFs) 

to inform Zambia’s Debt Contracting Patterns.” The Study was commissioned by the Jesuit 

Centre for Theological Reflection (JCTR) in November 2017.  The Research was basically a 

desk review of existing literature on the design, modelling, implementation and outcomes of the 

IMF/WB Debt Sustainability Analysis (DSA) complemented by primary data.  The main purpose 

of the Study was to ascertain the appropriateness of this tool in assessing the debt situation of 

Low Income Countries (LICs) such as Zambia.  The Study was commissioned against the 

background that while the IMF/WB initiatives, such as the HIPC and the MDRI, provided 

beneficiary countries with a ‘clean slate’ to exit from unsustainable debt burdens, there are 

already indications that the overall debt levels in most developing countries are rising at a rapid 

pace. 

 

From this Study, it has been established that although the IMF and WB have made efforts to 

improve the design DSA Framework and methodology, there is still need for further refining of 

this tool. Most of the LICs, the post-CP countries in particular, are failing exit “permanently” 

from their debt problems and have remained vulnerable to debt distress even after receiving debt 

relief. Some are experiencing an upward trend in their external debts levels while others are 

experiencing increases in their debt service ratios. It is also important to note that new debts are 

accumulating at a fast rate in most of the LICs. This condition might undermine the prospects of 

keeping debts at a sustainable level, particularly if the new loans do not translate into productive 

investment and faster growth.  

 

2. Key Findings and Analysis 

The key finding of this Research is that IMF/WB model used to analyze and determine debt 

sustainability for the LICs contains gaps and risks.  The major critique of the IMF/WB approach 

in this regard is that it is incapable of resolving, in a sustainable manner, the debt problems faced 

by LICs. The methodology tends to focus more on debt dynamics rather than liquidity risks and 

yet these dynamics are not only driven by the stock of debt or excessive borrowing.  The 

dynamics are also influenced by critical factors such as growth, the interest rate on new debt, 

changes in the real exchange rate, terms of trade, the level of primary surplus exogenous factors 

and a variety of contingent liabilities. In addition, economic policy and institutional capacities 

are key in the understanding of a particular country’s debt sustainability prospects.  

 

Flowing from these major limitations, there are basically four (4) main reasons that critics have 

advanced in terms of mapping out the risks and gaps associated with the IMF/WB methodology 

on assessing debt sustainability.  These are the conceptualization and operationalization of the 

term “sustainability,” the set of indicators used to calculate sustainability, the benchmarks used 

to project sustainability and the sidelining of social and poverty considerations in ascertaining 

debt sustainability.  

 

With regard to the criticisms levelled against the conceptualization of the concept of 

sustainability, analysts have pointed to its weak foundations, inappropriateness of the 
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assumptions and the inflation of debt indicators.  The use of fiscal adjustment and primary 

balances as the central elements has been criticised and instead, the critics suggest that this 

approach must be replaced with a stronger focus on the economic policies and debt management 

strategies of a particular country. The prioritization of external debt service over domestic debt 

obligations has also been challenged on the basis that the first signs of debt distress in LICs are 

associated with domestic debt unsustainability and not only with external debt. The use of the 

short-term approach in assessing debt has been criticized as the one of the major causes of 

prolonging debt problems in the LICs. Critics have called for the use of long-term debt 

sustainability frameworks that would encompass both short, medium and long term projections.  

In particular, the use of an approach would provide the debtor countries with adequate space to 

address their debt problem as well as pay attention to other important national development 

concerns, simultaneously. 

 

The indicators used in the assessment have been challenged. For instance, growth projections 

and periods for economic recovery for countries in debt distress are perceived to be over-

optimistic.  This condition has encouraged excessive borrowing among the LICs.  In addition, 

the consequences of austerity measures attached to resolving debt crises tend to be 

underestimated. Furthermore, critics note that the IMF/WB approach does not pay strong 

attention to the linkages between debt-financed investment and growth on one hand and the debt-

budget revenue linkages on the other hand.  They have argued that linkages as well as the 

interlinkages of these variables provide better insights on a country’s ability to manage its debt 

situation. In this regard, the assessment has constrained the LICs from borrowing to finance 

justifiably important national development projects. Furthermore, the targets set in the 

Framework fail to capture the risks that emanate from natural disasters that often affect the LICs. 

 

With regard to the performance benchmarks used in the assessment, analysts have argued that 

there is no evidence to support that the standardized prescription of austerity policy is the most 

appropriate means to correct the debt imbalances.  It has also been noted that the welding of the 

CPIA to the DSA poses a challenge in the analysis of debt. This is because the CPIA scores have 

the potential of misrepresenting the borrowing capacity of countries as it tends to overlook other 

pertinent considerations in debt management. Some of major examples in this regard include the 

absorptive capacity, the efficiency of public investment spending, the private sector’s response, 

and the state’s taxation and expenditure capabilities. 

 

In terms of human development, the IMF/WB DSA have been criticized for focusing purely on 

the financial and economic reforms associated with the debt burden and the ability of debtor 

countries to service their debts. For instance, it has been argued that austerity economic, fiscal 

and monetary measures have contributed to the rise in poverty, depletion of natural resources and 

the degradation of the environment in the LICs.  In this regard, some analysts contend that the 

IMF/WB DSA is not capable of supporting sustainable development and has failed to contribute 

to the recovery of economies in the LICs. Furthermore, austerity conditionality has the potential 

to lock the LICs into a situation of low debt and low growth as it tends to fuel an inherent tension 

between debt financing for national development and maintaining debt sustainability. On these 

reasons, it has been concluded that the IMF/WB Framework was not designed to promote 

sustained economic recovery but rather to bring the debtor countries to a level where they could 

service their debts when they fall due, particularly the externally contracted debts. 
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On the basis of the foregoing criticisms, there are six (6) outstanding lessons worthy of note with 

regard to the IMF/WB DSA and these are; 

Lesson I: Limitation of the IMF/WB DSA:  The Framework exhibits methodological gaps, risks 

and inadequacies which undermines its appropriateness as a tool for measuring debt 

sustainability.  At the center of the Framework are assumptions and performance benchmarks 

that have proved to be over-optimistic and inadequate in capturing the debtor countries’ real 

capacities to recover from economic and debt problems as well as prevent future debt crises.  

These limitations call for the development of better and appropriate DSAs for debtor countries. 

Lesson II: Main Purpose and Outcome of the IMF/WB DSA: The main purpose of the 

Framework is to ensure the debts remain at sustainable levels, debtor countries are able to service 

their debts and maintain fiscal fitness in the short-term. The restoration of sustainability aims at 

ensuring debt service capacity when debts fall due. It is not designed to attain long term debt 

sustainability nor is it intended to address underlying causes of unsustainable debts in LICs or 

facilitate long term development processes.  

Lesson III: The IMF/WB DSA Framework is a Policy Mechanism: The BWIs, on behalf of the 

creditors, use the DSA exercises to primarily dictate or impose a set of policies deemed 

conducive to the restoration of a debtor country’s ability to repay debts. Consequently, the DSAs 

“recommendations” are tailored towards the mobilization of resources required to meet debt 

obligations when they fall due.  Even economic stability, under this Framework, is pursued for 

the primary interest and not the attainment of sustainable development. 

Lesson IV:  The IMF/WB DSA Framework is detached from National Development: The set of 

policies prescribed for debtor countries does not pay strong attention to some national interests 

especially those related to social, human and political development. The policy recommendations 

proffered under this Framework often divert the attention of governments in debtor countries 

from national development obligations in pursuit of debt sustainability and fiscal balance.  In 

addition, this tends to undermine public accountability as debtor governments become more 

answerable to the creditors than their own citizens.  

Lesson V:  Dominance of the IMF/WB DSA Framework: The absence of nationally generated 

DSAs, effective national debt management mechanisms, strategies and policies in most LICs 

have perpetuated the dominance of the IMF/WB approach to debt sustainability. There is need 

for debtor countries to put in place and operationalize home-grown DSA mechanisms. 

Lesson VI: An alternative DSA is possible: The development needs and challenges of LICs 

require an approach and model of DSA that is holistic and one that strikes a cautious balance 

between the austerity measures associated with resolving the debt crisis and responding to 

national development needs, especially the human development concerns 

3. Conclusion 

The Study concludes that although this Framework remains the most dominant approach 

globally, it has failed to effectively serve its purpose of restoring debt sustainability in the LICs.  

This is largely because of both inherent methodological and non- methodological limitations in 
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its design. The set of assumptions and performance benchmarks that guide the DSA exercise do 

not seem to relate appropriately with the economic, financial and social conditions of the LICs.  

As a result, the Framework is detached from the debtor country’s long terms debt sustainability 

and development aspirations.  The IMF/WB DSA approach still fails to adequately capture 

pertinent influencing factors on debt in the LICs such as government revenues-public spending, 

investment and public financing, poverty reduction and social development, including the 

politico-economy 

In addition, the reviews and revisions of the DSA Frameworks, although positively significant, 

have not resulted in transformative changes to the assessment tool. The integration of underlying 

factors causing debt problems in the DSA remains critical because the persistent vulnerabilities 

and not necessary fiscal imbalances will continue to undermine long term debt sustainability in 

LICs. It is important to acknowledge that huge financing requirements coupled with low 

revenues and reduced aid volumes will compel most of the LICs to finance their fiscal deficits by 

borrowing either externally or internally or both.  For this reason, LICs need DSAs that will 

assist them to attain debt sustainability on a long term basis, with a strong focus on the 

underlying causes of unsustainability and closely connected to a country’s development 

aspirations. 

4. General Recommendations  

4.1. Methodological Considerations 

There is a need to re-model the IMF/WB Framework to ensure that it suits the purpose of 

assisting LICs to avoid unsustainable debts on one hand but continue to borrow for development 

purposes, on the other hand.  Such a model should effectively integrate and strongly reflect the 

following imperatives; 

a. Assumptions and Performance Benchmarks: There is a need to revise the existing 

models for macroeconomic projections of growth, assumptions and debt dynamics in 

LICs to avoid the systematic overestimation of their capacities to borrow and repay debt.  

In this regard, the calculations should be based on realistic macroeconomic assumptions, 

country specific bottlenecks and vulnerabilities  

b. Assessment of Total Public Debt:  There is need to strengthen the assessment of public 

debt and fully reflect the risks of market access such as rollover risks in the debt service 

indicators as well as risks associated with public debt, the natural disasters and 

calamities, that frequently occur in the LICs 

c. Link the DSA to Global Development Goals:  The DSAs must integrate improved 

systems of monitoring debt contraction, utilization and repayment with the purpose of 

ensuring that LICs contract and use these resources to finance productivity and to 

enhance human development. In addition, the measure of “the capacity to repay” debts 

should be primarily based on government revenues and its budgetary obligations because 

this is the most appropriate way to judging the extent to which debt servicing crowds out 

other important government expenditures 
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d. Broadening the Focus of DSAs:  The Framework should shift from its short and 

medium term perspectives and adopt a perspective anchored on the following; long term 

debt sustainability, broad-based economic growth and a stronger nexus between 

government revenues-budget expenditures, financing for investment and maintaining 

long term debt sustainability as well as reflect a cautious balance between fiscal 

discipline and sustainable human development 

4.2. Reform Advocacy and Campaign Activities 

There is need to resuscitate global civic attention on responsible lending and borrowing.  

