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Executive Summary  
 

Debt -for-nature swaps (DFNS) involve an exchange or cancellation of a foreign 
country's debt in return for the debtor country's commitment to use a given amount 
of local currency funds to protect national parks, establish environmental education 
programs or train people in natural resource conservation and management.  

DFNS have been used worldwide since the 80´s and the first record we have dates 
back to Bolivia in 1987. During those years, many commercial banks and 
multinational corporations found this to be a cheap way of financing new 
investment and reducing debt at the same time.  

However, although in the market for 26 years now, DFNS are not as common as 
one could expect. Their practical application can be a quite complicated process 
involving as many as twelve steps. It starts with a common interest from the 
creditor and the debtor, followed up by serious negotiations, the draft of a formal 
debt conversion agreement and finally executes the conservation program. 

On the other hand, nature is starting to be scarce resource and more valuable 
every day. Therefore, I believe DFNS have a lot of potential and can become more 
widely utilized if properly structured and understood by all parties. 

Foreword and purpose of this work 
 

From June 2010 to June 2012 I worked for the Fundacion Vicente Ferrer in 
Anantapur, (Southern India) and I am currently collaborating with Unicef in 
Mallorca. Although I have learned many things during these experiences, I believe 
two lessons to be particularly relevant to this project: 

 Firstly, we need to acknowledge that beyond the economic figures commonly 
used, there is an individual face behind each statistic. We all know there are 
millions of people that live in very hard conditions, but we sometimes forget that 
poverty has many faces (ie; gender, environmental, health and children), and 
that we need to keep the “human” approach at all times. 

 Secondly, it is quite important to see things globally, and not limited to what you 
see. A holistic approach is very effective to face challenges such as external 
debt, environmental challenges and poverty. In this context, specific tools such 
as DFNS can be very successful. 

Over the years, the debt crisis has brought attention to the importance of the debt 
at a global level, especially in middle and low income countries. Now, the current 
financial crisis has heightened awareness in developing countries of the 
importance of managing their external debt obligations. 

Lately, the external financial options available to developing countries have 
evolved, sometimes requiring solutions that face not only economical problems but 
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also environmental and social issues (for instance DFNS). Therefore, the purpose 
of this work is to (1) provide a context for DFNS in a global perspective and in 
relation to issues like poverty and environmental challenges (2) understand what 
are DFNS and how they work (3) illustrate a practical case from Ecuador and 
Spain, which deals with education and the environment (4) briefly outline the pros 
and cons of DFNS and (5) provide some open issues and concluding remarks.  

Hope you enjoy it. 

Abbreviations 
 

AECID 
DFNS 
ELAC 
DAF 
DCDB 
GDP 
GNI 
ICO 
MDGs 
OHCHR 
UNEP 
UNCTAD 
HIPC 
MDRI 
PV 
EURODAD 
ODA 
UN 
PPG  
TFCA 
NGO 
IDA 
IDS 
LIC 
LDC 
LMIC 
UNICEF 
WFP 
SEGIB 
CME 
ODG 

Spanish Agency for International Development Cooperation 
Debt-for-Nature-Swap 
Economic Commission for Latin America and the Caribbean (CEPAL) 
Spanish Development Assistance Fund 
Debt Conversion Development Bond 
Gross Domestic Product 
Gross National Income 
Spanish Official Credit Institute  
Millennium Development Goals 
Office of the United Nations High Commissioner for Human Rights 
United Nations Environment Programme 
United Nations Conference on Trade and Development  
Heavily Indebted Poor Countries 
Multilateral Debt Relief initiative 
Present Value 
European Network on Debt and Development 
Official Development Assistance 
United Nations 
Public and Publicly Guaranteed 
Tropical Forest Conservation Act 
Non-Governmental Organization 
International Development Association (World Bank) 
International Debt Statistics (World Bank) 
Low Income Countries 
Less Developed Countries 
Lower Middle Income Country 
United Nations Childen´s Fund 
World Food Programme 
Iberoamerican General Secretary(Secretaria general Iberoamericana)
World Education Campaign (Campaña Mundial por la educación) 
Debt Globalization Observatory (Observatori Deute i Globalització) 

 

 



Debt‐for‐nature Swaps by Sue Ferriol Gil                                                                               Page 5 of 54 

Methodology 
 

I have followed a 4-step methodology for this project: 

1. Comprehensive research using publicly available information, academic 
literature and economic journals.  

2. Due to the high political content that may involve a DFNS, the sources of this 
work have been chosen carefully. They include UN agencies, well-respected 
organizations and NGOs (see bibliography).  

3. Specifically, the majority of the data and figures have been retrieved from the 
most recent World Bank data online available (2011) and the values are in 
American dollars. Data has been complemented by other official economic 
sources. 

