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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. | 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 lvica 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.



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 slippage® 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

! 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.



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.



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;

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

I1l. 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



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) programme?. 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
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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

% 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 Bank®
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

® 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 (Guimardes &
Avendano & Steveren, & Dijkstra 2003, Guimardes & Avendano & Lathrop &
Dijkstra 2004, Guimarées & 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. Seppéanen (2003)
shows that the traditional civil society* 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

* Seppénen (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.

11



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,
Guimardes et.al. 2003, Guimardes et.al 2004, Guimaraes et.al 2006 Vos et.al 2006).

For example, in Honduras most of aid is allocated to individual projects, even though

12



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).> 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)®. 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 benchmarks’ has risen (from 11 to 32) since
1999.

® 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.

® 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)

" 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
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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
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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
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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”
period (Dreher 2002, Dreher 2003, Dreher 2004, Dreher & Vaubel 2004).
Governments know that IFIs might not cancel the financial arrangement during the

moral hazard” during the elections

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.

Whether the government has capacity to implement the reforms
Whether the government is willing to adopt the reform

The degree of alignment between donors and government interests

A w np e

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

opposition.

o

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 line®. 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

® Poverty Line measures the number of people living with less than U$ 1 per day.
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System® 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 Market®  (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

° 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.

19The 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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Goyernance 'Year [Percentile Rank (0-100)
Indicator
Costa Rica | Dom. Rep. |Guatemala [Haiti |Honduras [El Salvador |Nicaragua

\/oice and2006 [74 53.8 39.9 154  B7.5 48.1 2.8
Accountability2002 4.6 56.7 36.5 10.1 3.8 50 6.2
Political 2006 [79.8 52.9 22.6 0.1 30.8 3.8 31.7
Stability 2002 [85.6 51.4 0.2 135  B7 9.5 42.8
Government [R006 F5.4 37.4 28.9 6.2 82.7 6.4 16.1
Effectiveness 2002 [69.7 U5.5 33.6 4.3 32.2 37.4 22.3
Regulatory ~ 12006 F39 49.8 51.2 P05  B56 56.1 31.7
Quality 2002 [66.3 7.3 48.3 156  #O 55.6 39

2006 [64.8 39.5 14.3 0.4 1.4 37.6 25.7
Rule of Law 002 $8.6 38.1 3.3 0.5 4.3 36.2 28.1
Control of2006 b7 34 26.7 D.4 2.3 53.9 23.8
Corruption 2002 [182 1.7 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,
Seppénen 2003, Seppéanen 2005, Jackson 2005). As Seppéanen (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 IFls after the democratisation. Seppénen’s research
(Seppénen 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
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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 (Seppénen 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, 1SS 2006b, Vos et.al 2006). This fact delayed the
implementation of the PRSP and the agreement with the World Bank’s loan, the
PRSC-1. On February 2004, Maduro finally concluded the consultation process and
implemented the PRSP-11. 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 | Pillar Il Pillar 111 Pillar IV Pillar V Pillar VI

Accelerating

Equitable and | Reducing

Sustainable [Rural Poverty
Growth

Social
Protection for |Guaranteeing
Vulnerable |Sustainability

Groups

Reducing | Investing in
Urban Human
Poverty Capital

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-11 credit.

5.14PRSC |

The PRSC-I agreement was signed two months after the PRGF agreement.
The Bank lent a single-tranche™ 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-I1 and PRSC-111):
Table 3: Honduras Degree of Compliance with PRSC-I

Key Prior Actions Degree of Compliance
1.The maintenance of an adequate macro- Complied
economic framework
2.Implemented the Administration Complied

Simplification Law (2002), which reduced the
time needed to register a business from 129 days

to 62 days
3.Airport concession to the private sector in Partially Complied
order o improve efficiency and quality The concessionaire to the private
sector has failed in achieving
better quality and efficiency
4.Permitted competition to Hondutel Partially Complied
telecommunications company. Conatel has Hondutel has lengthy
warded a license to a second cellular telephone| exclusionary period lasting ten
operator years. There is no competition to
landline and international call
rates, only mobiles.
5.Approved unified property registry law, which Partially Complied
consolidates institutional arrangements for land| Government has drawn a draft,
regularization and has given the responsibility

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

! 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 Complied
Report
15. Government has approved “Ley del Fondo Complied

para la Reduccion de la Pobreza”

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”;1SS(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

31



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 country™?. 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.
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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 Bolafios (PLC) agreed
to implement the PRSP, established by the previous president in order to guarantee
HIPC —II debt relief'*. Bolafios was able to present a revised PRSP-11 including his
agenda to the multilateral organisations. The Nicaragua’s PRSP is based on the four
pillars below (REF):

Table 4: Nicaragua PRSP

Pillar | Pillar Il Pillar 111 Pillar V
Economic Investing in | Protection of Good
Growth with Human Vulnerable Governance
Equity Capital Groups

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

3 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-1 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 Complied
reduction expenditure of the non-financial public

sector of at least 11.6% of GDP

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

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: (1) 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 wuse 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 Complied
the regulations of the Law of Municipalities in a
fiscally sustainable manner by balancing municipal
expenditures  with  resources transferred to
municipalities.

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

7.The National Assembly has approved enough Partially Complied

Revenue to finance 1800 additional schools into the| 413 Ley de Participacion Educativa
Participatory Education Regime was approved, however the schools

have not been incorporated

8.CONAPAS has approved a National Water and Complied
Sanitation Strategy, which defines the role of
ENACAL in the urban area and of FISE in the rural
area

9.CONADI has completed demarcation, the Partially complied

Intendencia de la Propriedad has registered al least 5| CONADI has completed demarcation,
indigenous territories in Bosawas but the Justice Court has not registered

10.CNE has restructures the rural electrification Complied
fund (FODIEN) through (1) 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

Source: World Bank (2005) “Nicaragua: PRSC-1 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 Seppénen (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
(Seppénen 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 strength**. 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

1 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

Benin

Bolivia
Burkina Faso
Cameroon
Ethiopia
Ghana

Guyana

Honduras
Madagascar
Malawi
Mali

Mauritania

Mozambique
Nicaragua
Niger
Rwanda

Sdo0 Tomé Principe

Senegal

Sierra Leone
Tanzania

Uganda

Zambia

Afghanistan

Burundi

Chad

Democratic Republic of Congo

Central African Republic

Comoros

Eritrea

Republic of Congo

The Gambia
Guinea
Guinea-Bissau

Haiti

Source: IMF 2007 www.imf.org

Kyrgyz Republic

Liberia
Nepal
Somalia

Sudan

Togo
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Appendix 2: Number of conditionalities of PRSC in Honduras and Nicaragua

- - o - - ~ | Indicator
Conditionalitie | Conditionalitie | Conditionalitie
s of Tota
Country S S S
) ) Impact |
First year Second year* | Third year**
Or Effect
Hondura
S 76 80 57 56 213
PRSC
Nicaragu
a 37 62 42 56 141
PRSC

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

2.5 2.2 1.7 0.5
(annual %)
Life expectancy at 67.3 68.6 68.9 70.4
birth, total (years)
Mortality rate, infant
— 1 4

(per 1,000 live births) 33 3 3 30
Sc_hool enrollment, 106 103.2 111.8
primary (% gross)
Environment

112.1 112.1 130.0 130.0
Surface area (sg. km) thousand thousand thousand thousand
Agricultural land (% of 26.2 57.4
land area)
Ene_rqv use (kg of _oiI 468.8 558.5
equivalent per capita)
Energy imports, net (% 495 435
of energy use)
Economy
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GNI, Atlas method

(current USS) 5.5 hillion 8.0 hillion 3.7 billion 4.9 hillion
GNI per capita, Atlas
1,120. 7
method (current US$) 860 ,120.00 60 950
GDP (current US$) 6.0 billion 8.3 hillion 3.9 billion 4.9 hillion
GDP growth (annual
%) 5.7 4 4.1 4
Inflation, GDP deflator 97 10.3 8.6 10.3
(annual %)
Agriculture, value
! 16.2 13. 20.1 18.
added (% of GDP) 0 39 0 8.6
Industry, value added
(% of GDP) 31.6 314 27.2 28
Services, etc., value
: : 2.2 4, 2.7 4
added (% of GDP) > 54.6 > 53
Exports of goods and
services (% of GDP) 413 409 239 28
Imports of goods and
services (% of GDP) 552 614 11 576
Gross capital formation
(% of GDP) 30.7 29.9 30.2 29.4
Revenue, excluding
grants (% of GDP) 18.4 224
Cash surplus/deficit (% ) )
of GDP) 31 07
States and markets
Tim_e required to start a 62 39
business (days)
High-technology
exports (% of 0.3 4.9 5.2
manufactured exports)
Global links
Merchandise trade (%
of GDP) 70.9 74.5 62.2 70.3
Foreign direct
investment, net inflows | 281.9 million | 463.9 million {266.9 million| 241.4 million
(BoP, current US$)
Long-term debt (DOD. | 4 g piflion | 4.7 billion | 5.8 billion | 4.4 billion
current US$)
Present value of debt
g 46.2
(% of GNI) 36 6
Total debt service (%
of exports of goods, 12.9 7.2 19.7 6.9

services and income)
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Official development

assistance and official |449.0 million | 680.8 million |561.2 million| 740.1 million

aid (current US$)

Source: The World Bank (2006) www.worldbank.org
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Appendix 4: Honduras Policy Matrix* (From pp 45 to 56 )
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| 1 B, preestment Climate
and Compelifiensas
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o o i
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1. PRO-FOOR GROWTH— INCREASING INVESTMENT AND EMPLovMENT

ml:m-'n-m has passed a
Compoetition Los which redoces
collusive practices and reduces
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- o framework 0}
= | Satistactory impiem of
for craating new businesses — the & Shmplificati
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et ﬂ'l'ﬂ'.-
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[\{:SAEJ,'Ihrm an u-ul.ﬂh-

[=-1 o firm"s entry and
eait; and (i} the tima o register a
Dypical Business has Besen, rocucsd

Time Lo register a typlcal
business has been reduced by an
additional 15%: in rekation bo

by 15% in relalice: o Mo b
i s

Agclion plars satesfactony o DA, for
ambrndnisirabive simplificaion in key

bgrﬂnﬂuﬂundﬂmu

are approved for &t easl 3
ceniral govermmment enbillles and 3

indorrmaion on acm C]
f= 4 Al progress bowaetl
simplfication.