Advocacy and activists’ groupings in both the LICs and lending Countries should develop a 

global agenda (research and analysis, conferences, networking, picketing, petitions) aimed at; 

a. Securing the support of the international community (especially creditors) for a Human 

Development Approach (HAD) to debt sustainability in the LICs 

b. Putting pressure on the International community (and the creditors) to put in place 

effective mechanisms that will guarantee responsible lending  

c. Supporting government in the LICs to undertake nationally-driven and owned DSAs and 

to put in place transparent, accountable and participatory debt contraction processes and 

systems 

4.3. Specific Recommendations to Zambia 

a. Nationally Development DSAs:  Given the significance of the DSAs on sovereign debt 

and the resultant policy recommendations, Zambia should prepare and widely publicise 

its own nationally-driven DSA. This “nationally-owned” DSA should not strictly 

conform to the IMF/WB model but more importantly, must attempt to integrate emerging 

considerations such as a strong focus on human development, government revenues, 

investments, public spending and budgetary obligations. The development of nationally 

driven and owned debt assessment mechanism will be useful in two main ways;  

 It will help in monitoring the situation of debt and detecting (early 

warning system) cases of risks or distress 

 It could be used as a reference or a point of comparison on debt 

sustainability discourses with other actors, such as the IMF and World 

Bank.   

For this reason, it would be pertinent to ensure that technical expertise, human resource 

and supportive systems required to undertake such a DSA are adequately developed and 

provided to the Ministry of Finance and other related institutions. 

a. Accountable Loan Contraction and Debt Repayment Mechanisms:  There is need for 

specific legal provisions that will ensure that the loan contraction and debt repayment 

processes are transparent, guarantee public participation and accountability. This requires 

the effective participation of institutions such as Parliament and public participation.  In 
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particular, the public should have timely access to adequate information on loans and 

debts.   

b. Institutional Consideration:  There is a need for a comprehensive restructuring of the 

Debt Office and the strengthening of national debt management mechanisms.  The 

systems should ensure the attainment of the following; 

 Critical analysis of the relevance and use of borrowed resources (both domestic 

and external):  Borrowing decisions should be backed by a critical analysis of the 

costs and benefits, an implementation plan and communication strategy. With 

regard to the use, the resources should be directed towards productive sectors that 

promote sustainable human development.   

 Appropriate/Correct Choice of Financing Sources: There must be careful 

consideration regarding the costs, purpose and nature of the targeted loans. The 

strategies should reflect a strong understanding of the various financing 

opportunities, the financing terms and how these resources related to the bigger 

development agenda of the country. This is particularly important given the 

variety of creditors existing both domestically and internationally on one hand 

and the growing development finance requirements of the LICs, on the other 

hand.  

 Guaranteeing Public Accountability:  Information relating to borrowing plans, 

decisions and utilization/implementation plans should be made public in a timely 

fashion. This will also entail putting in place systems that will ensure proper 

record and information management of loans and debts.  Borrowing processes 

should be based on open, participatory and traceable systems where institutions 

such as Parliament, organized civil society groupings and the media are 

guaranteed with access.   

a. Political Consideration: Strategic and strong leadership, both at the political and 

bureaucratic levels, is an important necessity in ensuring the effective management of 

debt in Zambia. This leadership should ensure that borrowed resources are used 

prudently, particularly for the purpose of serving national and not particularistic interests.  

The leaders must ensure that effective restraint and deterring measures to prevent the 

abuse of borrowed resources are put in place and effectively enforced. 

b. Generation of Public Interest and Attention on Debt:  There is need to galvanise 

national interest on debt and loan contraction through civil society organisations, the 

media and other associational groupings. This would call for formally organized public 

action on public mobilization, research and analysis as well as advocacy and lobby.  

Briefly put, there is need for a nationwide movement on public debt and public 

accountability in Zambia 
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1. PART ONE: BACKGROUND INFORMATION TO THE STUDY 

1.1. INTRODUCTION  

This Report is a narration of the findings of the research study entitled “Review of the 

International Monetary Fund (IMF)/World Bank (WB) Debt Sustainability Frameworks (DSFs) 

to inform Zambia’s Debt Contracting Patterns.” The Study was commissioned by JCTR in 

November 2017. The Research was conducted against the background that while the HIPC and 

MDR initiatives provided most of the LICs with a ‘clean slate’ to exit from unsustainable debt 

burdens, overall debt levels are already rising at a rapid pace (Cassimon et al. 2016; Honest 

Accounts 2017:2).1 Most notably, the nature of the emerging growing debt levels manifesting in 

most LICs might result in another case of “unsustainability” witnessed in the late 1980s and the 

1990s (Felino and Pinto 2017:6).  

 

The main aim of the Research was to analyse the methodology used by the IMF and World Bank 

in conducting DSA exercises for LICs such as Zambia and this aim was guided by two main 

areas of interest, namely; 

 To ascertain whether or not the IMF/WB methodology is the most appropriate tool for the 

LICs 

 To propose alternative DSA methodologies capable of promoting debt sustainability in 

LICSs without compromising their development aspirations 

 

The Report is divided into Three (3) main Parts.  The first Part focuses on the Introduction to the 

Subject and Methodology of the study. The second Part focuses on the Findings, and the third 

part gives the Conclusion and Recommendations of the Study. 

 

1.2. BACKGROUND INFORMATION  

The IMF and the World Bank introduced in the DSA in 2004 as a framework to assess the 

sustainability of debts in member countries (IMF/World Bank 2005; Battaile et al. 2015).2 The 

Framework has four objectives, namely to guide the borrowing decisions of the LICs, guide the 

lending and grant allocation of the creditors, ensure that resources secured by LICs are consistent 

with efforts aimed at attaining debt sustainability and assist in detecting potential debt crises 

(UNCTAD 2016:41-42).  The method used by the IMF and WB to calculate debt sustainability 

include a standardised set of key macroeconomic variables such as exports, imports, GDP, 

exchange rate, inflation, government revenues, expenditures and government financing deficits, 

future debt, debt service, interest payments and debt financing gaps as well as recommendations 

to limit possibilities of debt distress risks (ADF 2009:2).   

 

Based on this Framework and methodology, Zambia was among the beneficiary countries of the 

Original HIPC and Enhanced HIPC debt cancellation Initiative. External debts were reduced 

from US$7.2billion to US$2.5billion at the end of the HIPC Debt Relief process in 2006 (World 

Bank 2017:19; GRZ 2006).  Since then until 2010, the buildup of debt has been relatively slow. 

                                                                 
1 These analysts associate the emerging crisis with irresponsible borrowing and lending policies 
2 The DSF is basically a macroeconomic tool that the Bretton Woods Institutions developed during the time of the 

HIPC and MDRI processes 
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This was mainly as a result of small fiscal deficits (1.6% per year) and increasing GDP growth 

(8%) which in turn contributed to the decline of the debt-to-GDP to decline to 18.9% by 2010 

(World Bank 2017).  The debt levels of Zambia have increased since 2012.  The external debt 

stock was at US$4.81billion by the end of 2014, representing 24.0 percent of GDP, compared to 

US$3.18billion which was at 17.2 percent of GDP in 2012.  In 2015, external debt was 

US$6.41billion and this amount increased to US$6.7billion in 2016 (representing 35 percent of 

the GDP).  In 2017, the total amount of external debt stood at US$7.2billion (GRZ 2017a; GRZ 

2017b). Domestic debt, as percentage of GDP, also increased from 14.1 percent (K15.07billion) 

in 2012 to 17 percent (23.52billion) in 2014 and to K27.52billion in 2015 and then to K26 billion 

in 2016 (representing 12 percent of GDP) (GRZ 2017:18).  

 

The World Bank and IMF debt sustainability analysis conducted in 2017 concluded that the 

Country was a case of high risk in terms of debt distress. Zambia’s current external debt stands at 

US$7.2billion (GRZ 2017; IMF 2017a). This amount is the same as the pre-debt cancellation 

period in 2006.  One of the biggest contributors to the rapid increase are the three Eurobonds that 

the Country secured in 2012, 2014 and 2015 (World Bank 2017:32). Also notably, the increase 

in external debt has been accompanied by a gradual increase in domestic debt which was mainly 

driven by the increased issuance of government securities (ibid:23). This signifies that the 

Country is already experiencing difficulties to meet its debt service obligations, a problem that 

has been attributed to macroeconomic challenges (GRZ 2017a:9, 18).3 The rapid rise in 

Zambia’s overall debt has led to some institutions, such as the World Bank, to caution the 

Government to borrow on a calmer and more sustainable pace and more importantly, ensure that 

the resources are used for productive rather than consumption purposes (World Bank 2017:2, 

32).4  

 

1.3. STATEMENT OF THE PROBLEM  

The methodology used by the IMF and WB in ascertaining the debt worthiness of a country has 

been under attack since its inception in 2004. The criticisms have ranged from the definition of 

“debt sustainability,” objectives for undertaking the analysis to the indicators and targets used in 

calculating sustainability. The persistence of debt problems, even under the condition of debt 

relief, has led to the questioning of the ability of this tool to prevent unsustainable debts in the 

LICs.  Therefore, the main aim of this Study was to investigate the appropriateness of the 

IMF/WB DSA Framework and methodology in assessing the debt situation of LICs, including 

Zambia.  

 

 

 

                                                                 
3 According to the Government, this deficit has been mainly caused by the need to address financing for 

infrastructure development. The fiscal deficit increased from 2.4 percent of GDP in 2011 to 9.4 percent of GDP in 

2015 and fell to 5.7 percent in 2016.  In addition, the IMF points to the drop in copper prices that consequently 

affected the volume of revenues. 
4 The following are the specific maturity dates for the Eurobonds:  The first Eurobond (US$750million) was issued 

in 2012 was will mature on September 20, 2022, the second Eurobond (US$1, 000million) was issued in 2014 and 

will mature on April 14, 2024 and the third Eurobond (US$1, 250million) was issued in 2015 and will mature on 

2025, 2026 and 2027 (three equal instalments) 
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1.4. OBJECTIVES OF THE STUDY 

1.4.1. Overall 

 To analyse the appropriateness of the DSA method used by IMF/ World Bank to conduct 

debt sustainability analysis for developing countries 

 

1.4.2. Specific 

 To illustrate the rationale and evolution of the IMF/WB method on debt sustainability 

 To identify possible gaps/ risks of the IMF/ WB method on debt sustainability 

 To draw out lessons that can be learned from this method 

  To identify alternative methods on conducting debt sustainability 

 To make recommendations on how the current IMF/WB DSAs could be improved in 

order to serve the national development and financial interests of LICs 

 

1.5. AIM OF THE STUDY 

The findings of the Study aimed at increasing the knowledge and capacity of right holders and 

duty bearers on effective debt management as a component of the overall public resource 

management. In particular, the aim was to propose the main indicators that a country such as 

Zambia should rely on in understanding its debt sustainability situation. The findings of the 

Study are also useful in informing stakeholders on current Zambia’s debt portfolio, contracting 

patterns as well as helpful in guiding future contracting patterns.  Furthermore, the findings will 

inform future interventions of JCTR and other partners that focus on debt and debt management 

 

1.6. PURPOSE OF THE STUDY 

Some analysts have argued that it is very important to have clarity on the main methods used to 

evaluate the sustainability of a particular government’s debt (Draksaita et al. 2015:478). This is 

because the basis of evaluation (method) is cardinal in the understanding of the main factors that 

influence debt sustainability. Therefore, the main purpose of this Study was to obtain a clear 

understanding of the IMF/WB methods of analyzing debt sustainability of the LICs for the 

purpose of establishing whether it is appropriate and where shortfalls are identified, propose 

reform areas as well as alternative DSAs worthy of consideration with regard to the LICs. 