4. I have widely utilized specific terminology. To be coherent, most of it comes 
from one source, the UNCTAD (UNITED NATIONS CONFERENCE ON 
TRADE AND DEVELOPMENT, 2013). It is explained in detail in the glossary 
(page 36) and the abbreviation index (page 4).  

Any other specific methodology used in the project will be explained when it 
appears. 
 
Scope of work 
DFNS is a wide and a complex subject, therefore this work focus more on 
developing countries of Latin American, supposed that are member of the Paris 
Club. 
 
Regarding the Flowcharts, none of them is from external sources, this means they 
are all an original creation by Sue Ferriol; in fact they have been elaborated 
exclusively for this project. 
 
Finally, as reference system it has been used APA American Psychological 
Association (sixth edition). 

1. Context of Debt for Nature Swap. A global perspective 

1.1 The debt problem and the negative results on environment 
Some debtor countries are dealing successfully with their outstanding debt 
obligations, but others are having a difficult time paying the interest due on this 
debt, and also the loan principal. A major difficulty for borrowing nations is that 
payments on these loans must be made in United States dollars or in another hard 
currency, obtained primarily by selling exports for such currencies. This requires 
debtor countries to increase production of export commodities or develop non 
traditional exports and goods that can be traded for hard currency. As example 
below it shows the top ten borrowers: 
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TABLE 1 Top ten Borrowers-External Debt Stock 2011and net Inflows 

 

 

The table above shows that the external debt of developing countries is heavily 
concentrated in ten middle-income emerging economies.  From 2005 to 2011 
the top 10 borrowers commanded between 56 and 65 percent of annual net debt 
inflows to developing countries (THE WORLD BANK, 2013) Net debt inflows to the 
to 10 borrowers fell in a average of 2 percent in 2011 from 2010 to $3.2 billion 
compared to a 14 percent fall for other developing countries combined. 

There was a wide disparity in trend among the top ten borrowers in 2011 ranging 
from a 29 percent increase in net flows to India as compared to a 67 percent 
decline in Turkey. China dictated the global trend, it’s share of developing 
countries’ net debt inflow remained dominant, 27 percent in 2011 up from 24 
percent in 2010. 

The top 10 borrowers accounted for 65 percent of the end 2011 external debt stock 
owed by all developing countries 

 

It is important to note that these ten countries (heavy borrowers) are emerging 
economies, with solid capabilities to repay the debt.  

We can also differentiate the debt according to the type of creditor: private sector 
non guaranteed borrower or public and publicly guaranteed borrowers. This is 
illustrated in the table below. 
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Graphic1 composition of the debt table 2011. Middle income countries  

 

Viewed from the 
borrower perspective, 
trends in net debt inflow 
differed sharply in 2011. 
Those to private sector 
borrowers proved 
resilient and increased, 
albeit by a moderate 4%, 
in 2011 to 363 billion. 

 In contrast net inflows to 
public and publicly 
guaranteed borrowers 
plummeted by 36% to 
$101billion. 

(THE WORLD BANK, 
2013) 

However, there are other countries that are HIPC (Heavily Indebted Poor 
Countries) because they face an unsustainable debt situation after the full 
application of the traditional debt relief mechanisms (such as the application of 
Naples terms under the Paris Club agreement).  

A country's debt level is considered unsustainable if 1) debt-to-export levels are 
above a fixed ratio of 150 percent and 2) where countries have very open 
economies where the exclusive reliance on external indicators may not adequately 
reflect the fiscal burden of external debt the debt-to-government revenues are 
above of 250 percent. Source: (THE WORLD BANK, HIPC INITIATIVE, 2013). 

TABLE 2. 34 HIPC Listed by country 

Afghanistan 
Benin 
Bolivia 
Burkina Faso 
Burundi 
Cameroon 
Central African Republic 
Congo, Dem. Rep Of the 
Congo, Rep. Of 

Côte d’Ivoire 
Ethiopia 
Gambia, The 
Ghana 
Guinea 
Guinea-Bissau 
Guyana 
Haiti 
Honduras 

Liberia 
Magadascar 
Malawi 
Mali 
Mauritania 
Mozambique 
Nicaragua 
Niger 
Rwanda 

São Tomé and 
Príncipe 
Senegal 
Sierra Leone 
Tanzania 
Togo 
Uganda 
Zambia 

Source: (THE WORLD BANK, HIPC INITIATIVE, 2013) 
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Specifically, to analyze Debt Sustainability we can use five different types of tools: 
Present Value of debt-to-exports, Present value of debt-to-GDP, Debt service-to-
exports, Present value of debt-to-revenue and Debt service-to-revenue. 

