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Summary: 
This paper focuses on the new World Bank’s conditionality policy and its impact on 

the recipient’s degree of compliance. It examines the domestic political factors that 

may lead governments not to comply with the Bank’s conditions and how this affects 

the Bank’s enforcement policy.  Through comparing the implementation of the 

Bank’s Poverty Reduction Support Credit in Honduras and Nicaragua, this paper 

concludes that particular domestic political factors may have a greater influence on 

the reform outcomes than the conditionality instruments.  
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Preface 

 
The purpose of the paper is to contribute to the academic and policy debate 

surrounding conditionality and compliance. The paper explores the domestic political 

factors that may lead governments not to comply with the World Bank’s conditions 

and how this affects the Bank’s enforcement policy. In order to execute this analysis, 

this study focuses on the governments degree of compliance with the World Bank’s 

Poverty Reduction Support Credit in two countries in Central America: Honduras and 

Nicaragua.  

The paper has chosen in particular this World Bank loan as it represents a shift 

in the Bank’s conditionality policy in highly indebted countries with the emergence of 

the Poverty Reduction Strategy Papers. The PRSC uses ‘ex-post conditionality’ 

alongside the ownership rhetoric characterising the new principles in the international 

aid agenda. The two countries studies were selected due to remarkable similarities and 

differences in government behaviour in complying with the World Bank. Despite both 

countries having a high level of poverty and sharing a similar culture, the historic-

political path taken by each country leads to significant differences in the government 

performance with the PRSC conditions. Another feature that influenced the choice 

was my personal interest in the Latin American region. 

The theoretical analysis is based on extensive literature around aid, 

conditionality and compliance. The examination is based on secondary sources 

involving a desktop with programme documents, strategic plans, action plans, 

implementation schedules, programme agreements and files, donor country 

programmes, progress and evaluation reports and any other relevant document. Most 

documents or reports are from the World Bank, the IMF, the Honduras government 

and the Nicaragua government.  

I would like to thank my supervisor Andrés Mejia Acosta for his 

encouragement and his incisive comments on my drafts. I would also like to thank 

Aaron Schneider for a stimulating conversation and his recommendations. I am 

grateful to my friends, in particular Efua Prah and Ivica Bogdanic, for their 

suggestions and their ability to see humour in all circumstances. In addition, I would 

like to thank my mother Trofimena Fingermann and my father Luis Fingermann for 

their unending support.  
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1.Introduction 
 

The mixed success obtained from structural adjustment programmes and the 

consensus around its lack of country ownership have caused a significant shift in the 

international aid agenda.  Many scholars and policymakers have argued that the 

international financial institutions (IFIs) should de-emphasize the reliance on 

conditionality instruments to promote significant policy change in developing 

countries. The World Bank decided to adopt a new conditionality policy, which would 

have a greater impact on the Bank’s enforcement policy and enhance recipient 

government compliance. In contrast to the previous ex-ante conditionality policy in 

which the Bank would lend money for conditions that the government should comply 

in the future.  The Bank’s ‘ex-post conditionality’ policy goes alongside the country’s 

ownership rhetoric, which presumes that ‘aid effectiveness' may be influenced to the 

extent that the country owns the reform. The Poverty Reduction Support Credit 

(PRSC) represents the World Bank’s shift in highly indebted countries. This credit 

supposedly identifies prior conditions to recipient government through actions defined 

in the country’s Poverty Reduction Strategy Paper (PRSP). 

The Bank’s expectation that ‘‘ex-post conditionality’’ can prevent slippage1 is 

not consistent with empirical evidence. Through the analysis of the PRSC 

implementation in Honduras and Nicaragua, this paper verifies that ‘ex-post 

conditionality’ has not had a greater impact on the enforcement policy. The Bank still 

has permitted slippage in most cases when there are political-economic interests in the 

area. The lack of credibility in the Bank’s enforcement policy alongside to particular 

domestic political features may increase the chances for non-compliance in both 

countries at the same time. This paper focuses on two sides of the same coin. It 

examines the domestic political factors that may lead governments not to comply with 

the Bank’s conditions and how this affects the Bank’s enforcement policy.  In order to 

analyse a government’s degree of compliance, this study prioritises two relevant 

domestic political features that may affect reform outcomes:  the strength of the 

patronage-system and the strength of the opposition party. 

The research findings show that domestic political factors may have a greater 

influence on the reform outcomes than the conditionality instruments or the 
                                                 
1 Slippage is the difference between the number of conditions agreed and the conditions complied. 
Thus, it means when the country has not complied with all conditions agreed.     
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enforcement policy. Analysing data from the World Bank and IMF documents, this 

paper finds that the Bank fails in rewarding countries with higher compliance due to 

domestic political interests that the World Bank has in the country. The study 

demonstrates that countries with bad performance tend to receive more aid than 

countries with a better performance.  For example, in the Honduras patronage driven 

system, conditionality was not enforced but loans were still coming, whereas in 

opposition-packed Nicaragua, the fear of radicals coming to power made the Bank 

more lenient on loan conditionality. 

The section following this introduction addresses the new international aid 

agenda in highly indebted countries in order to conceptualise the reader with new 

principles that influence the World Bank policy. It briefly emphasises in which way 

the international agenda intended to increase aid effectiveness and conditionality 

enforcement through the PRSP process in Honduras and Nicaragua. Section three 

focuses on the World Bank’s conditionality policy designed to countries under the 

PRSP programme and the PRSC. This section analyses the extent to which the Bank 

has bought the new aid rhetoric and to what extent the Bank has decreased its reliance 

own conditionality.  Section four aims to study the theoretical debate surrounding 

conditionality and compliance. Through this examination, this paper suggests a new 

theoretical framework to analyse the degree of compliance and the Bank’s 

enforcement policy in Honduras and Nicaragua in this new aid agenda. Section five 

discusses the PRSC in both countries and the Bank’s enforcement policy in these 

countries. Section six provides an overview of the possible variables that may 

influence the degree of compliance with PRSC in both countries.   
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2.The New Aid Agenda  
 

This section provides an overview of the Poverty Reduction Strategy Initiative 

and the conditions attached to the formulation of the programme. Then, it discusses in 

more detail the three major principles carried out during the programme design in 

order to improve aid effectiveness and increase recipient’s compliance: country 

ownership, donor harmonisation or co-ordination and civil society participation. A 

brief analysis of the contradictions between the development aid rhetoric and PRSP 

process in Honduras and Nicaragua will be provided.  

 
2.1 Poverty Reduction Strategy Initiative: An Overview 
 

The World Bank and the International Monetary Fund (IMF) launched the 

Poverty Reduction Strategy Initiative in 1999 in order to design an effective strategy 

to development aid in highly indebted countries. This initiative recognises many 

weaknesses of the structural adjustment programmes such as the lack of country’s 

ownership and the cuts made on the social expenditure and attempts to improve 

development programmes through five principles (IMF and World Bank 1999):  

 

I. Country-driven, involving broad based participation of civil society;  

II. Results-oriented with emphasis on results for the poor; 

III. Comprehensive, in recognition that poverty is a multidimensional 

phenomenon, which must integrate an institutional, structural and sectoral 

approach; 

IV.  Partnership-oriented, lending to better donor co-ordination under the recipient 

leadership; 

V. Based on medium and long-term perspectives for poverty reduction   

 

The PRSI focuses on social aspects, such as education, health, water etc. It 

considers poverty a multidimensional phenomenon that should be tackled by state 

policies together to other key stakeholders. Also, it defines that a partnership between 

donors and recipient governments is the best way to reduce poverty in the long-term. 

By involving civil society during the programme’s design and introducing a greater 

local ownership on the reforms, PRSI aims to transform relationships between donors 
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and recipient governments as well as donors, recipient governments and its internal 

stakeholders (citizens, local organizations, private sector so on) (Gould 2005, 

Whitfield 2005, Dijkstra 2005).   

The PRSI asserts that the formulation of the PRSPs be a pre-requisite to those 

countries who want to qualify for debt relief under the Highly Indebted Poor 

Countries (HIPC) programme2. As can be seen below, there are two main conditions 

linked to the HIPC Initiative. First, the country must design a Poverty Reduction 

Interim and meet a satisfactory performance to the IMF conditions on macroeconomic 

stability under the Poverty Reduction and Growth Facility (PRGF) loan to reach the 

Decision Point.  Then, the recipient government must implement the PRSP at least for 

one year and meet the structural reforms under the PRGF to get debt relief under 

HIPC (Completion Point).  

Figure 1: Steps of the HIPC Initiative  

 
Source: IMF 2007 www.imf.org  

 

Moreover, the preparation of the PRSP became also a condition to receive 

loans or grants from the World Bank, the IMF, the United Nations Development 

                                                 
2 The IMF and IDA launched the Highly Indebted Poor Countries programme in 1999 in order to 
enhance efforts to reduce poverty in low-income countries. Both organisations understood that high 
debts could make more difficult to developing countries to achieve the long-terms goals on poverty 
reduction. 
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Programme (UNDP) and bilateral donors (SIDA, DFID, etc.). The World Bank3 

designed a specific credit in 2001, called Poverty Reduction Support Credit (PRSC) in 

order to share responsibilities with the IMF’s credit- PRGF and support PRSP 

policies. Thus, while the PRGF might support and advice the government on 

macroeconomic policies and specific structural reforms (tax policy, exchange rate so 

on), the World Bank under the credit PRSC may give financial support and make 

recommendations on how to improve the poverty-reduction expenditure, governance 

and transparency reforms and structural reforms such as privatisation (IMF and World 

Bank 1999). Both multilateral lending institutions claim that those loans will 

guarantee a greater leadership to the recipient countries, and thus increase the 

government degree of compliance (Dijkstra 2005, Killick 2004, Gould 2005). The 

PRSC lending modality will be further detailed in the next section.  