 

1.7. DEFINITION OF CONCEPTS 

Debt Sustainability:  For government debt to be considered sustainable, the following basic 

conditions must hold; 

 The income of the government is reasonably in line with its expenditures-fiscal accounts 

 The foreign currency inflows are reasonably in line with outflows-external accounts 

 The debt strategy realistically reflects the given socio-political economy of a particular 

country’s context   

Debt Sustainability Analysis: This refers to a forward-looking exercise that aims at forming 

projections and expectations about the future portfolio of a country’s debt.   

Debt Sustainability Framework: Is an analytical framework used to guide future borrowing 

decisions of LICs and lending policies of their creditors, with the aim of balancing countries’ 

financing needs and debt sustainability (Cassimon et. al.2016).     
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Domestic Debt: Refers to marketable and non-marketable securities and government 

obligations.  This may include treasury bills and government bonds  

External Debt: Refers to the part of a Country’s total debt that is borrowed from foreign 

lenders. These lenders include Commercial banks, Governments and International Financial 

Institutions (IFIs).  The debtor Country is required to pay principal and/or interest on this debt 

when due or at some point(s) depending on the borrowing or lending obligations or agreements. 

Public Debt:  Refers to debts owed by the government and consists of external and domestic 

debts 

External Debt sustainability: Entails that a country has the ability to fully service its 

outstanding debt to foreign residents both in the short run and in the long run. It takes into 

account the total indebtedness of the economy (including debt of the government, the financial 

sector, the nonfinancial corporate sector, and households) vis-à-vis foreign residents.  

Sustainability:  Entails that debt should be serviceable without undertaking any unrealistically 

or implausible large policy corrections in the future. 

 

1.8. METHODOLOGY OF THE STUDY 

This Research was basically a desk review of existing literature on the design, modelling, 

implementation and outcomes of the IMF/WB Debt Sustainability Analysis (DSA) coupled with 

some primary sources of data. In terms of the secondary sources of data, the Research 

concentrated on analyzing the IMF and WB materials, independent and academic research.  With 

regard to primary data, some interviews were conducted with expertise and academicians. The 

main of the Study was to ascertain the appropriateness of this tool in assessing the debt situation 

of Low Income Countries such as Zambia. 
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PART TWO:  FINDINGS OF THE STUDY 

 

2.1. THE KEY FEATURES OF THE IMF/WB DSA METHODOLOGY 

 

According to the IMF, debts can be considered unsustainable if, in the absence of adjustment, a 

government is not being able to service its debt (IMF 2001).  And debt can be regarded as 

sustainable; 

“When the primary balance needed to at least stabilize debt under both the baseline and 

realistic shock scenarios is economically and politically feasible, such that the level of 

debt is consistent with an acceptable low rollover risk and with preserving potential 

growth at a satisfactory level. Conversely, if no realistic adjustment in the primary 

balance — i.e., one that is both economically and politically feasible — can bring debt to 

that state, public debt would be considered unsustainable,” (IMF 2013a:4). 

 

In terms of methodology, the debt sustainability analysis used by the IMF and WB focuses on 

two main aspects (IMF 2013a). These are projections on the debt path and how these relate to the 

thresholds and secondly, debt-stabilizing balance which focuses on assumptions on how a chosen 

debt path will be achieved.  The thresholds used in calculating debt sustainability are established 

using a method based on three pillars (CIDSE 2006:4).  These are; 

 Setting of thresholds:  based on the quality of country-specific policy and institutional 

context of the debtor country (measured using the CPIA).5 The projected debt burden 

indicators are derived from both the bases line and stress tests.  The risk of debt distress is 

derived from a comparative analysis of debtor country’s debt burden and the indicators 

 Setting of debt burden indicators:  These indicators are based on baseline scenarios 

associated with macroeconomic and fiscal projections. The focus is centred on exogenous 

shock such as decline in GDP, exports, depreciation of national currency 

 Ascertaining debt distress:  These debt burden indicators are compared to the thresholds 

and through this comparison, the decision whether a country is of a low, medium or high 

risk is made 

 

In terms of features, the IMF/WB debt sustainability analysis is anchored on the following 

aspects (Gautam 2003);  

 Core objective: Is to ensure that indebtedness be kept in line with the capacity of the 

borrower to repay. The methodology aims to establish whether, under current policies, a 

particular government has the capability to service its debts, both in the medium and long 

run, without renegotiating or defaulting, and without undertaking adjustments that have 

severe social, political and economic repercussions.   

 Major indicator targets:  The method is based on the following macroeconomic indicators 

 The ratio of the Net Present Value of debt to exports 

 The ratio of the Net Present Value of debt to revenue 

 The ratio of exports to GDP 

 The ratio of revenue to GDP 

                                                                 
5 The CPIA is a set of pre-determined criteria created the WB in 2005 to ascertain the performance of debtor 

countries in their efforts on debt sustainability and fiscal fitness  
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 Performance criteria (benchmarks): These basically constitute structural, monetary and 

fiscal policy reforms aimed at achieving economic stability as well as to prevent a deeper 

debt crisis. For instance, the methodology is used to predict the primary fiscal balance 

adjustments required to keep the debt ratio to GDP stable or declining (Cassimon et al. 

2016; IMF 2011). 

 

Based on the outcomes of the analysis, countries under review are ranked as low, moderate or 

high risk of debt distress (Cassimon et.al. 2016; Berg et. al.2014:3).6  

 Low risk (green-light) - all the debt burden indicators are well below the thresholds.  

 Moderate risk (yellow-light) - the debt burden indicators are below the thresholds in the 

baseline scenario, but that the thresholds could be breached if there are external shocks or 

abrupt changes in macroeconomic policies  

 High risk (red-light) - one or more debt burden indicators breach the thresholds on a 

protracted basis  

 In debt distress - the country is already experiencing difficulties in servicing its debt e.g. 

is in arears of debt servicing debts.  

 

In summary, the methodology is based on an assessment of the country’s debt burden relative to 

its financial situation vis-a-vis indicators of debt stock and debt service relative to the capacity to 

repay, quality of policies and institutions (IMF 2004:12-21). The debt burden consists of set of 

indicators such as the NPV of debt ratio to GDP percentage, exports and revenue (solvency-

related) while liquidity indicators ae employed to analyse debt service in relation to a percentage 

of country’s exports and revenue (IMF/WB 2013:11). The debt-burden thresholds depend on the 

quality of policies and institutions, measured by the CPIA which rates countries according to 

their economic policies, quality of institutions, and public finance management (ibid). 

 

2.2. RATIONAL OF THE IMF/WB DSA METHODOLOGY  

 

The main rational behind the IMF/WB method on debt sustainability is to provide analysis on 

how competing demands for financing development spending and the prevention of debt crisis 

could be balanced (Berg et al. 2014:3).7According to the IMF and World Bank; 

“The LIC DSF has been the cornerstone of the international community’s assessment of 

risks to debt sustainability in LICs, with important operational implications for 

stakeholders. The DSF has been playing a critical role in guiding borrowing and lending 

decisions; multilateral lenders including the International Development Association have 

linked their lending policies to the DSF results; and the risk assessment derived by the 

DSF has informed the IMF’s debt limits policy (DLP) and the World Bank’s non-

concessional borrowing policy” (IMF/WB 2017:2). 
                                                                 
6 A ten (10) year historical series and a twenty (20) year projections are employed to capture the consequences of 

concessional, long-maturity loans and investment returns of a particular. 
7 DSFs originated as a result of the debt servicing problems encountered in the Latin American region based on an 

analysis that sought to identify conditions necessary for foreign debt service payments and at this time (For details, 

see Cassimon et al. 2016).  Originally, it was developed to complement the HIPC and MDRI initiatives (For details, 

see ADF 2009) 
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The Framework has focused on reducing debts to a level deemed “sustainable” by creditors, 

defined in balance of payments terms, present value of debt to exports threshold or the present 

value of debt to the fiscal revenue threshold (Cassimon 2013).  It analyses the risks inherent in a 

country’s fiscal policy, the level of sovereign indebtedness, surveillance and the formulation of 

conditionality in lending programs (Schlader 2016:3).  In the view of the IMF, the DSF has been 

successful in monitoring the debt vulnerabilities of the LICs, revamped their access to markets 

and provided them with greater flexibility to finances required for investments while containing 

risks associated with medium term debt sustainability (IMF 2012b:506; 2013b, 2014b).  

 

2.3. HIGHLIGHTS OF THE EVOLUTION OF THE IMF/WB DSA METHODOLOGY 

 

Since its adoption in 2005, the IMF and WB have made some modifications the DSA 

methodology (IMF/WB 2012b).8 These changes took place in 2006, 2009, 2011 and 2017. 

Overall, the major factors that necessitated these review processes include the need to re-

conceptualise the term “sustainability,” integrate domestic debt in the analysis, the use of over-

optimistic growth projections and sidelining of social concerns or human development needs. 

The lack of focus on governance and institutional capacity as pre-conditions under the 

performance criteria also contributed to the pressure to undertake these reforms, in addition to 

calls to pay more attention to the nexus between growth, investment and public expenditures 

(UNCTAD 2016).  The foregoing and proceeding narration captures the evolution of HIPC and 

the DSA Reviews in the past. 

 

2.3.1. The HIPC Initiatives 

In the mid-1990s, the WB established a working group to assess the magnitude of the rapidly 

growing problem of multilateral debt in LICs and to provide a possible mechanism for resolving 

the crisis (Gautum 2003:10).  This working group developed the Multilateral Debt Fund (MDF) 

which was adopted by the IMF and WB as the “HIPC Initiative” in 1996. This response was seen 

as the first comprehensive international debt relief package to the heavily indebted countries as it 

was designed to achieve an excess reduction in these countries’ debt stocks (Mustapha and 

Prizzon 2014:1). To access this relief, eligible countries were, first and foremost, expected to 

meet the criteria of commitment to poverty reduction, undertake policy reform and maintain a 

good track record of economic, monetary and fiscal performance.  In terms of implementation, 

the HIPC Initiative was a two-process (ADF 2009). 

 Eligible countries only entered the HIPC process on when they demonstrated satisfactory 

progress implementing policies approved by the Boards of the IMF and WB. Once 

approved, they reached the “Decision Point" – (DP).  

 The “completion point" – (CP) was only reached when an eligible country continued to 

exhibit a "track record of good performance" regarding institutional and fiscal reforms.  

More importantly, the indebted country had to demonstrate that debt relief resources were 

being used to reduce poverty. The attainment of the CP implied that the indebted country 

was now be in a position to receive full and irrevocable reduction in debt. 