The oniginal pilols have bean

scaled up: and 3 ew action plans

| i mddiliong key arcas one being
plabed

i with the concesslonakne, the

. the Homnduran alrports, theraby

| ‘Comngress has issued a decrae

w3 an et o the
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e consulicsd with all

Mo

| improving the mhﬂwr. quaihy

© amd r

mnnm{mm
Executive has issued & decres

-

monitoring commibttoo to Folow
up Gn implementation of the
e nded Sirport ooncesskon

F
or policy and reguiaborny Tuncliznes,
i ale el palicnn

1 the management of pors ard

| eslablshes parametens and
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o3,

[} Comngress has approved the

| guality of services ot Puerto
i Corbes

. b =0 | mumicipales; and the plans arn i
i Irﬂﬁnﬂm fwldmlmm-ﬁ | beeing ploted n ot Bast 3 casas. i
| | simplification. . : ) i
LE2. Transport | High transpart coshs amd 1 (1) Faollowing with A pRan Tor B regukaon of e 1 {F}Lm;
i hover queality of services i sector and other Iranspon seclor has been drafted
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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
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Simglilied procedures in
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DuUTCoME INDICATORS

High bediscomsmunicalion
cosis, poor senvice quality
and limited access,
aspecially in rural areas,
mpede growth and
comipaiifivenass.

shruciure: and financing.

There confine fo ba
waaknessas in the tachnical

capatity of the reguiatory

Empresa Nacional Foruana (ENF)
; has signed a grant agreement 1o
i ahbtain kechnical assiskance to
| develop a plan to mprove the
i efficiency and quality of services at
| Puerio Cortes, inchueding private
i sector participation, establizhing a
i haseline for measuring eficency
. ard quiality of pord services and a
i dissemination strabegy for the plan

(i} EMP has prepared a Plan to
o cerlily Puerio Corles, as a secune
| por, in accordancs wilkh
| intemational standards, {ii) a
¢ Presidental decres has besn
Issued craling the "Comision
¢+ Nacioral de Proteccion Poruaria®
¢ and assigning responsiblity for Port
i Cerfication, and {ii} secunty
| services in Pusrio Cores have
: e redormed.

| Funding was inchwded in the 2004
| budgel to mainkain al beast 50

i parcant of the tolal road network
| {about 800 m).

ﬂ]mﬂdm

Adeguabe maintenance of 50
periienl of D bodal road mehvork
during 2004 funding is inchuded in
the 2005 budget o maintain atl
least 60 percent of the total road
mebwork (Ebout 8,162 k).

Al lsast 55 rmad mainbenancs

through the following actions: (i)
HONDUTEL has awarded 27
commercialization contracts and
4 interconnection contracts for

i private operators to provide:
mark ed, natlonal and local
call services:; and (i) CONATEL
has awarded a llicenss to a
second cellular teleplions
operator,

| A Prasidential decres has been
|Tﬁammmumcametfm

Tha Execulive has approsved a
strategic plan for HOMODUTEL' s
iransition o financkal viability in the
post-Descamber 2005 pariod

| Adequate mantenance of al least
| network, based on the 2005

| total road nebwsork (about 8 542
o

i mmt 1) mad rnah'l.Brlul'IDE
microenterprises ame operaling. | mic

| inlemational calls segment has

| bean concluded and

B0 percenl of he tolsl road
bnedied allocation; funding is

included in the 2006 budget bo
mairtain at keast 65 percent of the

e terrvinaled and Boenses for
e enlrants have boan granted,

The study on sector policymaking

and the reguialony agoncy has

Al least mnumrnw
tedephons lines have
been stalled mation-
wite, of which al least
10 percant are rural,

Intermational phone call
tanilfs have been

racduced by al least S0
relalive to March 2004,
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Bgency. { sector policy fommulation and an | oy term oplions for disseminatad. Govemmenl has
] | Administrative decree has baen | insftutionalizing seclor policy approved measures o strengkhen
¢ issad designating a Technical | mnaking aned -shrengthesning Hhe | e resguialory sdpRney
| Secreieial o suppord ik ! nesgulalin y cepery. 1
| A consultant contract has been Sartistaciory implementation of the | Satisfactory implementation of the
| issued by CPRE for the design of universs access policy, incheding | universal access policy, including
| & Ursversal Acoess ther establishwment of the Universal | e instaltation of public telepboms
Tedascomemumnications Fund 1o . Access Telecommunkcations Fund services in al leas! S0 additionasl
expand serdces to the rural areas, ' and T instalalion of public rurial comernanities thal did nol
| ledephone services in ol least 500 have service as of year end 2003,
i | rural communiBies (hat did not have
R ) o . ] | serviceasof year end 2003 | ) ]
1LB4. Power Inefficiency in electricity 1 Power purchase conbracts o Gowenmmend has confrached | Tanill adjustments and revised Ranarl:lym.rmcl
dislribuBion, high generalion | independent private producers consultants B0 camy oul studies o subsidy podicies have been canlracts o
cnEls, inadequats capacity, have been awarded at compelitive mplemented and the seclors irndapendom] power

e p——

insufficiant tariffs and an

Covesrape
expansion in kw-income
communities, especially in
mral aneas. The sechor
must desvedop a sdralegic
viskon for assigning policy
making funchions
wpansion of coverage,
developing rencemble
BNy SOUrces, developing
@ sachoral onganizationsd
shructure and financing.

The regulatory SoeEncy is

Land tenune insecurly isa

significant disincentive bo
produciive investment in
bl rurad and urban aneas.

A struchural causss of
continucd absolebe rural

poverty is the tack of

A R

prices

Elactricity tarffs have bsaen set in
T iy Thee: resvised lormula for
aulpemabic ool miuestmeen

Process o saparate ENEE's
accoeunts into generation,
Iransmission, dispabeh sand

distribution baesiness units has been |

nittaded throasgh the iniiation of &

compeetilive Dicding process for 2
lechnical assistance conlract 1o

| help ENEE carry out ths task.

Ministny of e Presidency has (1)

i) by wuiluiation of alermalives
fure-:pawsinn of coverspe in rural
areas.

'I"ha ':lzlw has approved a
| property law, which establishes
a urslfied property reglstry, and
| strengthens and consolidates

 the laws and Institutional

: arrangemants for land

| regularization.

and the calculation of trifis o
reflect an éfliciend cosl ol energy
| production and distritaution, and
' shadies e ot an advanoed stge
| of completion,

I Electricity tariffs have continued to
| refect the application of Be
| aubormatic oosl adjustrmenl fommula

! Improwe the targetng of subsid les
|
|
|

EI'IEE has contracted
consultants for the separation of
| its accounts into business unils

| EMIEE has approved the new

| structure of separate business
| units.

Thee Govemment has approved
] ol savmimnaled & universal
accass policy, including coveraga
targeis, policikes for esgpansion and
sufficient fumding to meet definesd
apacale

legal frameswork has. been

¢ miforrmed 1O ensure independance

off the regulatory agency.

The Govesmment has approved
amd implemented e new
shruciure of ENEE,

The policy -of univensal access is
peing satisfactoriby implermenbed;
Timancing has baan prosvided Bo
expand niral coverage; and naral
electrification is beimg expanded
e mrrrrriaeens waths planned
largels,

producors meel power
chermand

Transmission and

Fowral edecirificaion
cavarage has increased
frepem 355G to 40% of
gl houssshobds.,

| law. The govensnent has defined
| th objecives for instihtional
| strengthanireg of he SIMNAP.

Govemment has met planned
lamets for strengthening the
SaAnAF .
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| eccountability and low
| educational quakty,

| especially in poor rural
Decantraization

| “personera jurdica™ or with a

| statement from SGJ) certifying

| that the “personeria juridical” s
| In process) in at least 2,700 sl
i schools.

i

| The: Ministry of Education has
approved a stratsgy and
miethodology forthe organization of
rural school networks o reduce the:
rumibens of sngle-beacher mmuiki-
grade schools wilhen the EFA
program: and 2 onaral sohood
ratworks have been established in
& dapastmants,

1) 33 rural school networks hawve

receiving fund transfers o manage | ranshers o manage e FEC and
the: PEC and all physical | phwsical resouwrces, and hira
PEEOUCE. | teachers under the teacher
| management schion plan.
|
I i 50 rural school nebworks
been estabished in 3 departmenis; 5 have been establshed in S
and (i} he MOE has conplabad a W aru (i} the action
study and aclion plan onleacdher mnmmwwmm
mminmuﬂr-m tcormaTRanily-Dased rdeaoels is

| b&gw

A2 Teacha Alocabon

Existing mecharisms for
hiring and managing
tepchers mnd the back of

:; o IR SRR

Thex MOE has approved the
| Reglamanto de las Nrecciones
1 anmmaasm,

| WhiGh assigns Key responsiudities

THEMATIC AREA IBSUES PRSC 1 PRSC I PRSC I DUTCOME MDICATCORS
apportunity for the E6J and SAG have: (i) launched Goweameren has rmel planned i Govemment has met planmed - Al kesast 25% are rural
estimated (up o] 250,000 omprabensive programs for tangets for surveying, recularizing. | tarpets for survaying, reguladzing, | pames
poor neral housenolkds with srveying and reguiarizing Bwe lad | Gtling and negistering the land 1 il arvd registesing e land - 55% of rural parcels
Hile or no access 1o kand usage rights of populations on righks of populations on raticnal nghis of poplations on national oGoupied by couples are

| and supporting services for | national lands (including in naional | lands (including o natioral lanis (Encluding in rabionsl Jjolntly titled
t thair productive acliviies. Torests) and (i) cormpheted an ¢ forests), and of indigenoes. and | forests), and of indigenous and = Al bt 30 achdilional
| Although e govemmimssnt | cperational plan for regularising | Afro-Hosduran groups. Adro-Honduran groaps. groasns of irdigenous
P gl Torih rauch effort i | lend of indbgenous and Afno- I comimunal Bnd hawve
theese areas, lack of Hepmdisram gronaps. | | been surveyed and
imagrabad informalion ©ETIT hass A beamitted ts COMOT | Covermiment has designed and demarcaled
| tampers the effectiveness | SGN Consejo Macional de | i bt poviy o I | begun implementation of an
| of these nltates. | Ordenamienlo Teriloral (CONCT) | formulatihg plans for its operaional plan of the national AFE-COHDEFOR has
| ¢ Fas established an Inleragency | irnguierrendation; (i) dewekoped and ko paolGy, wad imsued long iarm forast
i | Technical Commission on Lands | begun implementation of a national | rstrumeants thal facilitate land lamnd asphodartion
i | (CTIT) ko supgpor the processesol | oo to facilitate access o land | 290255, Wilth the supgart of cerificates lor an ansa
analysis and corsultation in the | and suppor services forthe rural | SBkeholders and donors of af least TS0 hixs.
i farmulation of a national land | poor and (il ensured ths
| | policy. | operation of he consulalion 25,000 forest kand
g ! | mecharisms for the national kand percola haue boan
| | policy and developed a system for | repulanzed
| | moniloring its implementation, {
! [ including 3 plan for scalieg up | Sl.mssfulmul:ﬁlnr
| | | Prome=— ' access and suppording
| | | services have been
R L I S I I o Nl deveopea
e e L HI.IH.H-GAHTAL mnBu::u.l_ Pﬂn'l‘E:‘.:Tl:lﬂ . ) . o
A Edveation L
nAat. -C‘-nnwmnl:rbamd | The cantralized LnulEdunatlml:hmmmﬂ i MDELS Fave been legaly | ADELs hawve bean kegally 5,000 ADELs are
school management | management of aducation Assoclations (ADELs) have been | establishad in al east 50% of rural | established in at least 604 of legalized and operating
| has resulted In a lack of | l=gally established (with schools and T5% of ADELS are | rural Schooks, arne receiding Tund (representing 6% of

| Toe MOE has compleled the
i reonganization of all geparimental
| oifcas.