TABLE 3 HIPC Debt Indicators 

Debt indicators of HIPS have 
substantially declined since 1999 

 
 
 
 
 
 
Data are simple averages, and subject 
to availability. In this average we include 
36 countries: 34 HIPC (completion 
point) and Chad and Comoros (Decision 
point). 
 

 1999 2011 

  PV of debt to exports 457% 78% 

PV of debt-to-GDP 114% 20% 

Debt service-to exports 18% 4% 

PV of debt-to-revenue 552% 112%

Debt service-to-revenue 22% 6% 

 

 

 

Poverty-reducing                                                                    
expenditure to               1999                                  42% 
 government revenue                     
                                     2011                                         54%   
 

 

 
Poverty-reducing                                                                    
expenditure to              1999                7% 
  GDP                    
                                     2011                          10% 
 

 

                                             Source (THE WORLD BANK, HIPC INITIATIVE, 2013)   

 

 

 

 

 

As it shows on the 
left, the HIPC 

initiative and the 
MDRI have 

contributed to 
increased 

poverty-reducing 
expenditure in 36 

post-decision 
point HIPC*1 

 

*1 Subjet to data 
availability 
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DFNS may help alleviate some of the hard currency pressures for these countries 
by converting international hard currency debt into a debt instrument that can be 
paid off with local currency. However, depending on the individual country´s 
situation, while it reduces pressure to earn money through exports; this may 
contribute to the country's domestic budget and debt obligations. 

What was formerly a foreign obligation becomes a local debt obligation. 

Regarding the negative results on environment from pressure on debtor countries 
to pay their debts, we have to keep in mind that the debt problem compounds 
renewable resource degradation problems in some debtor countries. When some 
countries rush to obtain hard currency by increasing production of export 
commodities to pay off external debt, they may put additional pressure on already 
marginal lands and deteriorating renewable resources. Many debtor countries have 
policies that encourage developing renewable resources for export production such 
as harvesting tropical forest timber, or expanding pasture lands for cattle. 
 
These policies may generate short-term income and hard currency, but may also 
cause severe environmental impacts that erode a country’s resource base, 
potentially undermining sustainable production and possibly threatening long-term 
economic, social and political stability. Domestic budgets are also under pressure 
to reduce spending in every possible area in order to provide for debt payments, 
and this means reduced funding for management of resources, conducting 
research on sustainable production methods, and protection of areas on parks or 
reserves. 

It was estimated that in 1991 nearly 60 acres of tropical forests were destroyed 
every minute. At that rate, the world’s remaining tropical forest would have been 
destroyed within 50 years. The current deforestation rate is subject of a lot of 
controversy, and has been combined with issues like global warming and the 
increasing use of renewable energies.  

Whatever the current rate of deforestation in the tropics, it not only affects the local 
and regional environment and economies, but is thought to have an impact on 
weather, climate and hydrological cycles. In addition, tropical forests are the 
world’s richest reservoir of biological diversity. The worldwide population now 
depends on the tropical forest for medicine, rubber, fibers and hardwoods. 

As a result of the severe economic costs associated with the rapid destruction of 
these forests, the value of tropical forests as part of the global commons, public 
and private environmental and development policies that have traditionally 
supports export-led growth. 

1.2 Historical overview and reaction to the debt problem 
The international debt problem became a crisis worldwide in 1982 when Mexico 
announced that it would not be able to make payments on its international debt. 
Since that time, more than other 40 countries have made similar announcements, 
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and many commercial and public financial lending institutions found themselves 
holding vast sums of potentially uncollected foreign debt. 

One market response to the debt problem was the appearance, in late 1982 and 
early 1983, of a secondary market for commercial debt where banks could trade or 
sell their commercial foreign debt at a discounted rate.  

Debt equity swaps using this secondary market became increasingly popular 
during the 80´s as many commercial banks and multinational corporations found 
this to be a cheap way of financing new investment and reducing debt at the same 
time.  

As we can see Debt equity swaps were created before DFNS. The interesting 
issue is to understand how the link between debt and nature appeared. At the 
beginning, conservationists were the first to make debt-environment connections 
and seriously consider a solution that would reduce debt, and at the same time 
help to increase their ability to fund overseas conservation programs.  
 
In 1984, Thomas Lovejoy of the World Wild Life Fund (WWF) wrote an article 
(Lovejoy, 1984) suggesting discounts or credits for debtor nations that take steps 
to solve environmental problems. Later, the WWF and other international 
conservation nongovernmental organizations (NGOs) began to work toward 
making Lovejoy’s idea a reality. By August 1987, a United States based NGO, 
completed the first DFNS.  
 
This DFNS was between the Bolivian government and an NGO called International 
Conservation which together with a Swiss bank acquired US$650,000 of Bolivia’s 
private debt at a cost of US$100,000. The Bolivian government swapped the sum 
at US$260,000, investing the money in an investment fund for the protection of 
biodiversity, more concretely to protect its Beni Biosphere Reserve.  
 