 

2.3.2. The Original HIPC (O-HIPC) Initiative of 1996 

                                                                 
8 The DSF was originally built on two pillars: a “static” pillar that was based on a 1-year snapshot of debt indicators 

relative to external debt burden thresholds that were linked to country policies and institutions; and a “dynamic” 

pillar (For details, see ADF 2009) 
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In terms of qualification, only IDA countries were considered and should have been in situation 

of unsustainable levels of debt even after full use of traditional debt relief mechanisms and 

demonstrated a strong record of policy performance.9 The guiding principle of debt sustainability 

under the O-HIPC was to provide debtor countries with an exit from the rescheduling process. 

The debt sustainability targets used under O-HIPC were set as follows; 

 NPV of debt to exports should be between the range of 200%-250% 

 NPV debt to government revenue should be 280%  

 Export ratio to GDP ratio at 30%  

 Government revenue ration to GDP at 15% 

 

In terms of the provision of debt relief, the debt relief amount was fixed at completion point (CP) 

and was based on projections of debt indicators noted at completion point. The delivery of debt 

relief was pasted at CP and was an irrevocable commitment. With regards to performance 

assessment, action to deliver relief would only take place upon the debtor’s demonstration of 

adherence to macroeconomic stability and policy reforms and a three-year period was used to 

track this performance record. 

 

The O-HIPC was criticized from four major fronts.  First, the indicators targets set were too high 

such that most of the HIPCs could not meet them.  Second and as a result, its coverage of the 

debt relief beneficiaries was limited. Third, the delivery of debt was delayed as it was attached to 

the completion and not the decision point. Forth, it totally ignored the negative effects of its 

conditionality in relation to social development and poverty reduction concerns.  

 

2.3.2. The Enhanced HIPC (E-HIPC) of 1999 

The criticisms under the O-HIPC led to the further expansion of the Initiative in 1999 (Enhanced 

HIPC Initiative) and was supplemented by the Multilateral Debt Relief Initiative (MDRI) in 

2005 (Armone and Presbitero 2010).10The aim of this Initiative was to provide faster, deeper and 

broader debt relief as well as strengthen the debt relief-poverty reduction nexus through the 

readjustment of debt sustainability targets downwards, provision of debt relief based on decision 

point, making available interim assistance and the introduction of floating (flexible) CP.  The E-

HIPC’s core objective was to remove the debt overhang and reduce debt service levels in order 

to release resources for social spending.  In this regard, the methodology employed was set to 

provide a clearer exit from unsustainable debt burdens as well as provide appropriate 

mechanisms against external shocks. For this reason, sustainability targets under this Initiative 

were lowered as follows; 

o NPV of debt to exports should remain below 150% 

o NPV debt to government revenue should remain below 250%  

o Export ratio to GDP ratio at 30%  

o Government revenue ration to GDP at 15% 

 

Under the E-HIPC, the amount of relief to be delivered was calculated at decision point (DP) and 

not the CP as was the case under O-HIPC.  Debt relief was calculated on the basis of the present 
                                                                 
9 The main traditional mechanism at this time was debt rescheduling.  At this time, only forty-one IDA countries 

were eligible and only twenty-nine qualified for debt relief. 
10 The purpose of MDRI mechanism was to help accelerate the attainment of MDGs in the HIPC countries (ADF 

2009) 
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value definition of the debt stock and not nominal debt stocks.  The CP was awarded in 

accordance with the debtor country’s demonstrated ability to undertake the required reforms and 

not necessary attached to a fixed period of time of adjustment. The change was aimed at 

encouraging debtor countries to simultaneously undertake structural and economic reform and 

implement the PRSPs. 

 

There were three major points of criticism levelled against E-HIPC. The variables used to 

calculate debt sustainability were few and inadequate (Kraay and Nehru 2006). The role of 

institutions, policy and vulnerability to external shocks were overlooked.11 The set of structural 

and economic policy reforms were seen as a continuation of the SAP.  The outcomes of SAP 

were largely associated with increase in poverty levels and social deprivation in most LICs. In 

the case of Zambia, the HIPC conditionalities such as commercialization of water and sanitation 

services, agriculture services and removal of subsidies were undermining the essence of 

implementing poverty reducing programmes (GRZ 2002; 2005).  In addition, the introduction of 

the floating CP encouraged the creditors to be “changing the goal posts” for some eligible 

countries.  Zambia’s CP was shifted twice largely because of some policy differences between 

the Government and the donor community (Eberlei 2005). Thirdly, the inflexibility and 

sidelining of public and political actors in the formulation of economic policy under the PRSP 

process was seen as affront to democratic governance.12 

 

The HIPC Initiative and MDRI processes are nearly complete.  So far, thirty-six (36) countries 

have reached the completion point under the HIPC Initiative (IMF 2017b). According to the 

IMF, the initiative has alleviated debt burdens substantially in recipient countries and has 

enabled them to increase their poverty-reducing expenditure by over one and a half percentage 

points of GDP between 2001 and 2015 (ibid). The total cost of debt relief is estimated to be 

US$76.9 billion and of the costs providing relief under the MDRI is estimated at US$42.4 billion 

in end-2015present value terms (ibid :11-12).   

 

Both HIPC initiatives have received criticism. Although they are perceived to have been the 

most relevant interventions on debt sustainability, these initiatives were not able to foster a 

strong growth and development process in the beneficiary countries (Armone and Presbitero 

2010:2; Sachs 2002).  Overall, the initiative only targeted a few number of poor countries and 

hence only addressed a minor percentage of the debt problem of the LICs (CIDSE 2006:5-6). In 

addition, the selection criteria for debt relief eligibility has been described as arbitrary and 

subjective with greater interest on safeguarding the costs of providing debt relief for the creditors 

rather than relief required by the indebted countries (UNCTAD 2004:9). Others have argued that 

although external debt relief played a key role in the debt reduction, additional factors such as 

faster output growth and exchange rate appreciation also played a key role in restoring debt 

sustainability and economic stability (Mustapha and Prizzon 2014:23). For instance, the 

economic growth (5-6% over the period 2006-2010) that Zambia experienced during and post 

debt relief period can also be attributed to the rise in copper prices and agriculture performance 

(GRZ 2006, 2010).  Based on these observations, the following were the major areas of 

                                                                 
11 The IMF and WB accepted these observations (IMF and IDA 2005; IMF and WB 2006). 
12 For instance, donors and the BWI dominated the dialogue on economic sectors of the PRSP while civil society 

and other public participants were encouraged to make submissions to other parts of the PRSPs.  In addition, elected 

officials such as the MPs and Councillors were not part of the process for fear of “politicizing” the PRSP process 
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recommendation proposed to strengthen the initiatives, particularly as it related to debt 

sustainability (Gunter 2003:15) 

 Revision of HIPC eligibility and debt sustainability indicators 

 The appropriate use of growth projections 

 The provision of interim debt relief  

 The delivery of debt relief 

 Adjustments in the burden-sharing concept  

 The appropriate use of discount rates for the NPV calculations 

 

2.3.4. Key Outcomes of the 2006 Review 

The review process in 2006 focused on ascertaining the suitability of the debt sustainability 

framework for the LICs and the implications of the MDRI on the debt sustainability analysis 

(IMF 2006; 2007).13In this regard, the main outcomes of this review included;  

 The introduction of additional vulnerability indicators in cases where debt to private 

external creditors was significant 

 The inclusion of domestic debt in overall debt and debt-service prospects in the 

interpretation of the risk of debt distress (previously only external debt and debt service 

were considered) 

 Use of a three-year moving average CPIA scores to reduce the volatility of the thresholds 

 Increased transparency and participation of national authorities in the development of the 

DSAs 

 

The major criticism of the framework at this time was that it was still too rigid and inflexible to 

the realities in the LICs.  For stance, it left little room for discretion in its debt distress ratings 

and was generally becoming a policy prescription mechanism (CIDSE 2006:4). In addition, too 

many variables which were not necessarily related to debtor countries were used in arriving at 

the CPIA ratings (Ferrarini 2008).  

 

2.3.5. Key Outcomes of the 2009 Review  

The 2009 review was undertaken against the background of a request by the G20 to review the 

flexibility of the debt sustainability analysis framework. In response, IMF and World Bank 

insisted that the debt sustainability analysis remained a diagnostic tool and not a policy 

prescription mechanism (IMF 2009). On this basis, the following were the major adjustments 

made to the analytical tool;  

 Greater attention to the link between public investment and growth 

 Recognition the role of remittances in cases where they were relatively large in 

comparison to exports or GDP 

 Use of greater flexibility in the CPIA rating in determining debt distress thresholds14  

 Exercise of flexibility with regard to the treatment in DSAs of the debt of public 

enterprises that posed a limited fiscal risk for governments and SOEs 

                                                                 
13 The suitability of the framework was being questioned in light of the emergence of new Creditors to LICs such as 

China, India, Brazil 
14 This was introduced in order to avoid cases where a small deterioration of a country’s CPIA score offsets the 

entire analysis 
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 A better reflection of the views of the national authority in the analysis of debt 

sustainability  

 

In sum, the purpose of this review was to increase the flexibility of the framework without 

compromising the debt sustainability of LICs, consider the link between public investment and 

growth, the impact of remittances on DSAs, to exclude the debt of some SOEs from the DSAs 

and to make institutional performance assessment more flexible (ADF 2009; UNECA 2011). 

Prior to this review, the analysis did not take into account the public investment-growth nexus 

but focused more on the investment-budget deficit linkages.  

 

2.3.6. Key Outcomes of the 2012 Review 

The 2012 review is considered as one of the most progressive review largely because several 

new features were added to the Framework (Buffie et al. 2011; IMF/WB 2012).15During the 

consultations, stakeholders emphasized the following (IMF/WB 2017c) 

 The importance of ensuring that the debt sustainability methodology remained balanced 

in its treatment of risks and borrowing opportunities,  

 The importance of incorporating more country-specific information and paying more 

attention to domestic debt vulnerabilities 

 The need to reflect the evolving financing landscape facing LICs, including risks 

emanating from LICs’ increased market financing and contingent liabilities 

In terms of outcomes, this review incorporated country-specific information in the determination 

of risk ratings and domestic vulnerability risk assessment.16 Specific outcomes from this review 

included;   

 Refining stress tests to better reflect dynamic linkages between macroeconomic variables 

 Deepening the analysis of total public debt and fiscal vulnerabilities  

 Extended risk rating for countries with significant vulnerabilities related to domestic 

public debt or private external debt  

 Incorporating explicitly the link between debt-financed investment and growth into DSAs 

 Simplifying the template in order to reduce difficulties in its use by country authorities 

 

Perhaps it is in this regard that one analyst concluded that;  
In general, the IMF’s DSA has evolved in the past few years to strike a better balance of 

considerations involving the level of debt. It has moved away from its overly simplistic, pre-euro- 

crisis definition of public debt sustainability as any downward trend in the debt ratio, by placing 

substantial weight on the level of debt, the composition of debt…. The resulting framework is 

complex and still provides only a probabilistic view of a country’s vulnerabilities (Schlader 

2016:5). 
 