Since 1999, 41 countries were identified eligible to qualify for the HIPC. From 

those countries already 22 have implemented PRSP “satisfactorily” at least for one 

year to reach the Completion Point and receive debt relief. From the other 19 

countries, 9 have prepared the Poverty Reduction Interim and then achieved the 

Decision Point while the other 10 have been preparing the Poverty Reduction Interim 

(See Appendix 1: List of PRSP Countries). In Latin America, only 5 countries met the 

requirements under the HIPC: Bolivia, Guyana, Haiti, Honduras and Nicaragua. 

Bolivia, Nicaragua and Honduras are the only countries that have reached the 

Completion Point in the area, while Haiti and Guyana have arrived at the Decision 

Point (IMF 2007: website).  Hence, both countries analysed on this paper, Honduras 

and Nicaragua, have achieved the Completion Point, with Nicaragua receiving debt 

relief on January 2004 almost one year before Honduras (March 2005).   

In summary, there are three important aspects that PRSP brings to the aid 

agenda: civil society participation, donor co-ordination and country ownership. 

Through those principles, donors assume that loans or grants that respect the PRSP 

outline might have a greater capacity to enforce the conditions and to expect higher 

compliance from the government. Thus, PRSP’s principles aim to achieve a better aid 

effectiveness.   

 

2.2 Civil Society Participation  
                                                 
3 The International Development Association (IDA) is the body of the World Bank responsible for 
lending the PRSC. The IDA is responsible for the poorest’ countries in the world.  
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Multilateral lending institutions claim that civil society “participation” is the 

most important condition during the PRSPs design. If the recipient does not hold a 

fair consultation process, both organisations affirm that they will not approve the 

Poverty Reduction Interim (PRI). As the consultation process has the purpose to give 

greater local ownership to the poverty reduction policy (IMF and World Bank 1999). 

However, those institutions do not enforce governments to include the policies 

suggested by civil society. Usually, either recipient government and donors or only 

donors set up the agenda that should be discussed with civil society representatives, 

excluding relevant topics such as structural and macroeconomic policies. In some 

cases, governments and donors neglect important civil society representatives when 

their suggestions are not in accordance with the government interests (Guimarães & 

Avendano & Steveren,  & Dijkstra 2003, Guimarães & Avendano & Lathrop & 

Dijkstra 2004, Guimarães & Avendano 2006)    

Many scholars have analysed the consultation process and verified its 

weaknesses in several countries. For example, in Uganda, Nyamugasira and Rowden 

(2002) state that the consultation process has not include structural and 

macroeconomic policies. Both authors verify that these topics have been agreed 

between the finance minister, the World Bank and the IMF. Honduras and Nicaragua 

are not an exception. In both cases the same problem can be seen. Seppänen (2003) 

shows that the traditional civil society4 was completely excluded from the 

consultation process in Honduras, while the new civil society under the leadership of 

international non-governmental organisations (INGOs) had a greater “participation” 

on the direct consultations hold by the municipalities. Eurodad Country Update 

(2006) shows that several workshops carried out in Nicaragua have not included civil 

society recommendations as the document ‘was already decide and the consultation 

was a really signing off’ (Eurodad 2006: 4).  

Hence, it seems that PRSP encourages civil society “participation” in terms of 

defining poverty policy rather than macroeconomic policy. Also, it neglects advices 

that differ from government’ and donors’ interests, excluding many civil society 

representatives. However, whether civil society participation can increase the level of 

                                                 
4 Seppänen (2003) defines two kinds of civil society in Honduras: the traditional civil society  
represented by labour unions, professional associations and youth associations. The new civil society 
represented by INGOs and local NGOs, which usually work directly with INGOs.     
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compliance to the loans received by the IFIs is questionable. Civil society 

participation limits to the PRSP design. The actions or conditions defined in the loans 

agreed between the government and IFIs may differ from the PRSP. As a 

consequence, civil society is not able to influence in conditions from the loans that 

may ensure the PRSP implementation.   

 

2.3 Donor Co-ordination  

 

The PRSP programme aims to achieve a greater co-ordination among donors 

in order to reduce transaction-costs to recipient countries. The main assumption is that 

a common budget support (BS) and standard reports might bring greater benefits to 

the recipient government and improve aid effectiveness. Thus, the donors’ goal is to 

reduce administrative, tying and fiscal transaction costs to the recipient government 

and among donors (Killick 2004).  Nevertheless, the extent that donors have bought 

this new partnership approach is questionable. Killick (2004) argues that the World 

Bank and the IMF have not properly harmonised their policies. In fact, there still is a 

weak co-ordination and different or unclear objectives between both institutions. 

Also, he states that direct BS and sector-wide approaches (SWAPs) tend to impose 

substantial costs to donors and recipient, as usually there is not convergence among 

donors’ interests in the country. (Killick 2004: 22). Many bilateral donors have to 

sustain the benefits that BS can bring to aid effectiveness, such as the United 

Kingdom, the Netherlands, Sweden, Norway, Switzerland and so on. While other 

donors, such the United States, Japan, Canada and the Southern European countries, 

have not even seriously considered this possibility as beneficial. This may have a 

negative influence towards harmonisation and BS execution in areas such as Central 

America, where US aid has been always large. 

Ironically, many donors that encouraged the harmonisation policy have not 

been able to abandon their institutional interests in favour of achieving a better 

donors’ co-ordination (Dijkstra 2005). Most of aid in low-income countries still goes 

towards project aid. According to Dijkstra (2005) and Vos et.al (2006), BS has not 

been implemented in most of countries under PRSP and when it has been 

implemented, BS has been limited to sectoral projects (Killick 2004, Dijkstra 2005, 

Guimarães et.al. 2003, Guimarães et.al 2004, Guimarães  et.al 2006 Vos et.al 2006). 

For example, in Honduras most of aid is allocated to individual projects, even though 
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all the efforts made by the G-17 donor group to harmonise PRSP policies have not 

been met (Vos et.al 2006). On one hand, this fact benefits the government as it 

increases the government’s ability to not comply with some conditions from different 

loans that may bring domestic political costs. On the other, it increases the 

administrative costs to recipient countries.    

 

2.4 Country Ownership  

 

Recipient governments with the participation of key stakeholders should 

design the PRSP. Donors should become a partner of government strategy without 

imposing restrictions or conditions. The only conditions should be in “process” and 

not in the “content” of the programme (Dijkstra 2005).  The main conditions in the 

process are: qualify for HIPC initiative, hold a consultation process during PRSP 

preparation and have good track record under PRGF loan. The countries who comply 

with those conditions should qualify for other bilateral grants and the World Bank 

credit PRSCs. However, as Dijkstra (2005) affirms the degree of ownership on PRSP 

content is not as high as one would expect. Through her research in Honduras, 

Nicaragua and Bolivia, she shows that although donors choose the conditions from 

own country PRSP targets in order to guarantee country leadership and harmonise the 

targets picked up, donors have prioritised different targets and objectives.  

 

 “ PRSP can hardly be considered as “owned” by the countries and even less by the 

current government, since donor influence on their content has been so strong (…) Picking up 

targets from PRSP therefore means that donors are setting priorities from among a broad 

objective of the PRSP. Third, donors are also relating targets to a timeframe, which implies 

further prioritisation.” (Dijkstra 2005: 458).   

 

 

Thus, Dijkstra suggests that donors pick up in fact their own targets, 

highlighting that the lack of ownership on PRSP is due to the donor’s capacity of 

influence in the programme’s design. According to her, donors may influence PRSP 

by participating on the consultation process and sending technicians to help in the 

programme’s design.  
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2.5 Conclusion 

 

This first section attempted to introduce the principal tensions on PRSP 

process in Honduras and Nicaragua.  Many scholars have addressed the extent to 

which the PRSP principles, such as civil society participation, country ownership and 

donor harmonisation, have not been bought by donor community and local 

government (Cuesta 2004, Cuesta 2005,  Dijkstra 2005, Killick 2004 , Gould 2005). 

The main conclusion is that although there is a new rhetoric, PRSPs have not changed 

the relationship between donors and governments. The degree of ownership is 

questionable in Honduras and Nicaragua. Civil society participation has been used as 

a tool to legitimatise the aid agenda in the both countries.  Donors still have different 

interests and the number of conditions has not decreased to the recipient, in fact, it 

seems that conditionality has decreased to some extent. This analysis is important to 

understand how the international financial institutions introduce a new rhetoric in 

order to shape country priorities. Despite, this issue it is not the main concern of this 

paper, which aims to address the new conditionality policy of the World Bank under 

the PRSC and to what extent the Bank’s policy have led to a greater degree of 

compliance in recipient government. It is important to consider how the new agenda 

has influenced the Bank’s policy under PRSC. In the next section, this paper 

addresses the new lending modality of the World Bank and to what extent this 

international organisation has decrease its reliance on conditionality.     
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3. The World Bank’s conditionality policy 
 

If one analyses the PRSP and the new aid agenda, without considering the new 

lending modalities carried out by the World Bank and the IMF, it would seem that the 

new aid agenda had almost abandoned its confidence on conditionality. Despite the 

PRSP claims that conditionality only applies to the design, where the country has to 

hold civil society consultation and maintain a macroeconomic stability, the analysis of 

World Bank documents show that the Bank still imposes a few conditions on the 

country. This section will focus on the analysis of the Poverty Reduction Support 

Credit (PRSC) from the World Bank and to what extent the number of conditionalities 

has changed after the PRSP adoption.  