The MOE has implemented the
and begur the
reorganzation of all

departmental offices, including
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| hawre led to inefficient fior planning, resourse mandgement | eorrsctive mechankms for non- | keeping SWRHD up o
| rescurce dsinbution and . @nd technicalipedagoaical | enmplkancs and stafll ahasncas. | d'l'l:_lmnruﬂl_i'l‘lu
| poor management of supervisionto the department level | | basis and remitling
| beaches resources. Thislza - educatioral stalisics in
| major obacke b mecling | ‘I"hnlllIraq-pubI.u.hldmh | Tha SIAMRHD ayslom hss boon | Dot i2 being Input intg BELARHD a timchy mannor te the
1 rlwm_pw"ﬁ:‘n—l ' WElEILE Gird Tas 5 iamatiad &0 tha mﬁﬂmﬂhrﬁthu#ﬁlmhm : &t w“m'i i iy all ROE.
| There is a need to  INE: (i) the educational statistics | of the cenler where e leacher s | deparimends, subject to stringant
| 11 IMMECHTTIEERCH: | danmbase from the 2003 school | funclonally essigreed by e | rquatily Gk hgan U bmstey off | 805 of lesndeas waak i
i systems and establish | cersus, in:luding the analysis of | Deparimenta Direcior and the data :Eﬂ-l-w sohonis by wihich they
| eflective leacher glocalion | teacher and student i bredng inpust 1 the department | have: besen formaly
| and management systems | distributions, and (i) the eacher | levelin 8 degartments, subjedto | assigned by the

at departrent anddisiict | payroll by department as i siringant quality chadks from the . deparment direclr, as
leved o ensuwre balnced | appears in SIARHD. Binisiry nf Fdursabinn | racgialesd in the
teachers’ allocalions across | ! i SARHD systam,
areas and schools and i The MOE ras preparad an action Posleviews have been completed | Poast reviews have been
teghor offcclvo iosching | plan e e of relorenas for o in & dopariments; o fsacher | complsted in al deparments; & rusfiliment of the 200
. i leaer post review (audiloeis die raallocation plan based on the | lsacher reallocation plan has day school calencar in
| puestas) infhe deparirents of resut of the 2004 post reviews has | been inplementsd in 5 9% of schools,
| Fransdsuoy Murssan arnd Conles. e ciervetoped and ingilenended | deparinents,
i in the degartments o Francico {
[ Morzan and Coras !
MA3. Financia | The educstion H::hl'ﬂ ! lﬂﬂFhaaaiup‘ﬂdapnlqrﬂ o Nd;wmbh;m .F_vd_u:mnl_a hlnrlgmnﬁatq:tﬂc 3 2006 Homduras is on

Rasnrmas Manapament

' il programming actions to
| meat PREP coverage

tamgets in pricmary and

¢ senoavdany education. Bt
. rnads a coberent
¢ frermework of expendsune

Management and JMysical

| planing to identify the
i resounces and efficlancy
¢ improvements to mest

—_—

PRSP goals.

o e ——r—

poor PeeEn outsion of the
eflective coverape of tha
hiealth syaiem, and hawve
ol experienced the sama

MDA EMENES in Thislr
hesalth sialug as tha
ramaindar of the mmlaﬂm.

incorporating Al mapor donor
resaunces i Bhe edscation budgel
anel of lnking the: budgel io fhe
PREF gouals

serices sutable for dellveny under
cortract through NGDS hag been
designed, end MOH has signed at

i loast 16 contracts with qualfiad

| eworomic calegory.

Arg Veorporsled in tha aducstion

| budcet, and baseling data heave

bz aslablidad foreducstion
Sy iy Ly ScomsaniG Ga gy
[zalanes) other cument
expenditures’ capital and
EIUCATON Vel [ETaEry,
secondany, o)

Publc spending ftangets consistant
with PREP goals in educafics have
beve Sl by eciucation keveed 2nd

! spanding targets k provicod in

| the 2006 budiged; and the sham of
| thr mducation budget aliecatod o
e arnd g secorelary
educaion ks increasead from 18%
i 2007 to al least 20%.

“Thes MAE systam for the Basc

Fackage program is fully functionsal
and the firgl mpac! svaliation has
bean 5 MOH has sigred

| at laast Enwﬁndsﬂmwatrﬁnd

PGPS WO OGHVES TNE NSANN $8NACHES | MNLEUS W dewar the package; and
| padkags toan estinaied population | ot least 350,000 beneficia e s
. covered by the program.

of 225,000 beneficlaries.

Coverage goals in
iy ol sevaelany
educalion [FRSP MER
goals: primany (S$E9%);
ICWEE BECTIMIOETY

(17 %) and upper
secondary (22.5%)].

mmram hﬁbmmw:l
based on the evaluation fndings;
MOH has slgned at laast 25

coniracts with ualified NGOs o
defiver the Package: and at leaet

SN pers0ns are covered by
e program.

Mumber o peraons
coverad, vaccinaion
rates, prenalal cane
visits, child growth and
davelopmant visits in
tra communibies
cowered by thess
PrO{raIms.
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WLEZ Regdslion and . B0 addiional CESARS, 20 % ol Tachlithes that
Froansing | additional CESAMOs and 3 hawe bean upgraded

| addiional hospitalks have bisen TRl Boensing
| upgraded o comply wilh Bcensing | recuinsments.
| reCquireT TS
|
1
i
1
i
|
M3 Husmen resoeeces i !MMMHM Al laast BO% of The
fowr Fomanllty i | regiatries have been revised 30 Pealth midres bry stolt
! ! | el ey refloct cach st weezel i the Bacilites 4o
| i | person’s achual place: of work. wiich fhary Farve beem
i i . Then WAOH beucipel persomnel B
H SMOCINoN K. made 0 Day Work
| i pleaces In & ananne corrsisient
| | willh Ths rvilsod stall regisiries.
prirary e focilties ane | to pary the salaries of this 30% of i
closed oo hava recduced | MOH staff in & manner i
hoairs, nesulting 0 | cons istent with the registry and |
| Wrrilod sorvicn provisicn. L () the MOH has ssued a |
| resclution stating that parsonnel |
[ transfers will not be permitted
1 | itk the sutihorizstion of
| - departmental directors. and,
_ | spplicabls, hosplisl direciors. | | B . _
ILC. Wubriion and Social |
—eee — —_— —— R—— - = - — f— -

NCT. Communty-Based | ARhough the proportion of | The Ministry of Health has | ARG i mplemented i 500 ABN-C is imyplementesd in an Musdrition status. of
nufrition grogram; AIN-C | Hondurmn children under ! rvemionind all nulrilion grograms, | oomimanilies 0 ihe B0 priociized acdilional SO0 communites in the | dhildren under five
| fiwe has mproved | with emphasis. on hose serving i rrasnic palithes. B i Fasdd muriciDalites.

| slgnificandly over the past | chisdan under five years of age |
| decade, 34 % ans stll | and Fas estimated the costs of Hurition indicatons stantandred
| chromdenlly malnowrishad | e AlM-C o 1 e Immwuwm
| Recent sludies have shown | communiios in the 80 pricntized | programs. A joint POS is
thal inbesgraled programs o | muriscipalftios, i dowakoped by all majosr nutriion
aitanlicen 0 children sech a8 | | PrOQIamA.
ARN-C cann make @ A | i |
imgecd e sty childhood ! !
- ruTonal cUlComes. 1 1
R . — S — - IS - -
G2 Schoal unch | 46% of houssholds amein | School unch | Fnpiementamon | Assossmery of Schood nch pol Dhepararranss wy Sohunod
VOgETH ! | of 5chool lurwch program ploled | program has been completed Aropots.
i
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THEMATIC AREA lssurs PRSC | PRSC I PRSC I DUTCOME INDICATORS:
provide the bashc food L T25,000 chiddren (Z5% increasal. I decision taken abou Bs furher | and, dependent upon ouloome, Improvesments in
needed by all their | expansion. | eapansion of program by one- nulrition stalus of

| omembens, As s resull many : | third, and lotal Menends Escolar benefiting students.
children arrive at school i cerapes bo one millon chikdnen.
| hungry and unable to leam i i
| well. Sichool funch I
| ROQrAamS Sne an irmportanl |
| -incorme ransler o hese
leamirgg oulcoemes. i H
NLC: W ater and A framework Law for the | Core funding has been provided in | (i) the Govemment has issued Incressed numiber of
Sanitation decentralized provision of 2004 for the Ente Ragulador to pay | the regulations for COMASA and housashoids with
okl wvaber and for key staff salanes and minimum the: Ente Reguiador; and (§) e connections to

saniatioen was approved by
Congrezs in Ociober 2003,
establiahing & planning
ity (CCOMNASA) and a
regulatory agency.
Satisfaciory licwn
of the law is crucial io the
achieverment of PRSP goals
I water and sanitation.

operaling cosis.

walar and sanilalion sysbems 1o

the municipaliies; and (i)
COMASA and SANAA ana

providing kechnical assistance to

| rrmnicipalfios aed el waler

| boards,

. SusTANABILITY - PuBLic SECTOR MANAGEMENT, Gm AND E.H'H'IIU:I_

Inadequate linkage

| batwaan public spending
i and PRS goals inhibits
1 PRSP mplamentalion.

| Thera s a need to
;warmduatmﬂl .
i appropriate programming in
! relation 8o PRSP tamals,

The Executive has redefined
poverty reduction expendiures
In itz first annual PRSP Progress

MOF has: (i} expandad the budget
| classification feconamic, funclional

adpoqamatb;]mmwll‘:

(i} The Mational 'Water and
Sanitation Plan has adequasbe
funding ssnd is besng implemented
in @ salisfaciory manmer; and i}
CONASS, and SAMAR are
working with at keast 10
municipaliics and at east 200
rural wasler boards, with
communily padicipaBon, o
improwve the suskainability of B
wantor ancl sanitafion services,

B-l..rar nmw

i Apngﬂmmﬁctﬂ.ldga‘tmﬂucﬁw
PRSP goalks has been presemnied
| for al lzast 2 seclors (education,
| naalih andior walar and
| sanitamon).