2.3.7. Key Outcomes of the 2017 Review  

In 2016, the Commonwealth made the following assertion;  

                                                                 
15 This review was undertaken with the aim of assessing whether the methodology remained adequate in light of 

changing circumstances in LICs, recognising the needs to strengthen the analysis of total public debt and fiscal 

vulnerabilities, the link between debt-financed investment and growth as well as capturing the investment-growth 

linkages  
16 The BWIs also pledged to consider in future, the embedding of the macro-linkages in debt stress tests as well as 

enhance the modeling of the investment-growth nexus (IMF 2017)   



xii | P a g e  

 

“The upcoming review of the joint WBIMF debt sustainability framework (DSF) is quite 

timely given the deteriorating outlook for the global economy and the persistence of 

global risks (Commonwealth Secretariat 2016:1).   

 

According to the IMF and WB, the reforms proposed in 2017 were aimed at making the 

methodology adaptive to the evolving circumstances facing LICs, more comprehensive, more 

transparent, and simpler to use by improving the assessment of macro-linkages in stress tests and 

exploring more the links between investment and growth (IMF/WB 2017:2). The following were 

the major outcomes of this review (with action yet to be taken)  

 A revised approach to the assessment of countries’ debt carrying capacity based on an 

expanded set of variables of country-specific and global factors. Apart from the CIPA, 

other variables to be incorporated included risks stemming from natural disasters, volatile 

export prices, market-financing shocks, and contingent liability exposures;  

 Adjustments to the methodology designed to improve the framework’s accuracy in 

predicting debt distress. This would entail the use of tools to facilitate closer scrutiny of 

baseline macroeconomic projections and in shedding light on the plausibility of 

underlying macroeconomic projections 

 Providing a richer characterization of debt vulnerabilities such as enhanced assessment of 

domestic debt vulnerabilities and new tools for assessing vulnerabilities to shifts in 

market financing conditions 

 A reduction in the number of debt thresholds and standardized stress tests and enhancing 

the guidance for a more even-handed application of judgment.  

 Simplification of the tool by substantially reducing the number of debt indicators, 

thresholds, and standardized stress tests 

 

From these reviews and their subsequent outcomes on the DSA methodological approach, it is 

possible to deduce the following observations; 

 The central focus, basis, foundation and interest of the IMF/WB model is still on 

economic growth, fiscal, including austerity measures and the capacity to service debts 

 Although acknowledged, variables such as institutional and politico-economic 

considerations, are still not strongly integrated into the framework  

 The model continues to give important variables such as domestic debt, national 

revenues, investment capacities and budgetary obligations, minimal attention 

 Development imperatives such as human and social development and poverty reduction, 

remain peripheral considerations in the model 

 

2.4. POSSIBLE GAPS/RISKS OF THE IMF/WB DSA METHODOLOGY 

The IMF/WB debt sustainability methodology has encountered several methodological and 

practical challenges since its inception in 2005.  For instance, the Commonwealth recently 

argued that;  

“Regardless of one’s stance on the WB-IMF DSF, most would agree that it is important 

to review its application and use in LICs. The DSF plays a central role in the architecture 

of international financing. Its original purpose was to warn of potential debt distress and 

to inform fiscal policies in LICs. However, since HIPC the DSF’s role in the international 

financial community has become much more multifaceted.  This is a key reason why the 
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World Bank and IMF, as well as the broader international community should ensure that 

the DSF gets it right.” (Commonwealth 2016:2-3)   

 

2.4.1. Relief from debt burden or debt distress? 

The Research established that there are risks and gaps associated with the IMF/WB approach to 

debt sustainability.  To begin with, the major risk associated with the IMF/WB DSA approach is 

that it is unlikely to provide a lasting solution to the debt crisis evident in the fact that most of the 

LICs where this diagnostic tool has been applied still remain in debt distress (Mustapha and 

Prizzon 2014).  For instance, cases of debt distress and financial insecurities persisted even when 

debtor countries were given debt relief (Sachs 2002).  Some countries lost the sustainability 

gains made in stabilizing their debts after reaching the CP (Lewis, 2013).17Since 2011, external 

debts have increased in most of the LICs (UNCTAD 2016:22).18The rapid accumulation of non-

concessional debt in several LICs may lead to unsustainability given the persistence of structural 

deficiencies of several LICs and worse, if these loans do not translate into productive investment 

and faster growth (Beddies et al., 2009; Ellmers and Hulova, 2013; UN 2013; Vaggi 2013; 

Lewis, 2013; Mustapha and Prizzon 2014; UN 2013a; UN, 2013b; Yang and Nyberg, 2008). 

Even the IMF acknowledged that the borrowing space created by debt relief might lead to this 

problem (IMF 2013b). Examples cited in this regard included The Gambia, Ghana, Malawi, São 

Tomé and Príncipe, Senegal, and Tanzania. By 2016, some countries such as Sudan and 

Zimbabwe were in debt distress while others reflected cases of high risk (ibid).19Debt service 

ratios are expected to rise for countries such as  Mauritania, Niger, Tanzania, Ethiopia, 

Mozambique, Ghana, Guyana, Burundi Haiti and Zambia (Mustapha and Prizzon 2014:16). 

 

One of the major existing gaps in the IMF/WB DSA framework is that its methodology tends to 

focus more on debt dynamics rather than liquidity risks (Commonwealth 2016).20 It is important 

to acknowledge that debt dynamics are also influenced by other factors such as growth, the 

interest rate on new debt, changes in the real exchange rate, terms of trade, the level of primary 

surplus exogenous factors and a variety of contingent liabilities (Mustapha and Prizzon 2014:18; 

UNCTAD 2016:43).21For this reason, there is a need to carefully monitor the debt vulnerabilities 

of countries to shocks such as falls in the prices of some commodities, changes in oil prices and 

changes (especially slowdowns) in economic growth in China and Europe (slow recovery) 

(ibid:22). But the BWIs have insisted that debt sustainability deterioration in the LICs only 

reinforces the necessity and usefulness of the DSA tool (IMF 2009; 2017b).  

                                                                 
17 The eight countries are Benin, Ghana, Malawi, Mozambique, the Niger, Sao Tome and Principe, Senegal and 

Uganda 
18 The HIPCs include Burkina Faso, Rwanda, Mali, Uganda, Malawi, Senegal, Ghana, the United Republic of 

Tanzania, Benin, Ethiopia, the Niger and Mauritania and the Non-HIPCs are Botswana, Cape Verde, Kenya, 

Mauritius, Morocco, Seychelles and South Africa 
19 The high risk countries include Burundi, the Central African Republic, Chad, Djibouti, Ghana, Mauritania, and 

Sao Tome and Principe 
20 Liquidity risks in this regard include narrow production base, small export structures, undeveloped financial 

markets, inefficient tax systems, high levels of aid dependence and weak policies and institutions  
21 For these analysts, contingent liabilities are typically off-budget items and in some cases, they represent bailouts 

of the financial system to protect bank deposits. In other instances, they include payments by governments to 

companies that are too big to fail or payments tied to a previously guaranteed level of activity 
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This notwithstanding, the main point of the critics is that this DSA is inappropriate evident in the 

fact that the LICs are failing to bring their debts to sustainable levels and have kept swinging 

between debt distress and other levels of debt risks (Mustapha and Prizzon 2014; UN 

2013).22Stemming from this core criticism, there are basically four (4) main reasons that critics 

have advanced in terms of mapping out the risks and gaps associated with the IMF/WB 

methodology on assessing debt sustainability. These include the conceptualization and 

operationalization of the term “sustainability,” the set of indicators used to calculate 

sustainability, the benchmarks used to project sustainability and the sidelining of social and 

poverty considerations in ascertaining debt sustainability 

2.4.2. Gaps in the definition of “debt sustainability” and its core objective 

Critics have argued that the conceptualization of sustainability in the IMF/WB methodology is 

inappropriate and thus is operationally incapable of restoring debt sustainability in the LICs.  

Early critics pointed to the lack of clarity of the concept, the inconsistencies of its 

macroeconomic framework and inflation of debt indicators (Sachs 2002; Eaton 2002; Hjertholm 

2003).23 For others, this model failed to capture the historical challenges associated with debt 

servicing problems and lacked country specific characteristics (Berg et al. 2014:11; EURODAD 

2001). For some, the model was too mechanical, backward looking and excessively restrictive 

(UNCTAD, 2004).   

 

Recently, some analysts contend that the DSA is a ‘crystal ball’ to decide between grants and 

loans and is based on unreliable growth and macroeconomic growth projections (Panizza 2015; 

Blanchard and Leigh, 2013). Others have observed that under the IMF/WB model, sustainability 

which refers to the ability to repay is only attached to fiscal adjustment.  They propose that it 

should also connected to the policies on debt management and macroeconomic development 

(Guzman 2016:3). For example, most HIPC countries have been failing to service their debts 

even after receiving debt relief because the operationalization of sustainability does not take into 

account the challenges of low revenues and dwindling levels of aid that are prevalent in the LICs 

(Commonwealth 2016:16)). The prioritization of external debt service before domestic debt has 

also been seen as a gap in the analysis because protracted domestic debt arrears should be taken 

as the first signs of debt unsustainability in most LICs (Martin 2015:13; Commonwealth 

2016:16).  

 

In addition, by its design, the analysis focuses more on predicting the crises at the expense 

offering alternatives (Berg et al. (2014). For these reasons, it would be important to tie the 

analysis of debt to the underlying adverse conditions that lead to debt crises in LICs as narrated 

in the following point;  

The debt crisis in the HIPCs is long lasting phenomenon that hinder growth due to 

creditors’ lending policies driven by increasing bilateral loans at commercial interest 

rates and concessional lending – imprudent debt management polices lack of 

macroeconomic adjustments and structural reforms in debtor countries and a number of 

                                                                 
22 A compilation of post-HIPC CP countries provides evidence in this regard.  These Countries include Central 

Africa Republic, Comoros, the Democratic Republic of Congo, Ethiopia, Gambia, Guinea-Bissau, Honduras, 

Liberia, Madagascar, Niger, Rwanda, Togo, Uganda, Burundi, Ghana, Mali, Mozambique  
23 An example of an inflated indicator given here is the debt to GDP ratio 
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exogenous domestic factors and international exogenous shocks such as decline in the 

ToT, vagaries of the weather, social unrest and wars (Armone and Presbistero 2010:11) 

 

Furthermore, it is argued that the analysis tends to underestimate the demands associated with 

structural change. For example, the composition of exports and imports is a complicated and 

long term process than the mere achievement of a higher growth rates for a few years as 

conceived in the IMF/WB DSA exercises (Vaggi and Prizzon, 2013). This is because LICs have 

a number of macroeconomic and financial features that complicate their capacity to generate 

sufficient resources to service the debts incurred. These features include structural weaknesses 

such as a narrow export base, weak public institutions and poor governance, inefficient domestic 

resource mobilization, weak debt management capacity and irresponsible lending. These factors 

are capable of undermining the debt sustainability of the LICs.   