 

3.1 Shifting paradigms  

 

 The “Review of World Bank Conditionality”(2005a) Report shows how the 

Bank’s conditionality policy has completely shifted in the last ten years. The Report 

states that the Bank designs its conditionality policy in accordance to the country 

objectives.  The conditions attached to the loans do not aim to define government 

policy, but instead to ensure that the resources are used for the purpose intended by all 

stakeholders in the country (World Bank 2005a: 4). Since the PRSI, the Bank has 

profoundly adopted this approach, designing even a new loan to symbolize the shift in 

the Bank’s policy in low-income countries. It is called the PRSC. 

 

3.2Poverty Reduction Support Credit (PRSC) 

 

The PRSC represents a relatively small share of the International Development 

Associations (IDA) portfolio in highly indebted countries that helps in the poverty 

reduction strategy implementation. The eligibility criteria under PRSC includes 

specific pre-conditions, such as having a good track record under PRGF loan, having 

held a fair civil society consultation process in PRSP, meeting satisfactorily 

macroeconomic stability and addressing the actions defined in the medium-term 
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programme (MTP).5 From the actions under the MTP, the Bank defines key actions 

that the country has to take before receiving the PRSC.  Once the country has met 

those pre-conditions and the key prior conditions/ actions, the IDA defines the amount 

of aid given to country through the Country Policy and Institutional Assessment 

(CPIA)6. The PRSC usually involves three operations; each operation can include a 

single tranche loan as well as a multi-tranche loan. If CPIA identifies that the country 

has a good track record, PRSC may be a single-tranche loan, but in the case that the 

country has an inadequate track record, the PRSC may include two- tranche or three-

tranche loans. Thus, in order to receive the first tranche, the government has to 

comply with a set of critical prior actions, so then the PRSC-I defines other prior 

actions (called triggers) based on the MTP to make the disbursement of the second 

tranche under the PRSC-II.  

In addition to the key prior actions, the MTP defines benchmarks conditions, 

which the country should comply during the three years.  In the Bank’s Development 

Policy Lending Retrospective  (2006a) report can be seen how much the number of 

benchmarks has comparatively increased under the PRSC. The graphs below illustrate 

that while the average number of conditionalities has substantially decreased (from 32 

to 13 conditions), the average number of benchmarks7 has risen (from 11 to 32) since 

1999.  

                                                 
5 The MTP is elaborated from the PRSP in collaboration with government and ministries. The 

MTP is part in government’s Letter of Development Policy or in the “Bank Policy Matrix”. The MTP 
defines indicators and actions that recipient government must undertake in the next three years.  
 
6 Country Policy and Institutional Assessment (CPIA) defines the amount of aid that the Bank can offer 
to the recipient country in the PRSC. The amount of aid relies on the country economic performance 
and its programme performance. The CPIA rating has 16 indicators, including economic management, 
structural policies, policies for social inclusion or equity and public sector management and 
institutions.  If the country has a low CPIA rating, the Bank may give less aid than the country wants. 
This mechanism shows that the Bank has become more selective in the way that he distributes aid in 
low-income countries (www.worldbank.org). For instance, Honduras rates (3.9) higher than the 
average of 3.2 for all international assistance borrowers from ODA. (www.oecd.org)   
7 Benchmarks are non-binding conditions laid out in policy matrix that the Bank request to lend money, 
particularly, to countries under PRSC.  These non-binding conditions usually tend to be prior actions to 
other institutional policies or reforms.  
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Figure 2:  Average Number of Conditions by fiscal year 

 
Note:  In total 50 countries under the World Bank lending operations were analysed, from 
those 23 were IDA countries under PRSC-PRSP.   
Source: World Bank (2006a) Development Policy Lending Retrospective  

 

Figure 3: Average Numbers of Benchmarks by fiscal year  

 
Note:  In total 50 countries under the World Bank lending operations were analysed, from 
those 23 were IDA countries under PRSC-PRSP.   
Source: World Bank (2006a) Development Policy Lending Retrospective  
 

By comparing the two graphs it can be seen that the average number of 

benchmarks in IDA operations has risen in disproportion to the average number of 
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benchmarks in the International Bank for Reconstruction and Development (IBRD) 

operations. The IDA has moved towards an ‘ex-post conditionality’ practice in which 

borrowers only received credit for actions already carried out, while the IBRD has 

decreased all its conditions. The Bank states that IDA’s benchmarks are non-binding 

conditions, which the Bank and the government have negotiated during the 

elaboration of the “PRSC Policy Matrix”. The government collaboration limits to 

define benchmarks, as the Bank points which conditions are critical or binding to 

qualify for the PRSC financial support. (Killick 2004, Killick 2002). From those 

binding measures more than 45% entails public sector reforms, while the other 

binding actions are distributed among other key sectors, such as health, education, 

water and sanitation etc (See Figure 4). Normally, social protection and environment 

conditions are excluded as critical actions. For the Bank, those conditions are 

considered as benchmarks as they are long-term indicators that cannot be adequately 

measured after one year.   

 

Figure 4: Distribution of binding conditions in PRSC 

 
Source: World Bank (2005b) Poverty Reduction Support Credit: A Stocktaking 

 

 

By analysing the World Bank’s reports, it seem that the new policy places 

country ownership as a central issue in the agenda. In practice, however, the 

ownership rhetoric is not realistic; the Bank has actively influenced the PRSP 

elaboration and defined key prior actions/conditions. The notion of borrower 

ownership is overstated for reasons that serve the interests of the Bank and the 
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government. This measure protects the Bank from charges that would arise for 

interfering in the rights of a country’s sovereignty, and the recipient may accept the 

ownership rhetoric to gain easier access to credit, even when the country knows that 

its objectives are not included in the agenda 

The Bank relies on conditionality as much as it used to do during the structural 

adjustment reforms. In fact, conditions have significantly increased, being attached to 

the programme content and the process (See Appendix 2: Number of conditionalities 

of PRSC in Honduras and Nicaragua) (Killick 2004, Killick 2002, Dijkstra 2005). 

Nonetheless, the Bank’s conditionality policy has shifted to ex-post to prevent the 

possibility of a government’s bad performance in reform implementation. The Bank 

states that it will not provide financial credit while the country has not completely 

accomplished the key prior conditions. If this fact is true, ‘ex-post conditionality’ as 

an instrument to avoid the possibility of non-compliance may have better results than 

ex-ante conditionality practice, as ‘ex-post conditionality’ increases the Bank’s ability 

to punish slippage through three mechanisms: tranche cancellation, tranche delays and 

reduced access to repeat lending.  This paper will analyse to what extent the degree of 

compliance with World Bank’ conditions have increase in Honduras and Nicaragua 

after the PRSC. In addition, it verifies to what extent the adoption of ‘ex-post 

conditionality’ has a positive impact on the Bank’s capacity to punish slippage in the 

two countries. Before addressing these questions, this paper analyses several theories 

that have demonstrated in different ways why conditionality policy is ineffective and 

how domestic political factors may have a greater influence in the reform’ outcomes.   
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4.Conditionality and Compliance  
 

This section explores relevant approaches surrounding conditionality 

effectiveness and government compliance. All those approaches have analysed the ex-

ante conditionality inefficiency in securing policy change in the developing world. 

None of them have properly verified to what extent the use of ‘ex-post conditionality’ 

may have improved the Bank’s capacity to persuade its agenda in low-income 

countries. Despite this fact, those approaches are important for considering the 

conflict of interests between donor and recipient government, which may remain an 

important issue even after the adoption of ‘ex-post conditionality’ policy. Through the 

analysis provided in this section, this paper aims to define a more appropriate 

theoretical framework to study to what extent ‘ex-post conditionality’ policy has 

impacted on donor and government relationships.  

 

4.1 Game theory  

 

The game theory assumes that lenders and borrower governments are rational 

actors who want to maximise their utility or gain. The outcome of conditionality relies 

on the strategies pursued by each party (Mosley, Harrigan and Toye 1995). This 

theory divides the lender-borrower relations in three acts: the negotiating process, the 

implementation process and the evaluation or monitoring process.  In the first act, the 

negotiating process, donors and recipient attempt to agree on the conditions attached 

to the loan. If the agreement is successful, both parties set up the prior actions and the 

post actions to be taken by the government and monitored by the lender. In the second 

act, the implementation process, the borrower strategically decides which promises 

made in the first act will be carried out. In the last act, (the evaluation process), the 

donor decides whether he will grant or refuse further finance in light of the recipient’s 

performance in the second act (Mosley et. al 1995: 69).  

According to Mosley, recipients may agree to undertake only a few conditions 

due to short-term political costs to the government (such as loosing the support of 

powerful interest groups). Governments prefer to take the risk and not comply with 

few conditions instead  of loosing their internal political support. Hence, the 

complying costs are normally greater than the costs of not complying in the short 
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term. The low costs of non -compliance results from the Bank’s inability to enforce 

the conditionality.  The World Bank also wants to maximise the financial aid, as the 

Bank depends on lending to maintain its profitability. The Bank’s preference is to 

attach as many conditions as it can on the project in order to pursue policy change in 

the country. However, the Bank’s dependency on lending may constrain the 

enforcement of conditionality, particularly, if the Bank has geopolitical interests in the 

area. In addition, lenders within the Bank may be pressurised to loan money on a 

consistent basis, making the Bank’s enforcement weak. 