A multi-annual budget was
presented to Congress with
overall fiscal and poverty

m
P -__. |_ J—

A prograrmmalic budget rellecting
PRSP goals has bean presanted
for at least 5 sectors.

A rmulli-annual bedgel was
presented o Congress with
overall fiscal and poverty

‘o municipal control, and
ha municipalites hawve
created the Necessany
atnuchres: for servios
dilivery.

Il'q::'mhsad r‘I.IrI'I!IH'-U'l'

are I'at:l-oa-drl SIAF| amd
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THEMATI: AREA ISEUES I PRSC |1 l PRSCH PRSC I DUTCOME NMCATORS
- mecording of transactions and (i) ! reducing expenditure tangets. | reducing expendilune tangels.
! | prepared a work program for ! |
| | modemizing the Chart of Accounts | i
1 1oy mpeave the quality of Tmamcial | i
1 | infaemation recorded n SIAFI | 1
| 1 I
i ' UMNAT and MOF have issued and | UMAT & MOF have initialed | Secdor-wide approaches ane
officially presented 1o all | seclor-wide approaches in al least | operating sucoessfully in at ket
maniztries, civil society | 2 sectors in consuttalion with the | 2 sechors.
| and donors, & sel of e Masas Sectorales i
npauﬂunﬂgdddiml‘m-ﬁn |
Mesas Sectoriales, desseloped in |
S — S E“!‘F!—W"'"mcu_m_ - S N
INLAZ. o SIAFT's information base is | Congress has passoed o SUAF) | Govemment has issued ' Crovatysd shroasy Wl
Accouritmbiity amd of miked quality and often | Law that mandaies the use of ¢ reguiations for, amnd Is framewnrk to support
Transparancy out of date, hampering : SLAF] in all central govemment | implemeniing, e SAF] B, | Honduras. padblic
effective pulblic financial | agencles, and includes : financial mansgement.
management and | provisions for multi-annual | MOF produces quariarty budgel | MOF produces quartery budgat
Braaes: pAremcy. | budgeting, public sector  exacuticn reports and cash fow + axecultion reports and cash Mow Imgroseed govesmirmend
| mccounting standards, and | siatements. | slEtesments. mdanaguemenl
| intemal controls. I | informalion systems
| SIAF and SISPY have boon inked | MOF has development | The inlegrated SIAF] is fully
b enhance the managemeant of | of aninegrated SIAF], with at least - operational at the central level
. @overmnment publc expenditune b3 functioning miodules | budget,
| Inforrmation. | accounting and treasury).
i | MOF and SGJ have prepared 2 | Tha SIAF] expansion plan is
i | plan to expand S1AF] io ¢ baing implamented
| . municipaliies o improve the flow
i | of financial Information from local
| | povermnments.
I
WAL, Expendilure l Trem.]rm‘lm&a.ufp.lﬂl: . MOF has prepared & work program | TI'EpI.-anfl:lrrEDnlnlrlgrEvm | Almtl.ama:lmm.l'oaaara Stronger financial
Confrols | financial resources are Tor reconciling resenug acosunts, | accounts is being implermented i managed thnough the Cuents conlrols and resource
iml: including the paricipation of DEI, i and all intermal revenues and | Ui, manapement.
| BICH and Treasury. | expandiures ane managed through |
; | a Cuenta Linica. i
1 | |
MOF has set up 3 public websile | MOF has expandad SIGADE o i
- detlailing the concessionary, non- | include concessionany, mon- :
| conoessionany and grant financing | concessionary and grand financing |
¢ restuebvesd from eodesral donors. i from exiemal sources, mproving !
1 i | the govemrment & abiity 1o manage |
| e monitor the use of donor |
___________________ 4— HE — |'BEUH"':-“ I & -
A4, Infermal and i Tha Tribunal Superiorde | TSC has implemanted at least 50% i TSC has completad i Established grealar
Extermsl Audifs | Cuentas (TSC) has been { of its stralegic human resource and | mplementation of ils stalegic i transparancy in public
: astablished, but needs ko | skaffing plan | hwman resource and staffing plan. | financial management.
| e o aszume | | !
| Regulations to the Ley Organica ! Infrodisced strongar

, s role as the supresme

) -
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THEMATIC AREA ESUES PRSC I PRSC N PRSC 1N OUTCOME INDICATORS
owersight apency ensuring dal TSEC have bBaen implesnented. Gnacial comtrols and
accnuntability. TEIGCHNGIE FTETEpEEl.

ISC presented o Congress. the TSG has presented to Congress | TSC is producing semi-annual
i Imtermal control and intermal | 2002 anual repor with reconciled | the 2003 and 2004 anmual reports, | Mepors on recondciling the fiscal
| paedlt capacity of executing | fiscal accounts, | published the financial | EDOuE,
| agencies i weak i | skalements of public sector
i ¢ decantralized and aulonomous
; i | apencles and entorprises.

TS approved new temal Audit | TSC approved new Financial Audit | TSC implemented Intemal Audit

reqguilations for pulbic sector | Manual and regulations regulations in all pubc sechor

| agencies, ! agenches.

TSSO conducts sl ex-post
| revigw audils on govemmenl
| procurement procasses and

| Conirscts.

I_AS, Public -|} Fublic secion bidding i | T CPME has continued o | Gowemment has implementad an Increasad ransparancy
Procursment | tragmented, costly and non- irmglernent the Program for Efficient | implement the Program for e-govenmment procuremant and and efficiency in public
| s panenl. | and Transpanen] Stabe | EMichent and Transpanen] State | contract management systenn. sechor procuremmeant.
| | Procurement, as evidenced by: () | Procumement and (i} has |
| | completion of 1,500 procurement | completed an intermal review o |
| | audits; () the hirng of two firms o | take stock of progress in the |
| | provide bechnicsl assistance for | irplernentation of e procurement
| | procuremant systems, control and | law and (i) based on the indings,
| auditing mechanisms and staff | has proposed a revised operational |
rainang; and (i) the design of an | plan. |
| slactronic public information system | |
| for procurement. | |
A Presidential decres has baen | The governmant has created an
izsued with implemeanting | electronic public informiation |
regulations to the Ley de | system for contral gove mrment I
Contrataciones for the operation of | procurement and has begun |
| the Oficina Momativa de | design of an electronic systerm |
| Conlratacion v Adquisiciones | for procursment rensactons }
| {CMNCAE) and s consullalive | that will be adminkstered by the |
| | commities | Oficing Nornralbiva de :
i | Contrataciones. I
' | ONCAE has iImplemented a | Regulations are being apgplbed
| | satisfactory plan 1o Gsserminate | patisfaciorly in all Central
[ | e regulations, such as | Governmant agenchss.
| | procedural manusls, Sampe
| | contracts, obc.
|

| Rewigw of the government policy | Recommendaions for

| Tor procurermsend outsourcing o | govermment policy on

| UNDP and subméssion of 3 plan o | procursment are baing

| mplement recomimendalions. | salisfactorily implemented.




Dve;hppuugnmulchlﬂl

| begal, regulabory, and

| insltilulional arangenents
in e forastry sechor inhibit
secion invesiment and limit
its role in poverty recduction

| wiE ol crea oo and incorme

Bervice wage mandgement

The Executive has presented to
Congress legisiation, which: )
provides the basis for a
professional civil service,
including merl-based
recruitment and promaotion; §i)
places limits on the number of

Congress has passed the mew
legislation and the
comesponding reguilations have
been lzswed; the head of the
mew civil service superyisory

| authorty has been appointed;

political appointments b the cihil |

service; and i) creates a
supervisory authority to regulate
camiral govermment human
rESDUNcEes Mansgement.

The CPME has comphled sludies
1o define functional mandates of
public entities and issweed contracts
for the reengineering of the
minisines of Education, Health and
Agriculiuee,

{ {I-,FI_GG'HJ. rl:s:sl‘usupﬂﬂv__ edl:he

The Execulive has submitted o
Congress a foresing-sub-sector
lesgpal reform package: 1o ralionaine:
tha institutional and regulatony
framework by (i) enabling the

granting of long-temm usufruct nghts | R
| () SAG has completed the

i Tores! areas,; (§) providing a
framesor for benefit sharing from
nafipnal forast lands with locad

and the new law is being
satisiactorby implemented.

| Reengivesring of e ministries of

Edscation, Health amd
has been completed and 50 of

| those ministries have been filled
| theough cormpetiive processes.

Reengingering exercises and

| human resource gap analyses
| hawve been initiated in three olies

major public secior entities.

forestry sub-sacior kagal reform

| package, and SAG has developed

ther reguiaions and operational
plan for Implementing the foresry
IS

praparstion of the Mational
Forestry Plan and has prepganed an

THEMATIC AREA ISSUESE PRSC 1 I PRSC I PRSC DUTCOME INMCATORS
i | Gowemment has approved Standand bidding document; ane
i | standam bidding documents. Bping used in il least 5 secloral
| | | ministies (hose Mely o develop
| | I ChWNAP ).
| | Govenrment has initialed Govammeant has implemantad the
i i | dewelopnent of a skralegy 1o slraleqgy 1o strengBen municgsal
H | | strenglien the procursrment procurement sysbems,
i | Tystenns of municipal govemeents:. | e _
B, Civil Senvice | Pulblic administration | Congress has passed the “Ley | Al lsast 30% of
Rgdoamm i (wschading PRSP | da Reordenamianto del Skstema | aamintstralive chneer
| implementation) is sevarsly | Retributivo del Goblerno positons hawe baeen
| weakened by polilczation | Central”™, restoring the filled throwgh
of civill sendion Exasoutive"s contral over chadl POCEEEESE

Adl new & ppointments o

adminisiralive caneer posilions in
ez minisiries of Education,

| Health and Agriculiure have been
¢ filled through competifive:

PICEEEEE.

| The Govermmeant reengineesd
| three other entities and flled

[50] % of e adminisiralive cireer

| pasitions in thoss entibics. fhrowgh
i () SBAG has mel agreed largels

T 158 i cperation of S
resiruchened AFE-COHDEFIR;
(i} Finance has provided & 2006
busciget alocation for AFE-

| COHDEFOR commensurale with

its staffing plan and operabional

L mandabe;
| iy The "Junts de Transparencia

COMIMINTDS and municipalies; ?iwﬁumammm rmm‘_mmrm;mmm

umndcher 8 new civil
service framework.