 

For example, there are other additional economic challenges that have contributed to Zambia’s 

current extreme indebtedness. These include low copper prices reduced export earnings and 

government revenues, weakening the kwacha, poor rainfall led to a contraction in agriculture 

output and to a sharp drop in hydropower generation (severe power rationing contributed to a 

marked slowdown in the pace of economic activity) (IMF 2017:5).  Government policy 

responses and political positions, therefore, should also critical in analyzing the debt situation of 

the country.  The IMF, itself, has noted that expansionary fiscal stance, heavy externally and 

domestically and budget over-expenditures amidst underperforming revenues have also played a 

key role in worsening Zambia’s debt problems (ibid).  

 

The stance by IMF and the World Bank to base debt sustainability on medium term projections 

has been seen as a major risk for maintaining debt sustainability in the LICs.  This approach has 

the potential to divert a country from focusing on long-term goals as concentration will be 

directed to resolving the debt situation by implementing the short-term focused fiscal measures 

proposed to attain sustainability (Martin 2013). For instance, most of the interventions proposed 

in the Economic Stabilisation and Growth Programme – Zambia Plus and the debt sustainability 

restoration recommendations of the 2017 DSA are not in tandem with the aspirations contained 

in the SNDP and National Vision 2030 (GRZa, GRZb; IMF 2017c).  The IMF and the 

stabilization programme proposals include the elimination of tax exceptions, raises in taxes in 

low income sectors, restrain growth in wage bill and the “rationalization” of subsidies in the 

energy, electricity and agriculture sector (IMF 2017:14-15; GRZ 2017A:3-7).  Meanwhile, the 

Seventh National Development Plan (SNDP) 2017-2021 has prioitised infrastructure 

development, employment creation and economic empowerment of the vulnerable groupings 

(GRZ 2017a, 2017b). The simultaneous implementation of these two processes, namely 

restoration of debt sustainability and economic stabilization on one hand, and national 

development plans on the other hand, will lead to significant contradictions in terms of 

development outcomes. 

 

2.4.3. Inadequacies of Indicators Targets 

One of the major risks associated with the IMF/WB model of DSA is the systematic 

overestimation of macroeconomic projections of growth and debt dynamics in LICs, particularly 

as they relate to the capacity to repay debt (UNCTAD 2016). The projections have been usually 

overly optimistic (Beddies et al., 2009; JDC 2012; and UN 2013). These over-optimistic 
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forecasts have led to an underestimation of the need for debt restructuring and have delayed the 

implementation of restructuring processes (Guzman 2016:1).24Other analysts contend that the 

IMF, itself, has been systematically overestimating the speed of recovery of economies in crises 

and has underestimated the repercussions of the conditionalities imposed on the debtor countries 

(Guzman and Stiglitz 2016:15). As pointed out by this analyst;  

“The IMF projections have generally been over-optimistic for economies in debt distress. 

The projections were not only flawed at the beginning of the recession, but large mistakes 

have been repeated period after period; that is, large forecast errors remain even after the 

revelation of information on the performance of the economy under analysis.” (Guzman 

2016:1). 

 

The swift adjustment of DSA projections from optimism to pessimism for Zambia between 2012. 

2015 and 2017 might provide a case in point.25 It is also argued the highly optimistic 

assumptions of growth in export volumes, export prices and interest rates have contributed to 

excessive borrowing. For instance, the classification of Zambia as a debt sustainable country in 

2012 and moderate risk case in 2015 prompted Parliament to increase the debt threshold sealing 

for both domestic and external debt and subsequently, this encouraged Government to borrow 

US$1.25billion from the International Market (IMF/WB 2015; IMF 2017b:8; GRZ 

2017b:19).26But by 2017, Zambia was classified a highly indebted case (World Bank 2017, GRZ 

2017a, IMF 2017a; Ncube et al., 2013). In this regard, some analysts contend that;  

“The IMF still has a long way to go to make the thresholds for concerns about public 

debt in surveillance consistent with the public debt targets in countries recovering from 

crisis. For a fully consistent application to surveillance and program countries, the Fund 

should ensure that through a combination of adjustment, reform and restructuring, crisis 

countries return to debt levels below the thresholds used in surveillance.” (Schlader 

2016:5) 

For this reason, there is need for a clear understanding of the methods used to adjust projections 

and take into account past forecasting errors is critical in building confidence in the DSAs 

(Mustapha and Prizzon 2014:25).    

 

Another major gap and risk associated with the IMF/WB methodology on debt sustainability is 

that it tends to ignore the importance of other factors in setting and examining the indicator 

targets. For instance, the early DSAs ignored factors such as chronic shortfall of domestic 

savings and low investment levels and yet these impacted negatively on the prospects for 

economic growth (Commonwealth 2016). It is for this reason that some analysts have proposed 

that the setting of targets has to better capture risks including natural disasters that often affect 

the performance of the LICs (UNCTAD 2016:46).  In addition, the indicator targets have not 

included a strong treatment of the link between debt-financed investment and growth (Mustapha 

and Prizzon 2014:26). They have not also included a strong focus on the debt- budget- revenue 

linkages (Martin 2015:25).  

                                                                 
24 The IMF recognized this shortcoming in 2014 (For details, see IMF 2014) 
25 Other cases in this regard include Ethiopia, Mozambique and Niger (For details, See JDC 2012) 
26 Moderate risk entail that the that the debt burden indicators are below the thresholds in the baseline scenario, but 

stress tests indicate that the thresholds could be breached if there are external shocks or abrupt changes in 

macroeconomic policies  
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For example, the pledge by the Government of Zambia to service its debts between 2017-2019 

has the potential of forcing the Government to re-direct available resources to debt servicing at 

the expense of other important domestic obligations. This is because on one hand, this is a major 

debt repayment expectation by the creditors but at the same, there is no guarantee that the 

Country will manage to raise sufficient revenues to cater both for public spending and debt 

service within this period (GRZ 2017a:30).  

 

Furthermore, it is observed that tones such as ‘high risk of debt distress’ may raise several red 

flags as such labels have the potential to negatively affect a country’s investment prospects 

(Commonwealth 2016).  For instance, the latest statement on Zambia’s debt situation partly 

reads as follows; 

 “This full Debt Sustainability Analysis (DSA) indicates that Zambia is at high risk of 

debt distress….  All indicators breach their respective thresholds in the case of extreme 

shocks. Overall public sector debt vulnerabilities are also elevated ….. shows the debt 

ratio rising throughout the forecast period, highlighting the urgent need for fiscal 

consolidation.” (IMF 2017:1) 

Such red flags can constrain the LICs from borrowing to finance the much needed infrastructure 

development (UNCTAD 2016).  And at another level, overly optimistic settings have the 

potential to lead different repercussions.  Countries, Cambodia, Ethiopia, including Zambia did 

not show restraint in acquiring new loans simply because they were rated at low risk of debt 

sustainability problems by the IMF/World Bank (Greenhill et al. 2013; World Bank 2017:20) 
 

2.4.4. Inappropriateness of Performance Assumptions   

The performance benchmarks employed in the IMF/WB debt sustainability analysis are basically 

a set of structural, fiscal, monetary and institutional reforms that an indebted country is obliged 

to undertake in the course of resolving a debt crisis. This use of this set to assess and restore debt 

sustainability has been criticised.  Some analysts have argued that there is no evidence to support 

that the standardized prescription of austerity policy is the most appropriate means to correct the 

debt imbalances (Blanchard and Leigh 2013; Herndon et. al.2013; Stiglitz et. al.2010).  For 

example, Zambia has been undertaking structural and monetary reforms since the 1990s and has 

now pledged, under the economic recovery plan, to implement additional austerity 

measures.27Yet, the country’s debt history exhibit cycles of debt overhangs and distress (IMF 

2017b:8). All these developments have occurred in a context where on one hand the country has 

pursed reform and experienced sustained economic growth but on the other hand, lacks effective 

debt management systems, has been overspending and the abuse, misappropriation and 

misapplication of funds has persisted. For instance, misapplication of funds has increased from 

about 28million Kwacha in 2015 to about 162million Kwacha in 2016. (AG 2017). Moreover, 

economic and governance institutions in Zambia have remained weak (GRZ 2017:105).   

 

                                                                 
27 The austerity measures under the plan include increase the prices of energy and electricity, commercialise the 

operations of FRA, expand the domestic mobilization base and cut on public expenditure 
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This is proof that imposition of austerity measures does not necessarily result in debt 

sustainability and fiscal soundness nor does it guarantee the attainment and maintenance of debt 

sustainability.  In addition, the imposition of austerity measures does not necessarily lead to 

changes in the behavior of decision makers (both political and policy).  For instance, the first two 

Eurobonds acquired by the Government of Zambia were accompanied by utility plans while the 

third (largest) did not have such a plan (World Bank 2017). The absence of an implementation 

plan has the potential not only to jeopardise the effective use of these resources but more 

importantly weakens the prospects of accountability. IMF’s own reading of the ruling elite 

behavior amid a debt crisis in Zambia supports this observation;  

“The government has initiated important fiscal reforms, but is ambivalent on its 

commitment to debt sustainability. It has reduced regressive subsidies in the energy 

sector and is implementing reforms to enhance the efficiency and focus of subsidies in 

the agriculture sector. However, the pace and scale of contracting new loans for capital 

projects—sometimes before appraisals are ready—are inconsistent with stated debt 

sustainability objectives (IMF 2017d:5)  

The key point is that apart from fiscal austerity, high debt burdens can be reduced through an 

array of various policy and non-policy options.  In fact, the use of austerity measures poses a 

challenge to the current common agenda of the LICs. Since the core objective of the IMF/WB 

sustainability analysis is to ensure that indebtedness be kept in line with the capacity of the 

borrower to repay, austerity conditionality has the potential to lock LICs into a situation of low 

debt and low growth. For example, there is an inherent tension in most LICS between debt 

financing for national development and maintaining debt sustainability (UNCTAD 2016:43). To 

resolve this conflict, it would be important to permit a limited increase in debt financing to 

facilitate progress on the achievement of development without necessarily creating a debt 

overhang (ibid) 

Another risk is that the IMF/WB model on performance benchmarks tends to overestimate the 

prospects of economic recovery for countries in distress (Guzman 2016:4).  For example, in all 

the three DSAs on Zambia, IMF has anchored the restoration of the Country’s debt situation on 

the rise in copper production and prices as well as success in economic diversification.28This 

reliance poses a challenge because of well-known reasons. Copper has always remained volatile 

to exogenous factors.  For instance, the recent reverse in copper price gains created one of the 

main risk to the Zambia’s fiscal position (World Bank 2017:18; GRZ 2017:26). Secondly, 

Zambia has achieved minimal economic diversification since the time of independence to date 

and diversifying a steeply enclaved economy requires a long period and complicated 

restructuring of political, economic, financial, human, and social resources and incentives (GRZ 

                                                                 
28 Real GDP growth was assumed to growth to about 8 percent in the medium term supported by mining(FDI) is 

expected to rise in the medium term to around 5.5 percent of GDP, especially in mining, manufacturing and 

transport sectors, Fiscal policy will be geared at creating space for spending needs to enhance the economic 

diversification of Zambia (IMF 2012:2-4).  The implementation of strong fiscal adjustment measures and monetary 

policy aiming at decreasing inflation to 5 percent. Economic growth estimated at 5.6 percent) and to remain strong 

at 6–7 percent over the medium term (IMF 2015: 2-5) 
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2017:59). This means that austerity reform is only one of the several requirements to economic 

diversification.  And in the case of Zambia, it would be incorrect to use copper production and 

economic diversification to correct the Country’s debt crisis within a short term period.   