Mosley’s model is based on the Prisoner’s Dilemma in which both parties 

would have a better benefit cooperating than defeating. However, one party knows 

that it can achieve greater gain in defeating rather than cooperating. In the lender-

borrower relationship, the recipient government is the party that can take more 

benefits from the conflict. By not complying with the conditions, governments avoid 

the political costs of the reform. Lenders do not punish the slippage, as they prefer to 

lend money instead to loose a client.  The lack of credibility of the Bank’s 

enforcement strategy gives a stronger position to the recipient during the negotiation 

and implementation process.   

Furthermore, Mosley et. al (1995) consider that the recipient’s bargaining 

strength is relative in each country, as they point out  that ‘the less the donor needs the 

recipient – either as outlet for funds or as political ally- and the more the recipient 

needs the donor-because of the gravity of its debt or foreign exchange position or, 

because it does not believe that it can borrow from any other source’ (Mosley et. al 

1995: 74). For instance, Mosley states that in the case of countries with high debt in 

the balance-of-payment the fear of punishment is greater and cooperation is more 

likely to be achieved, as those countries may not have another financial resource to 

borrow money from. In opposition to this example, highly indebted countries tend to 

not comply with the conditions, as they know that the Bank’s ability to punish may be 

compromised by the payment of the old debt. Through this analysis, the game theory 

concludes that conditionality is ineffective to enforce borrower’s compliance; it 

suggests that donors should define a shorter list of realistic conditions and be either 

consistent with the punishment policy or explicitly randomly defined (Mosley et. at 

1995: 311).   
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4.2 Principal–Agent Approach 

 

The principal–agent approach is based on the game theory principles. It also 

assumes that there is a conflict of interests between donors (Principal) and recipient 

(Agent).   The innovative factor that principal-agent theory brings to the discussion is 

that this approach considers that there is asymmetric information between the lenders 

and borrowers. According to Killick, principal (P) wants that agent (A) does certain 

actions, but A has different objectives from P. A does not have the same interests in 

complying with P’s objectives. A has always more information about its own actions 

than P. Thus, P intends to induce A’s compliance through implementing a system of 

rewards or punishments. But, given the imperfect information, the system of rewards 

may increase the likelihood of recipient non-compliance. Through this theory, Killick 

shows the infectiveness of ex-ante policy conditionality in 21 countries. Then, he 

recommends a new model to improve the donors-recipient relationships, which must 

be based on “ four principles: ownership, selectively, support and dialogue” (Killick 

1997: 493, Killick 1995). As can be seen, these principles have substantially 

influenced the new aid agenda under the PRSP. Particularly, it has reflected to some 

extent on the World Bank’s policy towards a more effective aid. However, whether 

these principles have been properly adopted in order to improve donors and recipient 

relationships is questionable.   

Dijkstra (2002) also uses this approach to analyse the limitations of 

conditionality and the bad performance of the structural adjustment programmes in 

eight countries. Unlike Killick, she includes a political–economic perspective into her 

analysis and considers in more detail how the content of policy conditionality affects 

credibility aspects. Dijkstra’s model is far more sophisticated than Killick’s analysis. 

According to her, the implementation depends on, the capacity of the state to 

implement the reforms, the degree of alignment between donors and government 

interests, the strength of the domestic opposition, the costs of the reform to the 

government and the opposition, the credibility of donors’ advices and the availability 

of aid in the country (Dijkstra 2002: 313). In addition, she explains that conditionality 

enforcement may be ineffective due to conflicting objectives between donors and lack 

of donor co-ordination. The main observation of her analysis is that domestic political 

factors may have a greater influence on the reform outcomes than the conditionality 

enforcement.     
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4.3 Domestic Political Factors Versus Compliance 

 

 Both theories drawn above consider that government commitment have a 

greater impact on the reform implementation than conditions attached to a financial 

support. By considering these hypotheses, other authors analysed which aspects may 

positively or negatively affect government commitment toward the reform 

implementation without emphasising the conflict of interests between donors and 

recipients. For instance, many authors focus in which way a type of regime can 

influence government commitment towards reform implementation. Lal argues that 

authoritarian governments have more power and capacity to enforce policy change in 

developing countries, thus foreign aid that pursues policy change will have a greater 

impact during authoritarian regimes (Lal 1983). Dollar and Svensson show that 

reform implementations tend to be more effective in a democratic country than non-

democratic countries (Dollar and Svensson 2000).  

Whereas Dollar and Svensson pay more attention on the ways in which a type 

of regime can affect government commitment to reforms; Dreher analyses how a 

particular political feature of democracies, such as periodical elections, can negatively 

influence government compliance with the conditions agreed.  His analysis concludes 

that the conditionality policy leads to recipient’ “moral hazard” during the elections 

period (Dreher 2002, Dreher 2003, Dreher 2004, Dreher & Vaubel 2004). 

Governments know that IFIs might not cancel the financial arrangement during the 

elections years. Usually, the IMF and the World Bank believe that non-compliance is 

temporary and will be reversed after elections. Also, both institutions want to avoid 

instability in the country and increase the incumbent probability to win the elections 

as this incumbent has agreed to the conditions before. According to them, when the 

same government is re-elected, they usually do not comply with those conditions, 

‘because after the election, the perceived trade-off between cheap money and reduce 

political lenient may have changed, as consequence, IMF cancels the program’ 

(Dreher 2002: 29). The same is true, if a new political representative is elected.    
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4.4 Domestic Commitments and Conditionality Enforcement in Central America   

 

All those theories bring important aspects to the debate surrounding 

conditionality and compliance. The game theory shows why recipient’s preference is 

defeatist rather than cooperative. The principal–agent approach includes asymmetric 

information between donor and recipient as a relevant variable that affects the 

enforcement of conditionality and decreases the probability of recipient compliance. 

Finally, Dreher’s research points out how political cycles can also lead to government 

non-compliance.  The main feature that those theories have in common is that they all 

consider domestic political factors as the principal obstruction to reform 

implementation. The political costs that a reform can bring to domestic politicians 

may reflect on the degree of implementation in a reform.  In addition, they take into 

account the Bank’s weakness to enforce ex-ante conditionality and how this fact 

increases the probability of recipient non-compliance.  Even though, focus is paid on 

a distinct aid agenda where most conditions usually should be complied after the 

disbursement of the first tranche, this paper considers the fact that domestic political 

features might still have an impact on the reform’s outcomes. It argues that the World 

Bank may lend money, even when all prior conditions have not been met as the Bank 

has political interests in the region and internal pressures to lend.  

In order to analyse to what extent domestic political features may play an 

important role in the PRSC outcomes in Honduras and Nicaragua, this paper expands 

Dijkstra model. It includes to the political-economic perspective some domestic 

political features that may influence particularly Central America countries. Thus, this 

paper consider eight propositions to analyse the regional political features in which 

the three last were included to provide a greater understanding of the Central America 

countries.  

 

1. Whether the government has capacity to implement the reforms 

2. Whether the government is willing to adopt the reform 

3. The degree of alignment between donors and government interests 

4. The strength of the domestic opposition, the costs of the reform to the 

opposition. 

5. The availability of aid in the country  

6. Whether recipient country has or has not a patronage-clientelistic system.  
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7. Whether the civil society actors have voice in the government 

8. To what extent external actors are considered legitimate in the country. 

 

This model will be applied to the two case studies by taking into account the 

features brought by the new aid agenda. This paper explores the extent in which both 

governments have implemented the key critical actions defined in the PRSC. Then, it 

verifies whether ‘ex-post conditionality’ policy has been accomplished and to what 

extent this has increased the World Bank’s ability to enforce conditions and punish 

slippage. Finally, the paper analyses the extent to which ‘ex-post conditionality’ 

policy has effectively increased the degree of compliance through the model designed 

above.  Before addressing this theoretical model in the case studies, this paper gives 

an overview of the new aid agenda, which considers the application of three 

principles.    

 

5. Case Studies   
 

This section aims to analyse the new aid agenda in Honduras and Nicaragua. It 

gives an overview of the political-economic features in both countries. Then, it 

discusses to what extent the World Bank has changed its conditionality policy through 

the analysis of the PRSC.  

 

5.1 Honduras  

 

5.1.1 Country Background 

 

 Honduras is one of the poorest countries in Central America. Poverty is 

widespread, particularly in the rural areas. Despite the Human Development Index 

increase from 0.563 in 1990 to 0.683 in 2004, Honduras still has about two-thirds of 

the population below the poverty line8. Since PRPS emerged in 2001, income poverty 

has slightly increased from 65.2% to 65.8% in 2005 and extreme poverty has declined 

from 48.4% to 47.1% in 2005 (SIERP 2005, ISS 2006). The SIERP Information 

                                                 
8 Poverty Line measures the number of people living with less than U$ 1 per day.   
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System9 shows that inequality, in opposition to the PRSPs expectations, has increased 

from 56.1% to 58.9% in 2005. The economic trends have been a little more optimistic 

than the poverty reduction trends since the PRSP adoption. For instance, in 2006, real 

GDP registered an increase of 5% as compared to 4,1 % in the previous year. Since 

2001 the inflation rate has decreased from 9,1% to 5,6 % in 2006 (IMF 2007). The 

GNI per capita has risen from U$ 860.0 in 2005 to U$ 1,120.0 in 2006 (WDI 2006). 