Increases n private
inwvestment in fonest
ma

consendation and

Increased participation
of the poor in public and
privale Tonastry achivites

OlAKENOKE! SUMVeys
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THEMATIC AREA BEUES ] PRSC i PRSCG I PRSC I DUTCOME INMIMCATORS

 and (i) establishing an independent | implementation, | effechivety; indicate increased
1 wgl{ﬂﬂmdummruh | (i) SAG has completed the U] SAG, In collaboration with the | confidence srwd
1 managernent of natlional forast | restructuring of AFE-COHDEFOR, | private sector and civl socicty, salisfaction in AFE-

| | lands. | {i¥) Finance has made satisfaciory 'i has expanded the piot forest COHDEF OR's

i | | budget allocation for 2005 | prodict grsen Seal acheme io performance.

i | SAG has mplemented the first | comemensurale wilh ils stalfing plan © mﬂmfwﬂmqnﬂa!

i | phase of the restructuring o AFE- | and aperational mandste; | least 30% of the public pine Decreased illegal

i | COMDEFOR, Inciuding the | {v) The “Junts ge Transparencia | forests with management plans eapgging

preparation of & financing plan for

L2000 o cpntinua the critical

T OIS

Waak nmrw of the
Hational Probeched Ares

| System (SINAPH) is

| resuiting, n contimued

| degradalion of prolecied
| areas (PAg), oss of

bicEversity, and l0ss of

.

(i} SERNA has submitted to
CONAP a strategic framework
and action plan for the SINAPH
Phsa, as well a5 a long-term
financing stretegy; and (§) the
Executive has propared o draft
agrecment for the creation of a
Protected Aress Trest Fund
(Adelcomiso) to finamnce the
protecticn and managemant
expenditures in priodty SINAPH
Protected Areses by govemment
and Non-Hovanmmant Souncas.

MONITORING AND EVALUATION OF 'I'I-IE POVERTY REDUGTION STRATEGY { {PREP}

| Foresfal® is functioning effectively;
b wi) BAG, in collaboration with the
| privabe secior and civil society, has

T R P L LT IR ey —

e e

launched o piliol schems o
establish an appropriate and oost-
allactive mechanism lor a green
seal of management and forest
products from public conferous |
forests and has submitted to 3 |
relevant inbermational body bor |
approval its netional critera and [
|
1

Iindicators. for conferous forast
manmagement. The Procuraduria
ded Bedio Arblerte has, with civil
sociely pankc pation, developad
and submilicd o the Executive a
program to hall llegal kogging
the priority SINAPH anes,

ﬂl Tlm Pmm'lmt
Fumnd has been created and s
satisiactorly functioning with
government flinamcing prowided
as per the commitments in the
Decres creating the Fund, I
including the initlal endowment |
of $3 mllllon equivalent; (H) the

PA Trust Fund has developed

the detailed costing and

financing plan for the m'oh:lhn
and managemant expanditunes

In priority SINAPH PAs and has
started to fund management
activities under this framework,

WA, Monitorng and

| Monitoring and evaluabon
| needs o be srengthensad

[} The Executive has completed | GOM has: (i) comploted and |

and submitted to DA the first
annual PRSP Progreas Repaort;

have boen corifiad with a plan o
cover 10086 of the public forest
area by 2012, The GOH has
salisfactorily nfiated the program
o halt illegal logging in priority
SINAPH areas.

Thu P, Fursd mnlims-to

| hunction satisfactorily and is

Using the FRDAR‘!'.‘A
system of quantitative
measures of te
funcloning of a
profecied ama syshem,
e SIMAPH Improves
by 10%: from a 2004
baseline.

Proleclion and
AT
Inwestments in pricrity
areas of the SIMAFH
increase by 20% from
20003 bageline, thus
generating kool
economic eralils,

GOH has compleded and

| submitted to IDA the 2nd PRSP submiticd to DA the 3rd PRSP

Prnmmpm‘l which inchudes |

Wﬂﬁﬂmmw

EPRBPP.-':;E;E;
ports complated and
mmwmm
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THEMATIC AREA E ISGUES I PRSC | PRSC I PREC N CUTCOME INDICATORS
{if) Congress has approved the total execubed publbc spending total execated public spending Iinchude total executed
amended *Ley del Fondo paralla | and PRSP spending by program, | and new PRSP spending by public spemding and
Raducciin de la Pobreza™; and sounce and economic PROgram, Sounce and economic PREP spanding by

k {lil) MOF has established within classification; and (i) on a classification. Government prOgEEm, Sounte and
i : GLAFI a satisfactory mechanism guarterty basks, submitted to submits tables, on a quanady economic classifcaton
1 | to tracking the use of HIPC DA at least 2 tables showing basis, indicaling exscution of total

« il | total public spending and PRSP public spending and PRSP

q | spending. Spenmding.

i | UNAT has enplementsd SIERP at | Disaggregated Infomgtion in Disaggregated information in

i | the national leved and has | SIERF is provided for SIERFP s provided for all

1 | presented a Bmatabie o provide + rmumicipadiies in at lesst 5 munkcipaliies. Al lsast 4 PSIAs

| | imfpemnation disspgeegabad inotha | departmentn  INE wll sonduct 5 WAl B carriedcart in 2006,

i - rmumicipal level. | comprehensive household surday

| | | and resulls will be used 1o achisve

i | 2 PSlAs

. Basic service delivany i

- meeds o incorporate social The Ministry of the Presidency, in | Tha first phase of the Communily monitosing program is | Community

i accourtabiiity.

B Consateticn g
Frubidic: Wllonm Bory

There is & need io build
unon and systematize the
jpulblic consultation
PrOCESSES used in the
proeparation of tha PRSP,

 consultalions have been pubished
: @nd posied on U SIERF websils

coardination with civil society, has: |
(i} approved & plan for community | has been evaluated and plans
monitoring of quality and impaci of | for scaling up hawe been i
educaion and heallh services, and | finalized, including Ihadaﬂlqnnl i
(i)} has initiabad implameantation of @ | redress mechanisms. i
first phase, including the hing of i

community rmonitoring program

| sl 1o begin surdey

instrurnent development and pilot
design and ordering the penting of
jpuliic: informialion posters fos
monilofing govemement ransfers o
ADELs.

‘I'I'-esmf_‘.ablm wiith the
participation of civil society, has
established the CCERF as a
permnanent mechanism for public
consultation; and the CCERP ia
playing an aclive role in advising o
the implermentaltion of the PRSP,

I The: CCERF rrmatﬁmgularhraﬂ
this consaliation process is
recorded in the 2nd PRSP
Progress Report.

Thi Execulive has submilled 1o
Congress a Law on Disclosure of
Public Infonmahon.

A consultant has been contracled
o (i) review the varouws drafl ws
on Disclosure of Public Information
thai have been prepared in
coamsulta bion with stakeholder

| groups, and (i) o dewilop a singhe |
| advanced drafi for review by the |
| Dffice of the Presidency.

| The 30 has disseminated the |
| PRY. Incuding goals and targets, |
| to key stakeholders.

The: PRSP and 15t PRSP Progress
HEDON Alng With menutes of the

|- — e

(btp:Ihorww: sieep .

I Thu CCERP maaia ragtlaiyanu:l

Congrass has approved the Law

| on Deschosure of Public
| Information.

: The GOH contimees b

disneminale s PRS o key
stakehodders.

Ii".CI':RPmaeI'mm
e il hesiessl quiarierly
Tow & mdmimmaemn of 4
meaings er Wesr.

Mabional rmplementation
of & systematc, mulb-

media public information
campaign an the PRSP,
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Appendix 5: Nicaragua Policy Matrix (From pp 57 to 74)

ACTIONS AND PROGRESS BENCHMARES

| )

Bles,

PEAC

PFREC T
1 Tranche

PRSC I
2™ Tranche

PRSC 1N

1. BASIC PREMESES: MACROECONOMIC STABILITY AND FR(IE‘I-LCTIN{.: POVERTY EXPENDITURES

PRSC Objective: Proteet poverty redsction expenditure, shile hninuining CISCTOeC OO

sj:,i|hi'li1}-

Crvgrall Chbeome:

1. Propoion of people lving in extreme poserty decreases frome 15 0% in 2000 to 14,55 in 2005,
2, PFropordion of poven y-redocing expendidares i relation v GIP increases from 1096 in 2002 1o

10L& in 205,

Lead
Ageney

3. Fscal deficit as percendoge of GDF decremses from 10.5% in 2002 60 6,3 % in 20035,
4. Toiad puablic debt s percentage of G decreases from 2069 in 2002 o 1165 in 2005,

Moty increase and i1 Presented report on Matianal Assembly has Mational Assembdy has Public resources devoied (o
protect povary-nelated peoverty-focuscd and wpproved a bedget Tor 20004 approved = budgel Foe 2005 poverty meluciion ave
public expenditures do overall public spending that is consistent with that is consistent with ascreased from 19 of GDP
mmindmize inpsct on the emecuted in 2001, bo be poverty redoction poverty reduction o 2002 e 1|6 o F GEYP in
o im the eoecint off el ey Iosclioe for Dodwee expendiinres of the non- exprenditnmes of the - ZO0ES Po®
Macal shocks. expemditare mondto ring Minancial pablic sector of Firmncial pobdic scctor of ai | =
peurpases; Discussed with least 10.4% of GDH" lemst 116 % of GIVP. =
IEvA ghe puldlic experslaiuns
programmed for 2002 and
e 2003 dmfil budpes
. _suhamitted o the Assembly.
1.2 FExecolmn ol poverty Exgcutiom o poaverty
reduction expenditures of rednsction cxpenulitures of il o
thie moan Bimamcial public non Minancial pablic sector n *5:-’
wpctor b DS ropresented DM reprosentsad at bewst =
at beast 11% of GDP, 11.4% of (DI
Meed o maintain fiscal 13 Implemented sdeguate Mainsbsined adequale Maintaised adequate Maintained adequate Combined public sector o
imECIplinee and decrnease R C SO I FEEAC e CErHET e Trinnew o rk. ECrEECE R Trarmewor k. WL FOE C P T 3 s v i wleficin (hefore granas) as a E g
mmiermal debt service, Temmsework. share of GIYP hos decneased & 0
from 10,5% in 2002w 6.3% | 53
_ B L am 2415
Lack of coordination [ T MHACE and Ceniral Bank kave | MHCP arad Ceniral Bank MHCE and Central Bank have | Timing of debt isses Tor ]
beztwieen debl issues e eatablished an imernal debi hawe agreed o a coordinaed coamplied with agreed calendar lizcal management and é
Fascal mEanagemen sansl o ERa L CHn -COETE SSROTL colendar ofF debs issues for of debt psswes For 20005, ArHA ATy TR e el £
mOGeLErY manapemenl S, parprracs is well coondinated, ]
[RUTpRREES, avouling megative § mpact on g
fimanceal secior. ) B f

Note: Bi)lTed_acfions '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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ACTHINS AND PROGEESS BENCHMARKS

i

[T— No. PSAC P Toike IR L PRsCn Outcames / Results
Meed o improve [ Creased a now Mutivnal Assemnbly his Legal prowisicns b grant i Pension sysiem has an
regulation amd Superintendency of Pensions | appeinied o aew profection to stall of the irnbezpendleny megulalorny
fasctianing of pension anl evdabilished s kepal Superintendent of Penvions, Superintendency of Pensions authmiiy
system o ensure hong hasis. The arguadzsibemal stewctsre eqquivalent bo those of the
berm Rustainahaliny. and stalling of e Supermiendency of Ranks
Superintendency of Pensbons | have been approved and
has b st remmalined, pubsbished
respic g Mscal budget
6 The Economs: Usbanct has In accordance with the Natienal Avserddy has Feduced fiscal impact of
appuronecd 2 mosdanap o roadmap for penson approved parsmsteee prmedon rclorm
pension reform, salislactory o refmrmne {i) the Presidency changes o the social socuriny
A has wamed decrves, legal Framework. satisfactory
satisfactory to TA, o MT0A, mimsed af reducing
gz decrees 57-20MM0 e hmmg=-term fiscal deficit
and 975, hefore AFM sturt arising From the pension
o eperaic, o pariislly rolsrm

reshwce the fscal impact of
the pension reform I:tr,, imber
sl fin, adjusting the

-lnd- Pensbons have desd gned
a “Chinvese Wall™ system o
prevent the mse of inside
information hetween AFPs
wind their parent compandes
i the banking system.