 

The welding of the CPIA to the DSA has been challenged.  First, classifying very diverse 

countries in three categories of the CPIA score has the potential of misrepresenting the 

borrowing capacity of these countries (UN 2007). In addition, by using the CPIA as the only 

criterion to differentiate the debt thresholds, the approach has been ignoring other relevant 

considerations such as international reserves (Panizaa 2008).  There is also an observation that 

the thresholds used in assessing country policies and institutions are problematic. In particular, it 

has been argued that the lack of country-specific data often leads to major threshold differences 

(UNCTAD 2016:46). The absorptive capacity of a country, the efficiency of public investment 

spending, the response of the private sector, the authorities’ abilities to adjust taxes and spending 

are also crucial in the management of debt, including its sustainability (Shieska and Draksaite 

2013:617).    

Another risk associated with the performance benchmarks used in the IMF/WB model is that 

DSA recommendations are directly translated into a debtor country’s economic, monetary, fiscal 

and public spending policies. The case of Zambia is a good case in point.  Nearly all the 

recommendations of the last three DSAs (2012, 215 and 2017) on Zambia have now been 

combined into a set of economic recovery interventions.  These are in the form of 

commercializing the maize marketing system and minimising the role of FRA, rationalising the 

prices of energy and electricity, broadening the domestic tax base to capture the low income 

sectors, reforming ZRA and cutting on public expenditure, particularly the wage bill (IMF 

2017a, GRZ 2017a).  These interventions are reflected in the economic stabilization programme 

that Government developed in 2017 to resuscitate the overall economy of the Country (GRZ 

2017a).  For this reason, it can be argued that IFIs, as in the past, have continued to dictate 

economic policies on LICs using the DSA mechanism.  This observation was raised in the period 

leading to the 2009 DSA review process (IMF 2009). In the same vein, some analysts have 

argued that in practice, the framework does not favour sustained economic recovery but serves to 

undermine this goal, as a result of the counterproductive conditionality (Guzan and Stiglitiz 

2016:15). 

The IMF, has itself, conceded to some of these observations. According to the IMF, specific 

reforms proposed would correct weaknesses and gaps in the framework, adapt it to the evolving 

circumstances facing LICs, make it more transparent, and yet simpler to use by dropping the 

various features of minor value to the DSA (IMF 2017b).29But other analysts insist that this 

simplicity might be achieved at the cost of improper assumptions because although the DSA 

assumptions are transparent, they have still remained less innocuous (UNCTAD 2016).   

                                                                 
29 For instance, selected case studies have shown that although the DSF has been successful in signaling impending 

debt difficulties in several country cases, its effectiveness has been limited in others due to a variety of factors such 

as securing stronger baseline debt projection 
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Overlooks human development imperatives 

One major gap and risk associated with the methodology used by the IMF/WB to ascertain debt 

sustainability is that it focuses purely on the financial and economic reforms and the ability of 

debtor countries to service their debts (Caliari 2005; JDC 2012). For instance, the O-HIPC did 

not include poverty reduction while the E-HIPC’s inclusion of social development was 

undermined by the domineering position of the structural and monetary reform conditionalities 

that were attached to debt relief. It is in this regard that this model is seen to lead to the depletion 

of national resources, bad investment decisions, environmental degradation and the inhibition of 

sustainable development in the LICs (Stiglitz, Sen and Fitoussi 2010).  In the same vein, it is 

important to take note that similar measures have been proposed under the most current DSAs 

for Zambia (GRZ 2017, IMF 2015, 2017). For example, to reduce the risk of debt distress in the 

case of Zambia, the IMF has called for stronger and sustained fiscal consolidation, including 

measures to increase in the collection of domestic revenue, and containing of fiscal risks 

(especially contingent liabilities of state-owned enterprises) (IMF 2017:1). But IMF provides 

little practical guidance on how these reforms will genuinely result in the prudent use of public 

resources to ensure broad-based growth and sustainable human development. Financing of the 

“social sectors” only appears under the 2015 DSA as a means to ensure inclusive growth.   

The emphasis of the approach on austerity adjustments in the case of Zambia poses two (2) 

major problems. First, the Country is still facing severe social development challenges.  Poverty 

is still high (54.5%), unemployment, particularly among the youth is high (10.5%), new health 

challenges of non-communicable diseases have emerged, water and sanitation services are 

inadequate and more importantly, income inequality has increased from 0.65 in 2010 to 0.69 in 

2015 (GRZ 2017:19, 87; 91). Recently, Government, itself, stated that;  

“By the end of 2015 when the MDGs period officially came to an end, Zambia was still one of 

the poorest countries in the world with an estimated poverty rate of 54.4 percent.  Poverty 

continues to persist in Zambia even under episodes of strong economic growth. About half of the 

population currently lives under the poverty line … while 40.8 percent are unable to meet their 

daily basic needs such as food.” (GRZ 2017:87) 

Second, it is evident that in practice, the debt sustainability methodology has continued to rely 

heavily on factors such economic growth, FDI and fiscal consolidation to resolve the 

unsustainable debt situation experienced in Zambia. As noted by the World Bank, the main 

intention of the DSAs is to achieve “fiscal fitness” via a well-planned fiscal consolidation 

alongside structural reforms to boost growth (World Bank 2017:1). But the economic history of 

Zambia has shown that, with or without copper “boom” or “bust” (rise or fall in copper prices), 

with high or low economic growth and even with debt cancellation, poverty and social 

deprivation have persisted and inequality has increased (GRZ 2017). This means that the link 

between economic growth, fiscal consolidation and sustainable human development has 

remained weak (World Bank 2017).  More importantly, there are other factors, such as political 

and social conditions, that contribute to the weak.  In the IMF’s own words;  

“The government has launched its Economic Stabilization and Growth Program (ESGP) and the 

Seventh National Development Plan (7NDP). The ESGP (2017-2019) aims at restoring 
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macroeconomic stability and creating conditions for sustained growth, with a heavy emphasis on 

public financial management: enhancing resource mobilization, refocusing public spending on 

core public sector mandates, scaling up social protection programs, strengthening accountability 

and transparency in the use of public resources, and restoring budget credibility. The 7NDP 

outlines the medium-term strategy for creating jobs, encouraging economic diversification, and 

supporting human capital development, with the overarching objectives of reducing poverty and 

inequality.” (IMF 2017d:6) 

The austerity measures outlined austerity in the Economic Stabilization Growth Programme 

(ESGP) are similar to the adjustment reforms of SAP.30   These have the potential to worsen the 

economic and social living conditions of the majority of Zambia if not accompanied by well-

thought out strategies of social and economic inclusion. 

 

2.5. ALTERNATIVE DSAs METHODOLOGIES 

There is a case, particularly with regard to LICs, for formulation of DSA methodologies that will 

go beyond the attainment of debt sustainability and fiscal balance to favour of a model that gives 

primacy to human development.  In this regard, the Human Development Approach (HAD) is 

supported in the sense that it does not solely focus on debt sustainability imperatives but also 

pays attention to the effects of policy responses, especially as they relate to sustainable human 

development. It was in this regard that CIDSE made the following observation;  

“The DSF’s methodology does not contemplate the fulfillment of human development needs over 

debt repayment as a primary concern or, in most of the cases, as a concern whatsoever…  The 

definition of the level of debt considered to be sustainable yields several findings that show it as 

unlikely to lead to an outcome consistent with the human development approach or the financing 

of the MDGs.”  (CIDSE 2006:7). 

The first attempt to operationalize this perspective can be traced as far back as the year 2000 

with the adoption of the MDGs on one hand and the implementation of the HIPC debt relief 

initiative on the other hand. The advocates argued that this approach would enable governments 

in debtor countries to provide public services and goods to their people without being 

compromised by obligations of debt servicing (EURODAD 2005; Gunter 2009).  The contention 

of NGOs such as EURODAD, OXFAM and CAFOD was that debtor countries continued to 

allocate resources to debt service and this crowded out resources meant for other pertinent 

national development requirements. In the same vein, other analysts called for a debt reduction 

                                                                 
30In 2017, Zambia prepared an economic recovery plan, dubbed “Economic Stabilization and Growth Programe – 

Zambia Plus: “Restoring Fiscal Fitness for Sustained Inclusive Growth and Development, in which Government has 

pledged to undertake austerity measures such as increase energy prices, commercialise the role of FRA in the 

agriculture sector, halt public service recruitment except in the frontlines of Education and Health, reform ZRA and 

expand the tax mobilization base. In the same year, Government prepared the Seventh National Development Plan 

2017-2021 under the theme “Accelerating Development Efforts towards Vision 2030 without Leaving Anyone 

Behind, in which it intends to tackle most of the daunting social and economic challenges encountered by the poor 

and marginalized – job creation, social protection investment, investment in education, health, nutrition and social 

protection infrastructure.  Most of these ventures are not profit-making in nature but require financial and technical 

investment 
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mechanism that could be directly linked to the assessment of debtor-specific needs for meeting 

national basic needs (Sachs 2002).  Furthermore, in 2005, the UN proposed a re-definition of 

debt sustainability to mean the level of debt that would allow a country to achieve the MDGs 

without accumulating an increase in debt ratios (UN 2005). The main rational behind this 

approach was to secure resources and spending required to attain poverty reduction and social 

development goals. 

2.5.1. Human Development Approach to DSA – MDGs Oriented 

In practice, the MDG based approach focused on the nexus between debt servicing and the 

financing of interventions on MDGs. NGOs and some development agencies called an approach 

that would link debt sustainability to debt relief and the capacity to finance MDGs (Northover, 

Joyner and Woodward 1998). Under this approach, debt sustainability was defined as that level 

where debt service no longer crowded out public spending on MDG related expenditures thereby 

introducing the concepts of “affordable” vis-à-vis capacity to service debt service. In this 

approach, it was proposed that the first use of the available resources should be tailored towards 

poverty reduction expenditures and that the remaining resources, thereafter, could be used to 

meet debt service obligations (EURODAD 2001a; Berlage et al. 2003). This approach was seen 

to be appropriate given the existence of recurrent-fiscal gaps in most LICs on one hand and the 

worsening poverty and social conditions on the other hand, amidst obligations to repay debts. In 

this regard, in 2001, EURODAD developed a framework containing four (4) key steps in 

conducting debt sustainability from this perspective (EURDAD 2001b); 

 Step 1: Assess the overall envelop of resources available to the government’s national 

budget both revenues, loans donor grants excluding technical assistance  

 Step 2: Based on the total of resources available, compute the amount of resources 

required to finance poverty reduction or MDG related programmes 

 Step 3: The remaining excess should be allocated to domestic debt servicing over 

external debt repayment obligations  

 Step 4: The allocation to external debt service should not exceed a third of the remaining 

resources  

 

The main advantage of this approach was that it would have allowed LICs to pursue human 

development plans while ensuring that debt servicing remained compatible with the human 

development aspirations of the LICs.  This was important given that most of the LICs were using 

their budget revenues to meet their debt repayment obligations (Martin 2013:13).  