The foreign direct investment inflow has enlarged from approximately U$ 281 million 

in 2000 to around U$ 464 million in 2005 (WDI 2006) (See Appendix 3: Economic 

and Social Trends in Honduras and Nicaragua). 

 Although the country has made efforts to diversify the exports by raising the 

maquila industries and diversifying the natural resources especially during the 

expansion of the CACM- Central American Common Market10   (World Bank 

2006b), the main export products are still raw materials and agriculture products 

including coffee, banana, timber and so on. Thus, the country still is significantly 

vulnerable to external economic shocks or natural disasters. For example, in 1998, the 

Hurricane Mitch had a serious impact on the country’s economy. The high 

dependence on foreign aid is another factor that makes the country vulnerable. For 

example, IDA averaged that foreign aid represented approximately 9 % of gross 

national income during 1994-2003 (World Bank 2006b). The public sectors 

inefficiency and the low level of human capital are pointed out as relevant constrains 

to development (World Bank 2006b). As can be seen in the Table 2, Honduras 

remains ranked below most of countries in Central America in terms of “Voice and 

Accountability”, “Government Effectiveness” and “Rule of Law”, expect Haiti and 

Guatemala. In regard to “Political Stability” and “ Regulatory Quality”, Honduras is 

only ranked above Haiti and Guatemala.     

 

 

 

 

Table 1: Governance and Anti-Corruption Indicators in Central America   
                                                 
9 SIERP National Information System ( Sistema de Informacion de la Estrategia de Reduccion de 
Pobreza) was created by the Honduran Minister of Presidency in order to monitor the impact of PRSP 
policies.  
10 The CACM was agreement between five countries in Central America: Guatemala, El Salvador, 
Honduras, Nicaragua and Costa Rica ( from 1963 to 1969).  Honduras is, however, the country that less 
benefited from CACM. ( Booth and Walker 1993)   
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Governance 
Indicator  Year Percentile Rank  (0-100) 

 Costa Rica Dom. Rep. Guatemala Haiti Honduras El Salvador Nicaragua  
Voice and 
Accountability 

2006 74 53.8 39.9 15.4 37.5 48.1 42.8 

2002 84.6 56.7 36.5 10.1 43.8 50 46.2 

Political 
Stability 

2006 79.8 52.9 22.6 9.1 30.8 43.8 31.7 

2002 85.6 51.4 20.2 13.5 37 49.5 42.8 

Government 
Effectiveness 

2006 65.4 37.4 28.9 6.2 32.7 46.4 16.1 

2002 69.7 45.5 33.6 4.3 32.2 37.4 22.3 

Regulatory 
Quality 

2006 63.9 49.8 51.2 20.5 35.6 56.1 31.7 

2002 66.3 47.3 48.3 15.6 40 55.6 39 

Rule of Law 
2006 64.8 39.5 14.3 2.4 21.4 37.6 25.7 

2002 68.6 38.1 23.3 0.5 24.3 36.2 28.1 

Control of 2006 
Corruption  

67 34 26.7 2.4 22.3 53.9 23.8 

2002 78.2 41.7 34 0 26.2 35.9 39.8 

Source: World Bank Governance Indicators 2007 

 

5.1.2 Domestic Political Context  

 

 Honduras is a bi-party system represented by the National Party and the 

Liberal Party. Despite, the National Party having supported a military coup in 1963, 

there appears to be few major ideological differences between both parties (Booth and 

Walker 1993, Flora and Torres-Rivas 1989). Unlike El Salvador, Nicaragua and 

Guatemala, Honduras did not have intense political conflict during the 1980s or the 

1990s. Civil society organisations against the government policy were kept small and 

without capacity to pursue policy change in the country (Booth et.al 1993, Flora et.al 

1989). Local elite in both political parties have had a weak participation in policy 

formulation since the Honduran independence (Booth et.al 1993, Flora et.al 1989, 

Seppänen 2003, Seppänen 2005, Jackson 2005).  As Seppänen (2005: 106) argues 

‘the domestic /external boundary has been blurred’, the capacity of influence of 

external actors have shifted from plantation companies to U.S military forces, from 

the U.S military forces to the IFIs after the democratisation.  Seppänen’s research 

(Seppänen 2005: 107) highlights that ‘external influences in domestic policy 

formulation is considered normal and is even celebrated by most political actors, both 

state and non- state, though for different reasons’.   

 Thus, in the Honduran political context, external actors tend to be considered 

legitimate to enforce political change in the country. There is no visible conflict of 

interests between the elites and the international financial institutions, nor between 

 27



civil society organisations and IFIs. The patronage-clientelistic system can be seen as 

the most important constraint to reform implementation in the country. If the reform 

proposed does not threat this system, the Honduran government tends to adopt 

reforms supported by IFIs (Seppänen 2005, Jackson 2005).  

 

5.1.3 PRSP Brief 

  

Honduras commenced to elaborate the PRSP interim in April 2000, which was 

approved by the World Bank and the IMF in October 2001. After a few months, 

national elections were held and the new president elected, Ricardo Maduro (National 

Party), did not recognise the old PRSP and carried out the National Dialogue with 

civil society representatives to design a second PRSP. Maduro’s administration did 

not comply with PRGF conditions by increasing the salaries of teachers and health 

workers. As a result, the PRGF loan (IMF) went off track in 2002 until February 2004 

(Dijkstra 2005, ISS 2006a, ISS 2006b, Vos et.al 2006). This fact delayed the 

implementation of the PRSP and the agreement with the World Bank’s loan, the 

PRSC-I.  On February 2004, Maduro finally concluded the consultation process and 

implemented the PRSP-II. As can be seen in the Table 3, the Honduras PRSP is based 

on 6 main pillars in accord with the Millennium Development Goals (MDG) goals.   

 

Table 2: Honduras PRSP 

Pillar I Pillar II Pillar III Pillar IV Pillar V Pillar VI 

Accelerating 
Equitable and 
Sustainable 

Growth 

Reducing 
Rural Poverty 

Reducing 
Urban 

Poverty 

Investing in 
Human 
Capital 

Social 
Protection for 

Vulnerable 
Groups 

Guaranteeing 
Sustainability 

Cross Sectoral Themes 
Gender Equity 

Environmental Sustainability 
Decentralisation 

Source: Honduras Progress Report 2004 

 

In order to facilitate PRSP implementation, the government reached a new 

agreement with the IMF, getting financial credit through the PRGF initiative. A few 

months later, the government also signed the agreement with the World Bank. Finally, 

in April 2005, after one year of PRGF implementation Honduras reached the 

Completion Point of the HIPC Initiative qualifying for debt relief. The Paris Club 
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cancelled U$ 1, 061 million of the public external debt, and the World Bank and the 

IMF annulled approximately U$ 1,3000 million. Recently, the Multilateral Debt 

Relief Initiative (MDRI) cancelled around U$ 1, 4000 million from the Inter-

American Development Bank (IDB) debt. By the end of 2005, the main opposition 

candidate, Manuel Zelaya (Liberal Party), came to power in Honduras. Zelaya 

administration revised the PRSP strategy in line with an “integrated approach”, which 

defines a model of growth with equity that focuses on the poor. The new president has 

not yet reached the second PRSC-II credit.            

 

5.1.4 PRSC I  

 

The PRSC-I agreement was signed two months after the PRGF agreement. 

The Bank lent a single-tranche11 of US$ 58 million to Honduras after the government 

partially met critical prior actions (See Appendix 4: “Honduras Policy Matrix”, 

including benchmarks and critical triggers to PRSC-II and PRSC-III):  

Table 3: Honduras Degree of Compliance with PRSC-I 

Key Prior Actions Degree of Compliance 
1.The maintenance of an adequate macro-
economic framework   

Complied 

2.Implemented the Administration 
Simplification Law (2002), which reduced the 
time needed to register a business from 129 days 
to 62 days 

Complied 

3.Airport concession to the private sector in 
order o improve efficiency and quality   

Partially Complied 
The concessionaire to the private 

sector has failed in achieving 
better quality and efficiency 

4.Permitted competition to Hondutel 
telecommunications company. Conatel has 
warded a license to a second cellular telephone 
operator 

Partially Complied 
Hondutel has lengthy 

exclusionary period lasting ten 
years. There is no competition to 

landline and international call 
rates, only mobiles. 

5.Approved unified property registry law, which 
consolidates institutional arrangements for land 
regularization 

Partially Complied 
Government has drawn a draft, 
and has given the responsibility 

to the National Property Institute, 
which has no institutional 
capacity to fulfill the role 

                                                 
11 Single tranche means when the Bank disburse the entire loan in one time.   
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6.Recognised Local Education Development 
Associations (ADELs) as personeria juridica 

Partially Complied 
Until 2005, only 45% of schools 

have been recognized as 
personeria juridica 

7.Ministry of Education has submitted to the 
2003 educational census to the national statistic 
institute and teachers payroll appears in the 
SIARHD  

Complied 

8. Ministry of Health has audited 30% of its 
human resources. Also, it has issued a resolution 
stating that personnel transfer will not be 
permitted without authorization of departmental 
directors  

Partially Complied 
Post audits have been completed. 