MHCF/ INSS / Supesintendency of Pensions
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ACTIONS AND PROGRESS BENCHMARKS

Issue No. PSAC ek ! RECH Outcomes  Results E =
L-'HW:N:TWF.IFHT-NL" 13 A Presidential Decres has The 20015 budgetary exccution | The absorption by the generl
Municipulitics heen isswed modilying the confonms with the Decres busctget of the: fiscal wnpact
lnh'l:du:-._‘;s_ﬁsm regulations of the Law of which modifics the regplations | genemted by the Fiscal
sialiuerability, Municipalitics in a fiscally | 1o the Municipal Law. Translers Liow nzaches 1%

susdninsthle mwnmer, by of currenl expendituns: and
balana ng. within the 33% of capiral expendiunes B
limitations impased by law, by 2005, =
mumbcipal expenditires =
with resources iransferred
i munscipalities, and ihe
NS bodged conforms with
the approved decrec,
Maoring goveming I H Mationnl Assembly has Tutal puhlic deht as
muui_n:.jpnl |||:|L"||.[-L'4I'|q..‘w appicreed the Pablic Debi Law, percentage of GIDP decreases
prrovid insafficienl itsclucding provisiong frain 6% an 2002 1o 114% e
safeguards for nationat satiafactory 1o 1A o in 5. {il
pulMic Minances. st Chn noeis [or mumnscipal =
indehbedness,
& BUILIMMNG PURLIC INSTITUTIONS AND GOVERNANCE (Pillar 1Y of the PRSF)
PRSC Chjective: lmprove quality of public sector employment and transparcncy and cihicicncy in Crverall Outcome:

public financial management and procurement,

1. Public employees incorporsted into thee administeative career as percentage of olal pablic

employees increase from 0% in 2002 Ao 15520 % in 2005,
%, Peroentage of fonsign resources clanmebed throagh ©UT moneases from 15% o 3008 o 100455 in

0.

Esioblishing a Civil Service

- |
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ACTIONS AND PROGRESS BENCHMARKS

el
-
| — M. PEAL PRSCT PFRECT PRSC I -El g_?
1% Tranche 2™ Tranche Dutenmes f Results
Politization of public 21 Submitted draft Civil Mationnl Assenbly has Presidency has submitted o Between 5,000 zanad 7,000 Between 15 and 200 ol
cmployment decisions Service Reform Law 1o the wpproved w Civil Service Law | the Motional Assembly a 2005 | pablic employees have been public sector cmgboyees
amid lack ol an Maticnal Asscmibly {19599, salisfnclory to A, hdped refleciing panial incorporated into the hawe been hired on the hasis
homagencous salary Lan immprove the quality of implementation of the ndministrative carcer, of menl, kv job aabiliy
sructure for pablic pulbdic adnimistration compensation policy Tollowing transpareni and are suliect to an
shor emplogpees, RETVIORS, estalilished in ghe Civil procodures established in the cxjuitabbe civil service pay
Service Law, consistent with Civil Service Law, struchu e,
Fiscal sustainability.
D
o
T
=
Public Investment Program and Mediom Term Expendinm: Framework
Expstence of four 2.2 Tssned Presidential Decres The Presidency has issoed a SECEP :SN_IF} has, TR o the Forcign and
iflenent ancd (EMIP Decrcey woobligowe all | Presidential Decrse, implemented complemeniary domestic funded public
inconsisiond negisisies of mew public investment satisfactory to IDA, regulations of the Natsonal mwestment is regiztened and
pubilic inwvesomem projects o i lechnical establishing o singhe, unificd System of Public Ivvestment i owed ilrougly a single -
impedes pooid public review and clearance by the afficial registry of pablic by incorporating all public centralized system, excepd
investment planming, Mational Sysicim of Public imvestiments, cormplementing investment projects programs amtomomows: enlilitics which g
Tnvestmmeent {200 1), the regulations of the int the official regisiry of diy mint ender into the budget.
Mational System of Public public imvestments, mchedang
Investments. those fimanced by grants.
Lack of domor 23 SREC has established at least SECEF has mitiated the SECEP has initiated the Three “Mesas Sochoriales™ m
covrdination. four “Mlesas Sectoriabes” o mondtoring of secioal menitoring of thee sectoral mieet regulasly o0 cooandinate
coondinate donor assistamoe approach imitiated in ot keast approach miiated inoat least and ez, g E
wrwber a1 sectoral approach. o SECOr. three sectors, =]
Weak legislation wilh 24 Mational Assembly has Met present vakie of gotal

regind 1o responsibilidies
of pablic servanes
redaned B fscal
ERETREEC e L.

approwed a Fiacal
Fesponsibility Law,
satisfactory io DA, including
prowisions for the
eslablishment of a Mediom
Term Expembinre
Framewaork.

public dchi as a shane of
exports has docreased rom
S9%5% in 2002 1o XT5% in
NS,

MHCP
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ACTHONS AND PROGRESS BENCHMARKS

fny
E
— No. PSAC 1'M'rm;c]n rmc ]k PFRSC I Oustcomcs / Resabs b _gz
N ealealation of 5 SECEP has initinted the Presidencs has subritied o Thee execution of the X5 95% of pew projects in the
recume ME-_FHW ronting calculation of the the Mational Assemddy the bisdger wp 1o 1he daie of the officil registey of pubic
:mpa:rufpllr.lm recurrent cost implications of | 305 budgzt along with dishursement regquest has been ImscamEnt ang approyed
Investment, the Public Investment redium term cxpenditune in Lime with the MTEF with e necesarmy provisions E
Progrum, and MHCPE has prijections. subsmined 1o Naticnnl oft inserermental cusrem B
inifiied plans to creaie 2 Assembly, experditares in the meds ]
Medivm Terim Expenditure e, cnsaring their financial I
Framework (MTEF) on this smstaiahility =
LYETTS
Fublic Sector Financial Management
Lack of an agreed plan | 2.6 The GOM, thomgh MHCF, | MHCF has submatied to IDA 2 | GON bas suplemented first | GON has shown sstisfaeiory lienpraveel efficizncy and
b witipronve public crpressed a commitmend 1o Mlemorandam of phasie of the apresd sctions propress in the implemendation | dransparency i the wse off
finzncial managenment discuss and ivplensent an Unsherstanding {(MOLU) for improvement of public of seeomd phase of the agreed public resources, =
improveenl. action plan hased on the herveren thee GOM, I and the | financial management. actions for imgrosement off E
lindings of the Country 1DE, asd a GON micrageacy pubdic financial manaperient w
Financial Accountability accord, csiablishing actions e
Asseamend (CFAAT, sntisfactory to TDA o ';i'L
mmplement recommendations =
of the CFAA,
Meed 1o modemize 23 Presidency has submitted o feational Assembly has Imgreved begal Fransework _
noamns governing pablic the Matiomil Assembly a approved o Financinl for peblic financinl ﬁ =
fimancaal management. Fimancinl Administration Actministration Lyw TN % =)
Lavw, safisfactony to 104, salisGchiny 10 DA, "8
Limited coverage and 24 MHCT identifiead and MHCF prepared sotisfactory 100r%: of current
i wale presentalion disclosed 0l public funds in Tormail and content guidelines expendiiures classficed as
Foomiat of the rstiomal the 2005 national bisdget Tor the: 2006 national budze capitl expendituns in 2002
hudlget. document and inftioted proper | document, incleding are kdendified and clazsafeed z
classificamon of capital and sbendification of badgetary aml adlexquaely by 20605, E
recurrent e pencdiures, cxtra-budgetary fumds, ]
breakdowns of current and .
capital iramsfers, instimtional E
and lunchional classilcations, =

amd procedres for owipa
nepnrioreng and reponing.
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ACTIONS AND PROGERESS BENCHMARKS

Lead
Agency

Issue Mo PSAC B okl z.,an"s':m'h FRSCUI Outcomes ! Results
Limited instiowtbonal and | 2.9 Tmplenvented SIGFA MHCF agpraised and The Execative i nitiated Extended coverage of the
-F-n:uimnl_ eaverage of bud et Fornwubation anad vnbameod SEOFAS soceriny | SIEFASCLIT inapdemenation o Intcgrancd kil
the GHON integradted excoution aed accounting systems and proceduscs, asd [ individeal tmnssection level o managemcnt sysicm from 31 =
fimamncial managenen mvrclules in 31 central prepared stratepy for [MIFOM, IDE, FISE and public sector executing units m
system (SIGFA) and governnwnl agencies and extending SIGFAMCLT ENACAL. MHCP in 2003, 10 60 cacenting =
ey single sceoim institutbons; badged oiverage al individual implemented hwman sesousrces amits in 2H15, -
(O, execution figures are transaction evel to amf physical assets modubes of &
sccessible thirowgh noncoammercia | anpononmus SIGFA. E
Intermer. and decentralived entities.
Magional Treasary can Z0 Itrewdusced Sanphe Treasary Al Enterial revemses MAHCF prepored detniled cash || Al db Tunds ch hed Prercemtage of Foreign
oL FEMEE resomree Accownt (CLITY For all expenditures of the Coent Mow progrvmes. for bodgetary through public seclor entities | resources chanmeled throsgh
alliscations sirategically. domestic pulslic evenses Government are cf el 1 anal agresd are recorded in the CUT, in CUT increnses from 15% in =
and expendimres, throngh the CUT, MECT reconciliation proced conrdination with GOMN 2003 b0 [O0FS: an 20N05, &5
imitigted inirodoction of with the revenus sdgmabory agenscies and =
externally funaded revenoes administration agencics, 1he wimmors, &
and expenditures in the CUT, | Central Bank and other =
depuosiiory hanks, ' =
Week intemal comtned AT The Exccwlive prepared ard Action plan o srengihen Incrense expencitun:
and imtermal asli funded action plan 1o imtermal controls and ivemmal tracking fooem O mstinstaons
capaaity in spencling strengthen intemal controds aclits is wnder i mplementation, | in 2002 o 10 nsitions in =
entitbes, and rndermial amadits in @ least anl feedivck Fraom contimeesd NS, E
10 o centeal govermiment exocution of expendinem =)
insaiutions, snsd initisted tracking surveys is E
enccution of GOM-led imgorporated. ==
cxpenmdiiune trecking Surveys. =
Inadequnte govermanen 2z M HCF restrcibaned MHCP presenbed enbanced Ll o paymment arrears has
finomcial siatemwems, BUETnen] scoounling | el gt execution nepon for sceem pedlced Twoan 1060
Tunciom wy focus on analysis 2006 il the saone detoil as milTbom comdobas in 2002 0
and reporting, and preparcd the: badpet docwment, The &0 milliom im 2005, =
an “enhanced budpes Exccutive has enlonoed medits =
enecution mepon™ for 20, ol pablication of finnmcial The: execation of domestic &g,
imcluding a caxh balance stasemments of public seclor amll extermal resources =
reconciliation, historical ey lized and CHENOMES registersd mone sccurmtely "":,':"
revenmeexpenadineme fremls, enlilies and Atie enlerprises as through o closer Aupervision =
and level of payment arrears. of December 31, 2005, of Cenfral Gowvermment
instinations
Pulbdic Sector Procurement
Lack of aceesibility 10 ENE] MHCP Ieas macle govermend MHCE has intcgrated info Easily available informaion |
imformation on public contracting infoemation (e- S1GFA goverment conlracting on pubhlic procusement 5o