2.5.2. Human Development Approach to DSA – SDGs Oriented 

It can be argued that the human development perspective on DSAs is still relevant today.  The 

case to reform the current IMF/WB DSA approach and methodology for the LICs is justified 

especially in the context of financing the SDGs as well as in terms of implementing national and 

regional development strategies in Africa (UNCTAD 2016:45). This can be achieved by 

including scenarios related to the Goals, based on funding for the Goals and the likely sources of 

finance (ibid).  For this Framework, UNCTAD makes the following proposals; 
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 Making adjustments for investments related to the SDGs 

 Placing greater emphasis on payment caps on debt service 

 Strengthening the assessment of total public debt and a better capturing the risks of 

market access 

 A better reflection of risks from contingent liabilities such as natural disasters 

 Revising the existing Framework models for macroeconomic projections of growth and 

debt dynamics in LICs to reflect their correct recovery and performance capabilities 

 

2.6. KEY LESSONS LEARNT AND LESSONS FOR THE FUTURE 

There is no consensus on debt sustainability criteria and assumptions for sustainable debt and 

this has resulted in the provision of varying conceptualisation and presumptions (Draksaita et al. 

2015:475; Draksaita 2014).  The same condition gives greater prospects for the search of the 

most suitable and particularly, most appropriate framework of measuring debt sustainability 

especially in the case of the LICs. In order for this to occur, there is need to draw out the key 

lessons from the existing dominant IMF/WB DSA approach and model.  In this regard, there are 

six (6) outstanding lessons that could be considered relevant to the analysis of debt sustainability, 

particularly with regard to the LICs and these are; 

Lesson I: Limitation of the IMF/WB DSA:  The Framework exhibits methodological gaps, risks 

and inadequacies which undermines its appropriateness as a tool for measuring debt 

sustainability.  At the center of the Framework are assumptions and performance benchmarks 

that have proved to be over-optimistic and inadequate in capturing the debtor countries’ real 

capacities to recover from economic and debt problems as well as prevent future debt crises.  

These limitations call for the development of better and appropriate DSAs for debtor countries. 

Lesson II: Main Purpose and Outcome of the IMF/WB DSA: The main purpose of the 

Framework is to ensure the debts remain at sustainable levels, debtor countries are able to service 

their debts and maintain fiscal fitness in the short-term. The restoration of sustainability aims at 

ensuring debt service capacity when debts fall due. It is not designed to attain long term debt 

sustainability nor is it intended to address underlying causes of unsustainable debts in LICs or 

facilitate long term development processes.  

Lesson III: The IMF/WB DSA Framework is a Policy Mechanism: The BWIs, on behalf of the 

creditors, use the DSA exercises to primarily dictate or impose a set of policies deemed 

conducive to the restoration of a debtor country’s ability to repay debts. Consequently, the DSAs 

“recommendations” are tailored towards the mobilization of resources required to meet debt 

obligations when they fall due.  Even economic stability, under this Framework, is pursued for 

the primary interest and not the attainment of sustainable development. 

Lesson IV:  The IMF/WB DSA Framework is detached from National Development: The set of 

policies prescribed for debtor countries does not pay strong attention to some national interests 

especially those related to social, human and political development. The policy recommendations 

proffered under this Framework often divert the attention of governments in debtor countries 

from national development obligations in pursuit of debt sustainability and fiscal balance.  In 
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addition, this tends to undermine public accountability as debtor governments become more 

answerable to the creditors than their own citizens.  

Lesson V:  Dominance of the IMF/WB DSA Framework: The absence of nationally generated 

DSAs, effective national debt management mechanisms, strategies and policies in most LICs 

have perpetuated the dominance of the IMF/WB approach to debt sustainability. There is need 

for debtor countries to put in place and operationalize home-grown DSA mechanisms. 

Lesson VI: An alternative DSA is possible: The development needs and challenges of LICs 

require an approach and model of DSA that is holistic and one that strikes a cautious balance 

between the austerity measures associated with resolving the debt crisis and responding to 

national development needs, especially the human development concerns 
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PART THREE:  CONCLUSION AND RECOMMENDATIONS 

3.1. CONCLUSION  

This Study was set out to review of the IMF/WB DSA Frameworks with the aim of informing 

the debt contraction patterns of Zambia. The Study has concluded that although this Framework 

remains the most dominant approach globally, it has failed to effectively serve its purpose of 

restoring debt sustainability in the LICs.  This is largely because of both inherent methodological 

and non- methodological limitations contained in its design. The set of assumptions and 

performance benchmarks that guide the DSA exercise do not seem to relate appropriately with 

the economic, financial and social conditions of the LICs.  As a result, the Framework is 

detached from the debtor country’s long terms debt sustainability and development aspirations.  

The IMF/WB DSA approach still fails to adequately capture pertinent influencing factors on debt 

in the LICs such as government revenues-public spending, investment and public financing, 

poverty reduction and social development, including the politico-economy 

The reviews and revisions of the DSA Frameworks, although of significant improvements, have 

not been transformative. The integration of underlying factors causing debt problems in the DSA 

is critical. The integration of underlying factors causing debt problems in the DSA remains 

critical because the persistent vulnerabilities and not necessary fiscal imbalances will continue to 

undermine long term debt sustainability in LICs. It is important to acknowledge that huge 

financing requirements coupled with low revenues and reduced aid volumes will compel most of 

the LICs to finance their fiscal deficits by borrowing either externally or internally or both.  For 

this reason, it is important to strongly advocate for a framework that will aim at providing 

assistance to LICs to attain debt sustainability on a long term basis, with a strong focus on the 

underlying causes of unsustainability and is closely connected to a country’s development 

aspirations. 

General Recommendations  

4.4. Methodological Considerations 

There is a need to re-model the IMF/WB Framework to ensure that it suits the purpose of 

assisting LICs to avoid unsustainable debts on one hand but continue to borrow for development 

purposes, on the other hand.  Such a model should effectively integrate and strongly reflect the 

following imperatives; 

e. Assumptions and Performance Benchmarks: There is a need to revise the existing 

models for macroeconomic projections of growth, assumptions and debt dynamics in 

LICs to avoid the systematic overestimation of their capacities to borrow and repay debt.  

In this regard, the calculations should be based on realistic macroeconomic assumptions, 

country specific bottlenecks and vulnerabilities  

f. Assessment of Total Public Debt:  There is need to strengthen the assessment of public 

debt and fully reflect the risks of market access such as rollover risks in the debt service 

indicators as well as risks associated with public debt, the natural disasters and 

calamities, that frequently occur in the LICs 
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g. Link the DSA to Global Development Goals:  The DSAs must integrate improved 

systems of monitoring debt contraction, utilization and repayment with the purpose of 

ensuring that LICs contract and use these resources to finance productivity and to 

enhance human development. In addition, the measure of “the capacity to repay” debts 

should be primarily based on government revenues and its budgetary obligations because 

this is the most appropriate way to judging the extent to which debt servicing crowds out 

other important government expenditures 

h. Broadening the Focus of DSAs:  The Framework should shift from its short and 

medium term perspectives and adopt a perspective anchored on the following; long term 

debt sustainability, broad-based economic growth and a stronger nexus between 

government revenues-budget expenditures, financing for investment and maintaining 

long term debt sustainability as well as reflect a cautious balance between fiscal 

discipline and sustainable human development 

4.5. Reform Advocacy and Campaign Activities 

There is need to resuscitate global civic attention on responsible lending and borrowing.  

Advocacy and activists’ groupings in both the LICs and lending Countries should develop a 

global agenda (research and analysis, conferences, networking, picketing, petitions) aimed at; 

d. Securing the support of the international community (especially creditors) for a Human 

Development Approach (HAD) to debt sustainability in the LICs 

e. Putting pressure on the International community (and the creditors) to put in place 

effective mechanisms that will guarantee responsible lending  

f. Supporting government in the LICs to undertake nationally-driven and owned DSAs and 

to put in place transparent, accountable and participatory debt contraction processes and 

systems 

4.6. Specific Recommendations to Zambia 

b. Nationally Development DSAs:  Given the significance of the DSAs on sovereign debt 

and the resultant policy recommendations, Zambia should prepare and widely publicise 

its own nationally-driven DSA. This “nationally-owned” DSA should not strictly 

conform to the IMF/WB model but more importantly, must attempt to integrate emerging 

considerations such as a strong focus on human development, government revenues, 

investments, public spending and budgetary obligations. The development of nationally 

driven and owned debt assessment mechanism will be useful in two main ways;  

 It will help in monitoring the situation of debt and detecting (early 

warning system) cases of risks or distress 

 It could be used as a reference or a point of comparison on debt 

sustainability discourses with other actors, such as the IMF and World 

Bank.   
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For this reason, it would be pertinent to ensure that technical expertise, human resource 

and supportive systems required to undertake such a DSA are adequately developed and 

provided to the Ministry of Finance and other related institutions. 

c. Accountable Loan Contraction and Debt Repayment Mechanisms:  There is need for 

specific legal provisions that will ensure that the loan contraction and debt repayment 

processes are transparent, guarantee public participation and accountability. This requires 

the effective participation of institutions such as Parliament and public participation.  In 

particular, the public should have timely access to adequate information on loans and 

debts.   

d. Institutional Consideration:  There is a need for a comprehensive restructuring of the 

Debt Office and the strengthening national debt management mechanisms.  The systems 

should ensure the attainment of the following; 

 Critical analysis of the relevance and use of borrowed resources (both domestic 

and external):  Borrowing decisions should be backed by a critical analysis of the 

costs and benefits, an implementation plan and communication strategy. With 

regard to the use, the resources should be directed towards productive sectors that 

promote sustainable human development.   

 Appropriate/Correct Choice of Financing Sources: There must be careful 

consideration regarding the costs, purpose and nature of the targeted loans. The 

strategies should reflect a strong understanding of the various financing 

opportunities, the financing terms and how these resources related to the bigger 

development agenda of the country. This is particularly important given the 

variety of creditors existing both domestically and internationally on one hand 

and the growing development finance requirements of the LICs, on the other 

hand.  

 Guaranteeing Public Accountability:  Information relating to borrowing plans, 

decisions and utilization/implementation plans should be made public in a timely 

fashion. This will also entail putting in place systems that will ensure proper 

record and information management of loans and debts.  Borrowing processes 

should be based on open, participatory and traceable systems where institutions 

such as Parliament, organized civil society groupings and the media are 

guaranteed with access.   

c. Political Consideration: Strategic and strong leadership, both at the political and 

bureaucratic levels, is an important necessity in ensuring the effective management of 

debt in Zambia. This leadership should ensure that borrowed resources are used 

prudently, particularly for the purpose of serving national and not particularistic interests.  

The leaders must ensure that effective restraint and deterring measures to prevent the 

abuse of borrowed resources are put in place and effectively enforced. 

d. Generation of Public Interest and Attention on Debt:  There is need to galvanise 

national interest on debt and loan contraction through civil society organsiations, the 

media and other associational groupings. This would call for formally organized public 
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action on public mobilization, research and analysis as well as advocacy and lobby.  

Briefly put, there is need for a nationwide movement on public debt and public 

accountability in Zambia. 
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