However, there is evidence of 
non-compliance with the 
resolution that prohibits 

personnel transfer without 
director authorization 

9.Redefined poverty reduction expenditures to 
improve linkage between poverty spending and 
PRSP targets 

Complied 

10.Approved SIAFI law in all central 
government agencies and includes provisions for 
multi-annual budgeting, public sector accounting 
standards and internal controls 

Complied 

11.Approved “Ley de Reodernamiento del 
Sistema Restributivo del Gobierno Central”, 
restoring Executive’s control over civil service 
wage 

Complied 

12.Government has presented to Congress 
legislation, which " provides the basis for a 
professional civil service, including merit-based 
recruitment and promotion and limits the number 
of political appointment in the civil service  

Not Complied 
The Congress has not approved 

the “Civil Service Law” 

13.The environment ministry has submitted to 
CONAP a strategic framework and action plan 
for the SINAPH protected areas 

Partially Complied 
Protected trust areas have been 
created, but a detailed costing 

and financing plan is still 
missing 

14. Submitted to IDA the annual PRSP Progress 
Report 

Complied 

15. Government has approved “Ley del Fondo 
para la Reduccion de la Pobreza” 

Complied 

Source: World Bank (2006) “Honduras Country Assistance Evaluation”; World Bank (2005) 
“Simplified Implementation Completion Report on the credit of 58 million to the Republic of 
Honduras-PRSCI”;ISS(2005)“Presupuestar la ERP” 
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The Table 4 illustrates that the government has not complied with one 

condition and partially complied with seven conditions, even though the World Bank 

disbursed the entire loan to the Honduran government. Although, the Bank claims that 

non-compliance with key prior actions would not enable highly indebted countries to 

be rewarded with PRSC loan, the Honduran case demonstrates that the Bank has not 

followed with its own policy. This paper presumes that the reasons for the Bank to 

maintain the financial assistance in the country are political-economic interests and 

the Banks’ internal pressure to lend (Mosley et.al 1995). However, further research on 

this issue is needed. The Bank’s enforcement policy remains weak in other projects in 

the country as well. The World Bank’s “Country Assistance Evaluation (2006b)” 

Report states that the partial compliance of PRSC was due to weak institutional 

governmental capacity to implement reforms (World Bank 2006b). Regardless of the 

weak government capacity in implementing those projects, IDA kept most projects on 

track. Thus, the Bank’s conditionality policy rather than decreasing recipient bad 

performance, it has maintained government bad behaviour towards unpopular 

reforms. The internal political features that have led Honduran government to non-

compliance with PRSC key critical actions, is discussed in detail in the next chapter.  

 

5.2. Nicaragua  

 

5.2.1Country Background  

 

Nicaragua is also greatly affected by human poverty with 46,2% of the total 

population living with a per capita daily income of one dollar or less in 2005. 

According to the Human Development Index, Nicaragua ranks slightly above 

Honduras (0.683) with 0.69 in 2004. Since PRSP implementation the rate of open 

unemployment increased from 10.8% in 2001 to 12.7% in 2006. The Living 

Standards Measurement Survey Inequality (LSMSI) seems to indicate that inequality 

has also risen since 2001 (ISS 2007). In economic terms, Nicaragua has done less well 

than its boundary neighbour, Honduras.  The economic growth shows signs of a 

slowing down of GDP real of 4% in 2005 and the average annual inflation rate has 

risen from 8.6% to approximately 10% in 2005 (WDI 2007). The foreign direct 

investment inflow has declined from US$ 266.9 million in 2000 to US$ 241.4 million 

in 2005. Like Honduras, the main export products of Nicaragua concentrates on the 
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agriculture sector, including in order of importance: coffee, beef, shrimp, lobster, 

tobacco, sugar, gold and peanuts. Thus, Nicaragua’s economy can also be easily 

affected by natural disasters and exogenous shocks.   

Despite such a bad performance in economic and social indicators, Nicaragua 

ranked above Honduras in four of the World Bank Governance Indicators, such as 

“Voice and Accountability”, “Political Stability”, “Control of Corruption” and “Rule 

of Law”. Nicaragua remained below only in “Government Effectiveness” and 

“Regulatory Quality” (See Table 2 pp. 26).  The main constraints for development in 

Nicaragua differ from Honduras, where the political opposition do not have strength 

to play an important role in the reform implementation.     

 

5.2.3 Domestic Political Factors 

 

 Nicaragua is a multi-party system composed of three important parties: the 

Conservative Party, the Liberal Constitutionalist Party (PLC) and the Sandinista 

National Liberation Front (FSLN) party. Unlike Honduras, Nicaragua had intense 

internal political conflict that lasted until 1980s, when the FSLNs leader, Daniel 

Ortega, took the power from the Somoza regime (1936-1979). The FSLN was 

supported by a popular mass movement and was considered a “socialist” threat to the 

US policy in the Caribbean Region. In order to destabilise the “socialist” government, 

the Reagan administration organised military forces in Honduras and economically 

isolated the country12. After years of resistance against U.S, Ortega finally announced 

National Elections in 1990 (Booth et.al 1993, Flora et.al 1989, Anderson & Dodd 

2002).  

Although there is an unremarkable ideological difference between the FSLN 

and the Liberal Party at the present time, Nicaraguan society has become polarised 

between anti-sandinista and pro-sandinista parties (Booth et.al 1993, Flora et.al 1989, 

Anderson et. al 2002). Civil society organisations have a greater participation in the 

country’s political decisions and the opposition has enough strength in the Congress 

to constrain reform implementation. Another constraint to reform implementation is 

the patronage-clientelistic system. Like in Honduras, political parties depend on this 

system to maintain their position in the electorate.  In the last elections, in 2006, the 

                                                 
12 This period is known as the Contra War.   

 32



FSLN leader Daniel Ortega was elected for the first time since the democratic system 

was adopted in 1990s. The new leader may have more support to implement its own 

agenda into the country.  

 

5.2.4 PRSP Brief      

 

 Nicaragua began to prepare the PRSP interim in 2000, which was approved in 

September 2001. Unlike Honduras, the newly elected president Bolaños (PLC) agreed 

to implement the PRSP, established by the previous president in order to guarantee 

HIPC –II debt relief13. Bolaños was able to present a revised PRSP-II including his 

agenda to the multilateral organisations. The Nicaragua’s PRSP is based on the four 

pillars below (REF): 

 

Table 4: Nicaragua PRSP 

Pillar I Pillar II Pillar III Pillar V 
Economic 

Growth with 
Equity 

Investing in 
Human 
Capital 

Protection of 
Vulnerable 

Groups 

Good 
Governance

Cross Sectoral Themes 
Environmental Protection 

Social Equity 
Decentralisation 

Source: The World Bank www.worldbank.org   

 

The Nicaragua government achieved financial credit from the IMF to 

implement the reform in 2002. Hence, Nicaragua could reach the Completion Point 

and qualify for debt relief by January 2004 (one year before Honduras). Despite this, 

the National Assembly has not approved many of the structural conditions attached to 

the PRGF in 2004; the PRGF was still on track until the end of the 2004. The PRGF 

only went off track in 2005, when it was obvious that the Executive did not have 

enough power to persuade the National Assembly to vote in reforms that would be 

bring a lot of costs to the opposition (See Appendix 6: A Summary of PRSP in both 

countries).   

 

5.2.5 PRSC-I Nicaragua  
                                                 
13 Nicaragua was qualified for the first HIPC-I debt relief in July 2001 through the implementation of 
the Strengthen Economic Growth and Poverty Reduction Strategy (ERCERP) programme.   
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The World Bank decided to finance PRSP implementation with the PRSC loan 

in 2004, despite the bad performance with the PRGF conditions. The World Bank 

financed the PRSC-I with the partnership of the German Development Agency – 

KFW, which provided approximately US$ 7 million from the US$ 70 million credit. 

The PRSC loan was a two- tranche loan due to the bad Nicaraguan track performance 

in previous programmes (World Bank 2004). The credit defined ten pre-conditions to 

disburse first tranche of US$ 35 million, and then it delineated more other 10 

conditions to give out the second tranche of US$ 35 million. The 10 critical prior 

conditions to receive the second tranche were partially complied by the government. 

(See Appendix 5: “Nicaragua Policy Matrix” -including benchmarks and critical 

triggers).  

 

Table 5:  Nicaragua Degree of Compliance with PRSC-I  

Key Prior Actions Degree of Compliance 
1.The National Assembly approved poverty 
reduction expenditure of the non-financial public 
sector of at least 11.6% of GDP 

Complied 

2. Execution of poverty reduction expenditure 
represented at least 11 % of GDP 

Complied 

3.Maintained adequate macroeconomic framework Not Complied 
The IMF evaluates that 

Nicaragua’s economic policy was not 
in accordance with the structural 

conditions attached to PRGF loan. For 
instance, the National Assembly did not 

approve several laws required to 
comply with PRGF conditions, such as 
the Fiscal Responsibility Law and the 

Tributary Code Law. 
 

4. In accordance with the roadmap for pension 
reform: (I) the President has reformed decrees 57-
2000 and 975 before AFPs start to operate, to reduce 
the fiscal impact of the pension reform, adjusting 
the number of year for determining the salary used 
to calculate pensions rate, (ii) the Superintendence 
of Banks and Pension have designed a "Chinese 
Wall" system to prevent the use of inside 
information between AFPs and companies in the 
banking system.  

Not Complied 
FSLN approved 340 Law in the 

National Assembly, which benefits the 
workers and increases the pension 

costs. The Executive intends to cancel 
this law through the 539 Law. 

However, the Executive needs to 
establish a pact with FSLN to get the 

law approved. 
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5.A Presidential Decree has been issued modifying 
the regulations of the Law of Municipalities in a 
fiscally sustainable manner by balancing municipal 
expenditures with resources transferred to 
municipalities.  