DECGCUreCIenl,

disebosure ) avibable on e

indormaation (e-disclosurc amd

IsCreaRes transparency and
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ACTHONS AND FPROGRESS BENCHMARKS

- No. PsAC Jmsct mscr PRsC I Ovtoesmc  Rezole i
mernet, government purchases module | bowers ensis s public sector
{c-parchase). through increased
Competitiogn.
Brocuremem law 323 214 Fresidency bas submitied o Morional Assembly has Tmpreved procurciment kv
ardd it regubations il the: Matiomal Asseanbly approved amendments 1o Law | and repulotions fosiers
s e improved in line amendments o Law 323, 323, matisfaciory to A, increased efficiency and &
wilh Iﬁlrmummul salisfaciory w 114, mcorporting CPAR TFSISRAPERC Y T [cumement E
practices, incorpoesting CPAR recommmemlions and the public iansactions. &
recoimmendations. Presadency has e its T
cowresponding regulstions. =
Public sector bidding is 215 MHCT has approved standard | Standard bididing documends Thecrease intime of public
costly and complicated. hidding docaments, ond they | are being used in 30 additional | parchases,
are beang used by all cenral municipalities and other L.
EOVETTEnT Agpaivsics, 12 brasclees ol government have {;':*
municipalitics and & slartesd o wse them. =
AL ONENTIRS ARECIS.
Uncertainties reganding 2.06 Presidency has approved an .
OEF competencies kel Execmtive Decres esiablishing Lk
1o potendial duplicaions competences of CEF, R
with oiher agencies. -
Clivic Engagement and Transparcncy
Dafficaliies in accessing | 207 Mational Assembly has Law om Aceess 10 Informeation Citizsis secess o public —
imformma o des nob allow approved a Law on Acosss o has been implemesied. adminisiration increases s B
fi propor nonioring of Information, satisfactony transparency in public é (==
prablic acrions., e, TnAETEL, s
Lack of systematic 208 Invtnaved design of o system SECEP has submitted do 134 0 | System of Monitonng amd Syetem of Monitonng and Ciowverument, civil society
imfiorena ion on povery b et or Hlie progress satisfactory proposal for the Evalusstacm o Evalaation of and domoss have nesessary
indicalors. masle Bl achdeving establishment of 3 System of PREPSNDEMDGTRSC FREPMIEM DG PRESC imformation (o sysiematically
FESF ohjectives (SIMASIF), | Momitoring aod Evaleaion of targets apd poals has been targels and goals is eviluale impact of poverty B
PREFNDVMDGPRSC implemented at the national implemmended at the resluction efforts, )
targeis and goals, including leved. departinental level inoal beast 5 ]
criteria for targeting aml departients.
priomazng.

Povaerty Analysis
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ACTIONS AND PROGRESS BENCHMARKS

PRECT

PRSCI

PRSC 11

Lead
Agincy

Issme Mo PSALC I* Tranche oy he Otenmmes  Resulis
Information on ﬁ.'if’.‘.!l 219 Prepare PRSP Progress MHCT has estabhshed a SECEF has submitzed o 04 | SECEP has subsaiited o 1A Increased ownership and
and Pty redicing st SLECIONY SYaEChl i ihe 200G PRSP progress i J0E FRESF progress report, | better timeliness of Pabiic
-;:..-md:lun.:s e marionng poverty reducing repaort, inchuding an amalysis including an analysis of public Expenditure Reviews, Clear
alifficult 10 imcerpeet and and teztal public expendinunes, of public expenditure in expenditare im general and and opporiune information
untimely. hnsed on the information general and poverly reducing | povenly reducing cxpendinres on poventy capenditanes,
provided by SKGFA, the F55, expenditures amd progress and progress powarnds achaeving
the critesia for poverty torwands achieving the thee PRSP MIDGTPRSC wnscts. =
reducing expenditune agreed by | PRSPIMDGIPRSC targets, AL | ALleast 5 quartcrly fahbcs in =
the basd et advisoey groap and least 3 quarterly tables in agreed formsl, showing tofal ]
the: innplementation of the agneed fommal, showing tolal pubdic capenditure and poveny o
Treasury’™s Singh Account paiblic expemsdature aisl reduction expendiiures, have E
The Format for the 2004 hudger | poverty reduction sz suberatted io 1035 =
has alowed fod clear CRDETN ST, Ve DT
referencing of poverty subumitbed 1o 1114,
expen ditures v HIPC debt
rehied, in accordance with F5S
re el tion:
Polivics are adoped 220 SECEP has completed Poverty | SECEP has completed Folzcies ane adopsied
without price amslysis of ardl Social Toypact Analysis of Poverty and Social Trmpact follewing analysis of duic
iheir polential g om tax refonn wnd of slocarion Analysis of pablic inwestment imnpuset o the poeor and
th poor, o progpram ancd incoeporaed the Apperoge aciions s -
fausdings of all previoms incorporated in the PRSP, =
PSLA's into PRSP actions, o
through the 2003 PRSP
Progress Repon, presciving
fiscal consissency with: the
s es onamic. framework, —
Decendralizadion
DN e FISE Dwe Z.Z1 Lvermmenl s ol 1 A Hezal nawn has besin Bilperary exacuiion relkeces ITSEELI e PISE aclivilies
sumnilar mandates and IDA & formal apresment apgroved inaking the formal ithe new legal wonm. are complomenlary. =
cluplicate sctivities, beiween INIFOM and FISE apreement legally binding and | Decentralization benchmarks g
defining the respomsibilities of is reflected in the 2005 cormesponading to 2005 have &
ench Dnatitution, in relation 1o sdget. Decenralizaidon bezn nehieved. -
their support o municipalities benchmarks cormesponding Lo =
andd thegir bovel of ihe: first semester of 2004 =
thecendralizakion, have been achieved,
222 Fizcal Transfers Comanizsion

s ddefimed the procedunes for
the: fiscal vear closune of
municipal badgets,

MRCR
INEFCM




ACTIONS AND PROGRESS BENCHMARKS

s

Lead
Agency

Baezgral prowisions fon
participatory plannimg of
rnamcipal mvestments
are na always appleed,

PRSC1 PRSC PRSC I
Mo FIAC 1* Tranche 2™ Tranche Oulcomes / Recalts
2% Presidency bas approved Al lenst 506% of all
regulations o the Municpal mmumicipalilies applly legal
Law establishing o provisions for panscipatory
methodology for participatory plarmang of manici pal

marmicipal investment
planming, satisfactory o A
and KW

iAvesinenty moa consisient
LT

FISE [ IMNIFOM
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PREC Objective: Improve quality and covernge of social services

Basie Bducation

A HUMAN CAPITAL OF THE POOR AND VUOLNERARLE POPULA TION (Pillsrs 1L amnd 11 of the PRSE)

Crvernll Owcome:

L. Primary cosmpletion rase has improved from 3859 in 2002 o 449% in 20005
2, Mational coverape of potoble waler has incressnd From 72,8% m 2002 w0 76% in 2005
3. Maternal mertality rate has decreased firom D00 L0 in 2002 1o SOCTO0GKNE in 2005

Shver imiplemeniation of I N |
the Schowsl .-"«.ul-:5|'||,1r|1:g.I

Lawe. |

School Awlonomy [.aw (I,q.-
e Participacion Eduentiva,
M. 413} and its regulation
(Decretn 46-HEE) were
appraved by the Mational
Assembly wnd signed by the
Prosident; trained RN
schsd conmcil members o
their respoasibilities ander
the mew lvw aned ibs
regmlation; 20HM} copics of
new b puhlished and
dlistribeted b sclosnl
coancls, parents, mnd
education staffs S0 of
public schnals receiving
direct Timancial transfers as
provided mader the School
Aoutononny Law and jis
regulation for managing
wchools, amd said schoals
have been given and are
exercising the power of
hiring and firing tenchers; o
pib program to analyee the
elfects of implensenting the
Sclyod Antonomy Law and
s regulatbon is heing
inmplensented.

SulTicient fuvadcing for the

incarporation of SO0
wlditinnal schools inbe the
Participatory Edwcolion
Regime in 2004 has been
puaranteed.

Matioml Assemibly has
approved a DS budget
that allows for the
incorporation of 1,150
aulditional schoaks into the
Participatory Education
Rgime,

My arrears exest in the
exnecution of budges for he
financing of the: schools in
the: partcipatory educition
g, ap i the date of
Boord Preseaitation.

Mumher of childoen who finish
prigmery s hol imofoypears has
inceoeased from 3855 i 2002
I 44 % b 2005

MECD
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ACTIONS AND PROGRESS BENCHMA RKS

Lead
Agency

FSAC PRSCI PFRSC T PRECTI
Issue Mo, 15t Tramche 2nd Tranche Ortenmmes ! Rewulls
The lack of cvaluation 3z The Ministry of Ediscation has | Natwmal Asembly has Minisiry off Education has Troproweed gquality of education
of the quality of disseminaied the resulis of the | approved counterpart funds publicly disscminsicd the lezls 1o increas: in student
educational rervices mationa| siandardized iests in For exiemnally lnanced results of the 2005 tests, achievement, as measured by
leads ta low Spanish and rethernatics of | standardize: tcsts in Spanish advancement ran: for Grade 3 | 5
necounisbility and poor third and sixth praders, amd has | and Mathematics for third in rurnl schsels s incseased a
goweTmance in (he given feedback 1o all praders in the 2005 hisiget, from B0 in 2007 10 82.6% =
educational sectors participating schouls, i S,
Dispersion of denor 33 Education for ALl - Fast BB has presented o domors Donor assisiance is channcled
MLAMURCES t:'a_di (] Track Initiative (EFA-FTT) a Memarndum of b comaniry-cramned pationsl
imefTiciency in e use strategy for improving donor | Unederstanding and & siraliegy within the o
of the resowrces in the conrdination agreed with mwbiannmgal plan { 200406 for govemment”: bodpet eycle. i
sethor, loal donor commanity, the financing of basic =
eduation, linked e results,
Healil
Ovver centralization and | 3.4 Approval by Nations) MIMSA has initiated MINSA has adopied crtena MINSA is exercising its
inellicient wse of Asserbly of Genernl Health | implemeniation of the Genesal | for iesource allocation, based supervisory role in the
reseurces in health Law {Ley General de Healih Law and draft on ihe SILAIS needs. application of the General
FERTE S Salud); implemenied a regulntions have been issued Healih Law, SILALS and
resubts-lused mammgement for the: decentralization and hasptals have adequate -
system for basic health care | strengthening of managemend finaneial management =)
in 13 municipalities. of SILAIS and hospitals, capacity. g
Bevier targenting and more -
efficbent use of fnancial
rerources For bosic kealih
SCTVIOCR,
Lo access of poor b 15 MIMSA hasofficially MIMEA implemented o secior | Greater acceass of population o
healih andl aulnion adopied and disseminabed the | strategy o conndinaie donor healih and nuirition services in
PRRErAme. Maticmal Health Plan, assastance, based on the pr ancas, as muesuned by o
imelucling linancial Maticnal Health Plan. percentags of institutional o
praopections kor ils binhs which has increased E
imiplementation. Frovm 25995 i 2002 1o (1T

in 05,
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ACTIONS AND PROGRESS BENCHMARES

Agency

s Mu. PAAC ls!ch L_ ZJETW Il::ll.! PREC I Drutcomes | Resalts
N Muzthodobogy for the MAITMEA has approeeed the BAIMEA s inaplemenied the Trvwrmundzation {B50 of
evaluation of PHC programs basic health amd nucrition new medel for the delivery of | children increased from 93.2%
hos heen defined. rervices mindel, based on dhe bagic kealth and rsrtion in BNE o R in 2005, Polio
evaluation of existing services in the commuandties irnammization has icneased
IrCErans, prioritized by the SWAP. oo B5. 3% in 002 b b 5%
im M5 Redoction of deaths
BAIMS A officially has of children from respiralony
actopied and disseminated the illmess down fooen 1L m
Maricomal Health Flan, ZHI2 to 9T in 20
inclading financial
projections for it
impleamemation,
Peoypulation
Population podicy iznot | 5.7 The government instiuion BAIMNEA b adiopted an MIMNSA has initiated Population paolicy
being, implemcnied, and respaonsible for coordinating upekated mol-secioral sction implemenation of the sction i omporated dnio nationl
high correlation of amd Folkrwing up an the plam 1 execuie the populstion | plan ancd the establishesd primary healih cane program =
number of children and implensentation of the policy with monitorable goals, | objectives up o the o Facilitate women™s choices =
vy, pogralation policy has been accrmpanied by a sulficient disboracment date have baon and infrmed decisions =
e fimexl. andd qustaimable finanos plan. achbewed. concerning, Fammaly planming
needs, as measared by
38 Ciovemmanent has, approved ihe MINSA has impdemented the increase in demand for fanily
Reproductive Health Stestegy, | Reproductive Henlth Strategy planing services from 1985
and the Minisiry of Health bas | omd insegrated it inne the i 2002 4o 24 8% in 2005,
imteprated tints the primay primary health model in
heslthy provizson mwxlel, priositized SILA LS.
Water and Sanitation
Insufficient scoess o ER The estirmated percentage of COMAPAS has approved a The: Mational Water and Increase in natiomal coverage
waker amd sanitabion ihee todal national Matioml Waler and Sanatation Strateny have been of potable waler serviees from
serviees, cspecially population scrved by Sanitation Strategy, implemented xnd its progress TLE T in 2002 10 THE in
ammnge the: poor, potable water connections aceeptable o WA sl KM, and achievement of targels are 2005, Increased in waler e
has increased by st least 1.4 which defines, among other aceeplable to DA and KW, services for rural dispersed =]
percentuge prints per year thimgs, the role of ENACAL areas from 408 in 2002 o =
in ench of 2000 aned 2000 ; in the urban area and of 54% i 2005, §
thee prrcentage of the total FISE in the rural arei. Tncrease in urban popalation =
national papulation with wilth access 0 sewage nom ]
Aocess o smnitntion services 2.7 Ao 2002 to A3 in =
has increased by 0.7 2005, -
prercenstage poinls per year

over the period 19982001,
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ACTIONS AND PROGRESS BENCHMARKS

Lead

Agency

approach 1o social
protection programs
dilupes their innpaect.

framework for the design of
ihe social protection policy of
MNicaragaa.

a Bocial Protection Paicy
(Solidaridad), spisfacory b
DA, incheding a plan of
action for strategic wrens.

S-wear implementation plan
Tor Solidaridad, including
limancial progecrions that have
bezzn imeorporated into the

RATELE Tredamreeniabisas

implementex in accomdance
with plan and budget
allocation.

chibdeen (0-5) is redeced from
L7 8% im 20000 10 16T in
20,

PSAC PRSC 1 PRSC I PRSC I
fasue Mo 15t Tranche 2nd Tranche Outcomes | Results
M by inerease N 1] Mational Assembly has The: biddding processess lor the Efficicncy of water and
efficiency in the imitiated the dascussion of a imaragemenl comntracts have sanilation services in Jincga
pravision of witcr and new water law which weald been carmed oul, contracks amd Matagalpa increased as
SATH LAY Servioes. allovw signing management have been awsrded and esiablished in management
ooty for swaser and winming bidders have staned contracts improving the gualiny é
sambahion services in o operote the water and of the services to the %
Matagalpa amd Ti e, ancl o sy in pogralation. E
the operatson of the Manapaa Matagalpa and Jinobepa and
Sewage Treatment Planl ithe Manapua sewage
ireinmeend priand.
£ An instituticnal strengthening Matiomal Assemibly has Operational efficsency of
programm for ENACAL, passed o e Pt o 1o EMACAL has incressed,
acceplable i XA and KFW, EMACAL s Law, allowing tarpets estahlished with IMAA
las Iseen presented wo the the fizm b collect delinguent have been achieved and quality
Economic Cabdimet For accounts including through ol services s the jopulatinen
approval, lezal means and ENACALS Ieaas pmproved.
imslibutional stremghicning
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ilnplemq,-_nlnl, m unlnpli.arsu_' é
with its perfonmance targets. =
=
3]
iz M A s imitiated s Improve regulation of the
supervisory rode over wealer Recion,
EMACAL in accordance with
the General Morm for the
Regulation and Cootre of
Potabde Water and Sanitation
Services,
Imsu Micicnt Mnancisl 303 Thez parifF mepime has boen Increase in financial
swstninshility of warer adljusted on the basis of the sustaninability of the sector,
amd snilation services, firedings of & PSIA of the el
waber sector reform and other =
slndies.
Social Protection
Lack of a coherent 304 | Presensed a draft concepiual Social Cabinct has approved | Social Cabinel has presented 0 | Solidaridel has been Chronic malnutrition of
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rsAl PR&C T PREC 1T
Issue N, I8t T " 20l T " Outonmes { Resulis
iargeis for Solidanidad wp 1o
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Ieen achueved.
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Crverall Duteomse:
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FRSC Ofgective: Promose inchisive coonomic groveth 2. I of non Erailitional export has mcreased froom 100 in 2002 w00 1076 in 2004
3. Waloe of foredgn privite investment has increased from USS204 million in 2002 0 USE237 maillion i
2005
Suppartive Environiment For Investment and Growils
Meed t determine amil 4.1 Launched study o deterinine The: Presideniinl Program for the reduction af Walise of forcign privale
fgrec on lop prioities in profibems and priority sctions | Compeliltiveness Commishon | adminisogive barrors with » imvessmens has imcreased from
reform of the for seloclod chusters; created 8 | has staned mecting repulardy, | time-bound action plan has LISS204 mmil liom iin 2002 10
inveslment clinmste. spescialized Invcstiment been agioed witls privae UISS2IVY il licom @n 20K05
Frownmotson Cosmsmssion (Pro- sgwtew anad IT3A smd
Nicaragua) io cnhance T
IRt peosmotion cffon.
while: CE has been focused
better on caporn
agrend 10 ihe
Iunch of an Adminiarative
Basriess Assesment and o an
Investment Climane g
Assesment, =
4.2 The imvesium=n o T has boen recsrgand el anc E
apency. Pro-Micarapua has iranaformed into an expon =
T b lumciom. [N AETnC Y.
41 Carvermment has cabomitied o Actaons as aprocd an Letser of
A & Leticr of Bntcmt for ghe Indcmt anatiatod
developrment of the
srvestmend chmadte. moiudang
& tnmee-bound scteon plan
basedd on the
recomamendations of the
lwveatiment Chimale
Adnesaeil
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Ivme M. 15t Tranch Sead Tirmemsch Chateranues § Resalis
Lack of competition low | 4.4 Presidency has submited 1o Regulations of the Tt agency has indleated 5
and agency to enforoe it the: Maticanal Assembly n : iom Law, satisfoceory | imbustey o o sgrecilin
mjum:mn_rmd Competition Law slislsiory 1o A, have been been anvestiudions on competition
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electrification coverage.
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PREC1
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roaals increases
ramspior costs and
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-
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coniracinrs
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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 | Approved October 2001 September 2001
HIPC Completion Point March 2005 January 2004

PRGF 2002-2004
IMF Data of Arrangement PRGF 2004 PRGF Dec 2005
IMF OFF Track From 2001 to 2004{From 2004 to 2005
PRSC | Data of Arrangement May 2004 December 2003
PRSC OFF Track - 2005
PRSC | Amount Approved U$S 58 million | U$S 70 million
PRSC | Amount Drawn U$S 58 million | U$S 66,5 million
PRSC Il 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$ 681 740
million)
Total aid as
grlggortlon of 8,21% 15%
(percentage)
IDA 144IDB 108
Japan 103|U.S 102
Spain 95|Italy 81
The 10 biggest  |U.S 88|IDA 66
donors and the |IDB 43|Spain 60
amountofaid UK 30|EU-Comission 53
(US$ million) 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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