Complied 

6.SECEP has implemented regulation of the 
National System of Public Investment by 
incorporating all public project into the official 
registry of public investments, including those 
financed by grants 

Complied 

7.The National Assembly has approved enough 
Revenue to finance 1800 additional schools into the 
Participatory Education Regime 

Partially Complied 
413 Ley de Participacion Educativa 
was approved, however the schools 

have not been incorporated 
8.CONAPAS has approved a National Water and 
Sanitation Strategy, which defines the role of 
ENACAL in the urban area and of FISE in the rural 
area 

Complied 

9.CONADI has completed demarcation, the 
Intendencia de la Propriedad has registered al least 5 
indigenous territories in Bosawas 

Partially complied 
CONADI has completed demarcation, 
but the Justice Court has not registered

10.CNE has restructures the rural electrification 
fund (FODIEN) through (I) the necessary 
modification of the FODIEN's legal structure, (ii) 
the entry into effect of rules and procedures for sub-
project selection, implementation and monitoring 
(iii) the establishment of funding, financing 
mechanism and subsidy allocation criteria for the 
sub-project (iv) the entry into effect of rule and 
procedures for FODIEN's management (v) the 
adoption of a medium-term financing plan of 
FODIEN, consistent with overall fiscal 
sustainability 

Complied 

Source: World Bank (2005) “Nicaragua: PRSC-I Release of Second Tranche-Waiver of One 
Condition”; (2005) Sistema Nacional de Seguimento de Indicatores a Desarrollo” 
www.sinasidi.gob.ni  
 

The Nicaraguan government has not complied with two PRSC conditions; the 

government could withdraw approximately US$ 66,5 million from the 70 million 

dollars loan before the PRSC cancellation (World Bank website). The World Bank 

only cancelled the credit after the IMF decided to cancel the PRGF in the beginning 

of 2005. Unlike Honduras, the Bank has punished to some extent slippage by 

cancelling further access to the PRSC-I credit. However, the Bank’s decision to 

cancel slippage was delayed, the Nicaraguan government was able to get almost the 
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entire financial support before complying with two critical prior conditions. The 

historical conflicts and instability between the FSLN and U.S government suggests 

that the delay in the Bank’s decision to prohibit further access to credit, may be 

influenced by political pressures from the member countries rather than the 

institutional pressure to lend. The Bank’s member countries, particularly the U.S 

government, may have identified that the premature credit cancellation could 

symbolise the opposition’s triumph. It also could undermine the government capacity 

to negotiate with the opposition. In this case, the Bank’s decision was politically 

strategic, as the last thing that the Bank’s member counties wanted was to benefit the 

opposition.     

  In addition to the Bank’ member countries pressures, Nicaragua also shows 

that the Bank’s policy conditionality has not made a better use of ‘ex-post 

conditionality’. Like Honduras, the Bank has disbursed almost the entire credit 

without preventing “moral hazard” by recipient country even when the government 

has not complied with two key prior actions. Also, the Bank has maintained other 

financial credits in the country increasing the probability of non-compliance in the 

PRSC credit. In the next section, this paper analyses which domestic political factors 

have lead both countries to not comply with the reform beyond the lack of the Bank’s 

ability to enforce its own conditions.    

 

6. Comparative Analysis  
 

By analysing PRSC credit in two countries in Central America, it is clear that 

the World Bank’s conditionality policy has not shifted to the same extent that the 

Bank claims. This fact undermines the Bank’s capacity to enforce its own conditions 

and increases the probability of government’s non-compliance. The existing ‘ex-post 

conditionality’ policy fails to resolve the conflict of interests between the Bank and 

the recipients government at least in the two countries studied. Nevertheless, the 

intensity of the conflict of interests between the World Bank and recipient 

government varies in the two Central American countries. The different historical 

political-economic path undertaken by those countries may reflect on the government 

performance in pursing reforms suggested by international financial institutions. The 

conflict of interest in Honduras may be classified lower than in Nicaragua. The 
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external actors’ ability to influence Honduran policies is an issue on which 

commentators (for example Seppänen (2005) Jackson (2005), Booth et.al (1993) and 

Flora et.al (1989)) have long agreed; the Honduran government tends to recognise and 

legitimise the external intervention. As a consequence, the conflict of interest may 

only arise when the reform can negatively affect the patronage-clientelistic system 

(Seppänen 2005, World Bank 2006). In contrast to Honduras, the Nicaraguan 

government has a higher propensity to not completely adhere to external reforms due 

to the opposition’s strength14. The main Nicaraguan opposition political party, FSLN, 

tends to avoid reforms that may result in high costs to the party and its popular 

support.  

The PRSC implementation in both countries may confirm this hypothesis. 

While Honduras has not complied with one single condition, the Nicaraguan 

government has not complied with two PRSC conditions, if one does not consider the 

non-compliance with the other many conditions attached to the PRGF programme. In 

the Honduras case, non-compliance with the “Civil Service Law” indicates that 

reforms that may negatively impact on the patronage-clientelistic system tend not to 

be adopted. The “Civil Service Reform” would limit the elite capacity to exchange the 

main political currency, which is the exchange of governmental positions within the 

state (World Bank 2006b). Through the exchange of governmental positions, 

domestic elites have been able to decrease the likelihood of domestic conflicts among 

different groups in society. This system guarantees “stability” in the country and the 

electoral victory of one of the two parties every political cycle. The professional 

managerial and administrative posts in the civil service would decrease the 

availability of political currencies in the government, thus even if the Congress 

approves this condition, it is slightly low the chances that the law will be fully 

implemented.  

Another reason for non-compliance with the Civil Service law was the large 

amount of aid in the country and weak co-ordination amongst donors. The 

government knew that other financial resources would remain in the country if the 

Bank resolved to cancel the credit (See Appendix 7: Total Aid in Honduras and 

Nicaragua). The partial compliance with PRSCs conditions is mainly due to the lack 

                                                 
14 This paper argues that Nicaraguan has a lower propensity to implement external reform in 
comparison to Honduras. However, it emphasises that the external actors influence may be higher in 
some areas in Nicaragua in comparison to other countries in Latin America.  
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of the government institutional capacity. For instance, the delay in designing an 

adequate “ Property Law” and low efficiency of the airport concession, shows how 

the government has a weak institutional capacity in adopting reforms that require 

strong technical ability (World Bank 2006). Hence, in Honduras case, there are four 

major features that caused recipient’s non-compliance: the patronage-clientelistic 

system, the availability of aid, a lack of donor co-ordination and weak institutional 

capacity.     

The non-compliance with PRSCs key prior actions have had distinct reasons 

in Nicaragua, where there is a constant conflict of interest between powerful groups 

within the state. The polarisation between pro-FSLN and anti-FSLN causes 

restrictions to reform implementation especially when the opposition has majority 

seats in the National Assembly. At the time that PRSC was signed, the FSLN had 

enough seats in the National Assembly to prevent policy change.  The Sandinista was 

able to intercept PRSCs prior conditions and also PRGFs structural conditions. The 

conditions that the government could comply with were through the use of an 

Executive decree. For example, FSLN impeded the approval of the “Pension Reform” 

and organised civil society organisations around the costs that this condition could 

bring to the poor. The civil society strength in supporting the main opposition party 

undermined government policy and the international organisations reform in the 

country. The FSLN has also obstructed the compliance with the macroeconomic 

stabilisation policy agreed with the IMF and a critical prior condition to the PRSC as 

many IMF conditions relied on the approval of laws at the National Assembly.  For 

instance, the FSLN has rejected the “Fiscal Responsibility Law” and the “Tribunal 

Code Law”, leading the country off track at the beginning of 2005. The government 

also had domestic political constrains to register indigenous areas in the Justice Court 

after the demarcation. The fact that the government has a weak capacity to negotiate 

with the opposition in few conditions has been the main argument used by the 

government to maintain financial assistance.  As Dijkstra argues, the Nicaragua case 

is usually ‘difficult to conclude if the government is unable or unwilling to make a 

realistic assessment of reform implementation’ (Dijkstra 2002: 316).  After the PRGF 

and PRSC went off track in the beginning 2005, the FSLN and PLC joint a political 

alliance (the 558 Law “Ley de Estabilidad y Gobernabilidad del Pais”) in order to 

implement the reforms and guarantee future financial support. Like Honduras, the 

high amount of aid in Nicaragua has also influenced the opposition’s behaviour 
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towards PRSCs conditions. The opposition is aware that donors’ harmonisation tends 

to be weak and concentrate on sectoral areas (such as education, health so on), thus 

the bad performance on the PRSC will not mean a cut in other financial support.   
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 7. Concluding Remarks 

 
This paper sought to analyse the degree of compliance with the conditions 

attached to PRSC from the World Bank. It discussed the extent to which the World 

Bank’s conditionality policy has improved the government performance and in which 

way domestic political factors may affect the reform outcomes. The results of this 

research have indicated that particular political features may have a greater impact on 

the reform implementation than the enforcement policy. Analysing two different 

experiences – Honduras and Nicaragua, respectively - this paper has shown that 

internal political features may vary in each case.  For instance, the Honduras case has 

shown that the government may not comply with those conditions that may affect the 

patronage-clientelistic system, while Nicaragua tends to not comply with those 

conditions that go against opposition interests. In the Honduras case it is clear that the 

main political currency between the two political parties is the exchange of positions 

in the state. However, the research suggests that in Nicaragua the exchange of 

positions is not a strong political currency as in Honduras. Thus, it seems that 

Nicaraguan reforms could only be implemented when the government used its 

Executive strength.   

The reasons for non-compliance do not only rely on the domestic political 

features although they have a greater influence on the reform outcomes. The 

weakness of the Bank’s enforcement policy contributes to the recipient’s bad 

performance. The main findings have demonstrated that the Bank’s shift towards ‘ex-

post conditionality’ in order to increase the degree of compliance has failed. 

Currently, the Bank still permits the disbursement of aid even when the government 

has not complied with the key prior actions. Actually, the Bank has rewarded more 

financial support to Nicaragua than to Honduras. Despite the fact that the Bank has 

cancelled the PRSC-I in Nicaragua; the Nicaraguan government was able to disburse 

US$ 66,5 million dollars, while Honduran government has received a smaller credit of 

US 58 million. Moreover, the Bank has already signed a new agreement with the 

Nicaraguan government one year after the cancellation.  

  The recipient’s degree of compliance can only improve if the World Bank 

makes a detailed assessment of the domestic political features before defining the key 

conditions. This assessment should include which reforms the country has the 
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capacity and will to implement. The reforms that represent a “threat” to the domestic 

political interests should either be delayed or included as a benchmark. The Bank’s 

other option would be to enforce the key prior conditions by not disbursing the loan to 

those countries that have completely complied.  

It is important to stress that the results of this study involve the PRSC loan and 

the two countries at a certain period of time. The results may be different when 

applied to other donors or countries. It is particular risky to assume that in all cases 

the degree of compliance may be affected by the same domestic political features. 

Other studies have to consider adequate political factors in order to design an 

appropriate assessment.   

 
.  
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Appendix 1: List of PRSP countries  

 
Completion Point 
(22 countries) 

Decision Point 
(9 countries)

Pre-Decision Point 
(10 countries)  

Benin  

Bolivia 

Burkina Faso 

Cameroon 

Ethiopia 

Ghana 

Guyana 

Honduras 

Madagascar 

Malawi 

Mali 

Mauritania 

Mozambique 

Nicaragua 

Níger 

Rwanda 

São Tomé Príncipe 

Senegal 

Sierra Leone 

Tanzania 

Uganda 

Zambia 

Afghanistan 

Burundi 

Chad 

Democratic Republic of Congo 

Republic of Congo 

The Gambia 

Guinea 

Guinea-Bissau 

Haiti 

  

Central African Republic  

Comoros 

Côte d’Ivoire 

Eritrea 

Kyrgyz Republic 

Liberia 

Nepal 

Somalia 

Sudan 

Togo 

Source: IMF 2007 www.imf.org  
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Appendix 2: Number of conditionalities of PRSC in Honduras and Nicaragua 
 

Country  

Conditionalitie

s 

First year 

Conditionalitie

s 

Second year* 

Conditionalitie

s 

Third year** 

Indicator

s of 

Impact 

Or Effect 

Tota

l 

Hondura

s 

PRSC 

76 80 57 56 213 

Nicaragu

a 

PRSC 

37 62 42 56 141 

Notes: * For Nicaragua, this information refers to the second path of the PRSC-I, for 
Honduras it corresponds to PRSC 
** For Nicaragua, it refers to the PRSC-II, for Honduras it refers to PRSC 
Source: Adapted from Vos & Cabezas 2006 

 

Appendix 3: Economic and Social Trends in Honduras and Nicaragua  

  Honduras  Nicaragua 
  2000 2005 2000 2005 
People      
Population, total  6.4 million  7.2 million  4.9 million 5.1 million  
Population growth 
(annual %)  

2.5 2.2 1.7 0.5 

Life expectancy at 
birth, total (years)  

67.3 68.6 68.9 70.4 

Mortality rate, infant 
(per 1,000 live births)  

33 31 34 30 

School enrollment, 
primary (% gross)  

106 ..  103.2 111.8 

Environment      

Surface area (sq. km)  
112.1 

thousand  
112.1 

thousand  
130.0 

thousand  
130.0 

thousand  
Agricultural land (% of 
land area)  

26.2 ..  57.4 ..  

Energy use (kg of oil 
equivalent per capita)  

468.8 ..  558.5 ..  

Energy imports, net (% 
of energy use)  

49.5 ..  43.5 ..  

Economy      
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GNI, Atlas method 
(current US$)  

5.5 billion  8.0 billion  3.7 billion  4.9 billion  

GNI per capita, Atlas 
method (current US$)  

860 1,120.00 760 950 

GDP (current US$)  6.0 billion  8.3 billion  3.9 billion  4.9 billion  
GDP growth (annual 
%)  5.7 4 4.1 4 

Inflation, GDP deflator 
(annual %)  

9.7 10.3 8.6 10.3 

Agriculture, value 
added (% of GDP)  

16.2 13.9 20.1 18.6 

Industry, value added 
(% of GDP)  

31.6 31.4 27.2 28 

Services, etc., value 
added (% of GDP)  

52.2 54.6 52.7 53.4 

Exports of goods and 
services (% of GDP)  

41.3 40.9 23.9 28 

Imports of goods and 
services (% of GDP)  

55.2 61.4 51.1 57.6 

Gross capital formation 
(% of GDP)  

30.7 29.9 30.2 29.4 

Revenue, excluding 
grants (% of GDP)  

    18.4 22.4 

Cash surplus/deficit (% 
of GDP)  

    -3.1 -0.7 

States and markets    
Time required to start a 
business (days)  

..  62 ..  39 

High-technology 
exports (% of 
manufactured exports)  

0.3 ..  4.9 5.2 

Global links    
Merchandise trade (% 
of GDP)  

70.9 74.5 62.2 70.3 

Foreign direct 
investment, net inflows 
(BoP, current US$)  

281.9 million 463.9 million 266.9 million 241.4 million  

Long-term debt (DOD, 
current US$)  

4.8 billion  4.7 billion  5.8 billion  4.4 billion  

Present value of debt 
(% of GNI)  

..  36.7 ..  46.2 

Total debt service (% 
of exports of goods, 
services and income)  

12.9 7.2 19.7 6.9 
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Official development 
assistance and official 
aid (current US$)  

449.0 million 680.8 million 561.2 million 740.1 million  

Source: The World Bank (2006) www.worldbank.org  
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Appendix 4: Honduras Policy Matrix* (From pp 45 to 56 ) 

 
Note: Bolded actions are conditions for  disbursement of the PRSC credit 
Source: World Bank  “IDA Document (2004) for a proposed credit in the amount of US$ 58 milion to the Republic of Honduras for a PRSC” 
www.worldbank.org     

http://www.worldbank.org/
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Appendix 5: Nicaragua Policy Matrix (From pp 57 to 74 ) 
 

 
Note: Bolded actions are conditions for  disbursement of the PRSC credit 
Source: World Bank  “IDA Document (2003) for a proposed credit in the amount of US$ 70 milion to the Republic of Nicaraguas for a PRSC” 
www.worldbank.org     
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Appendix 6: A Summary of PRSP and IMF/World Bank credits  
  Honduras Nicaragua 
PRSP Interim March 2000 August 2000 

HIPC Decision Point July 2000 December 2000 
PRSP I Approved October 2001 September 2001 
HIPC Completion Point March 2005 January 2004 

IMF Data of Arrangement 
 

PRGF 2004 

 
PRGF 2002-2004
PRGF Dec 2005 

IMF OFF Track From 2001 to 2004 From 2004 to 2005 
PRSC I Data of Arrangement May 2004  December 2003  
PRSC OFF Track - 2005 
PRSC I Amount Approved U$S 58 million U$S 70 million 
PRSC I Amount Drawn U$S 58 million U$S 66,5 million 
PRSC II Data of 
Arrangement  - October 2006  
Source: IMF website www.imf.org ; World Bank  “IDA Document (2004) for a proposed credit in the 
amount of US$ 58 million to the Republic of Honduras for a PRSC”; World Bank  “IDA Document 
(2003) for a proposed credit in the amount of US$ 70 million to the Republic of Nicaragua for a 
PRSC”, Dijkstra, G and Kristin Komives (2006) “ La Responsabilidad de Reducir la Pobreza” in 
Evaluacion de las Estrategias de Reduccion de Pobreza en America Latina -Informe Regional 2006: 
Sida.  
 

 

Appendix 7: Total Aid in Honduras and Nicaragua in 2005 

  Honduras  Nicaragua 
Total aid from all 
countries (US$ 
million) 

681 740 

Total aid as 
proportion of 
GDP 
(percentage) 

8,21% 15% 

The 10 biggest 
donors and the 
amount of aid 
(US$ million) 

IDA                      144 IDB                      108
Japan                    103 U.S                       102
Spain                      95 Italy                        81
U.S                         88 IDA                        66
IDB                        43 Spain                      60
UK                         30 EU-Comission        53
Canada                   29 Japan                       49
EU-Comission       28 Sweden                   41
Germany                24 Denmark                 37
Italy                        24 Netherlands             34

Source Adapted from Sida  
www.sida.se/shared/jsp/download.jsp?f=nicaragua_en.pdf&a=32744 
http://www.sida.se/shared/jsp/download.jsp?f=honduras_en.pdf&a=32743 

http://www.imf.org/
http://www.sida.se/shared/jsp/download.jsp?f=nicaragua_en.pdf&a=32744
http://www.sida.se/shared/jsp/download.jsp?f=honduras_en.pdf&a=32743
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