This deal was very controversial at the beginning; many Bolivians thought that it 
was a sovereignty problem. There was however, no transfer of land ownership. 
The Bolivian government was slow in dispersing the local currency funds, and 
controversies were arisen over the development use of the buffer areas (Occhiolini, 
1990) 
 
Show case Bolivia 
Commercial DFNS 
Date of agreement 13of July 1987 
Face value of debt 650.000 
Purchase price 100.000 
Conservation Funds 250.000 
Purchaser-donor Conservation International (CI) and Frank Weeden Foundation 
(100,000) 
Purpose: Increased legal protection by legislative enactment for the 334,200 acre 
Beni Biosphere Reserve and the adjoining Yacuma Regional Park and Cordeveni 
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Water Basin. An additional 2.8 million acre buffer zone for sustained development 
and use in Chimane Forest Reserve, creation of a 250,000 operational fund to 
support programs in the reserve and buffer zone.  
Other terms Debt purchased with assistance of Citicorp.  
Bolivian Inter-institutional Technical Commission established. Bolivian Government 
paid 100,000 in pesos (with delay). USAID paid 150,000 in pesos from local 
currency PL 480 funds. Dispute arose over the allocation of forestry concessions 
and indigenous peoples' access in the Chimane forest reserve.  
Beneficiary La Liga de Defensa del Medio Ambiente (LIDEMA) (project executor) 
 
Flowchart 1 DFNS at a glance. First DFNS in Bolivia. 
 

 
 Sources: (WORLD WILDLIFE FUND, CONSERVATION FINANCE, 2003) 

 (MOYE, 2001) 
Elaboration: Sue Ferriol 

 
Since this initial swap, other countries have arranged similar debt for nature swaps. 
During the 90´s the use in general of DFNS decreased in countries such as the 
US. However, other countries like Spain started to participate in a active way to 
use this financial tool. Concretely, during the first decade of 2000, some of the 
swaps that took place happened between Spain and Ecuador (described later) and 
Spain and Honduras.  
 
In the case of Honduras, in 2005 the country swapped as much as 140 million 
dollars, over a total debt of about 4.000 million dollars. This figure accounted for 
3,5% of the total debt, and over 10% of the country´s bilateral debt.  

In both cases, the impact of the DFNS was relatively high compared to the total 
debt of the country (VERA, 2007) 
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1.3 Beyond the figures: Debt and United Nations Millennium Development 
Goals  
Forty years ago, at the first UN environment conference in Stockholm, the then 
Indian Prime Minister, Indira Gandhi, said: 
 

“Poverty is the worst form of pollution” 
 
The circle of poverty, environment and debt has been a central issue for a very 
long time now. This was understood to mean that poverty must be alleviated first, 
and then we can worry about pollution (GERMAN DEVELOPMENT INSTITUTE, 
2013) 
 
Similar arguments can be heard here at home: environment and climate protection 
is only for those periods when the whole economy is growing. The link between 
poverty and environment is directly related: there is no bigger, more serious 
problem than poverty, which threats human welfare and, in turn, environmental 
conservation.  
 
Since they were first adopted, the Millennium Development Goals (MDGs) have 
raised awareness and shaped a broad vision that remains the overarching 
framework for the development activities of the United Nations. Achieving the 
MDGs requires equitable and inclusive economic growth —growth that reaches 
everyone and that will enable all people, especially the poor and marginalized, to 
benefit from economic opportunities. 
Also, more determined steps are required to protect the ecosystems that support 
economic growth and sustain life on earth.  
 
The flowchart below shows the MDGs. Targets in orange are from MDG7 and 
targets in orange are from MDG8. MDG7 is mainly to ensure environmental 
sustainability and MDG8 to develop a global partnership for development. Both are 
related to external debt issues and hence to DFNS. 
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Flowchart 2 Millennium Development Goals 

 
 Source: (UNITED NATIONS, 2011) 

Elaboration: Sue Ferriol 
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2. What is a Debt for Nature Swap? 
 

Debt -for-nature swaps involve an exchange or cancellation of a foreign country's 
debt in return for the debtor country's commitment to use a given amount of local 
currency funds to protect national parks, establish environmental education 
programs or train people in natural resource conservation and management. Debt-
for-nature swaps are similar to debt-equity swaps. With a debt-equity swap an 
investor buys a portion of a debtor country's debt and exchanges that debt for an 
equity interest in a local firm or another local asset, instead of collecting the hard 
currency originally borrowed. 

2.1 Types of swaps 
There are different types of swaps and one of them is DFNS, as shown in the chart 
in the next page: 
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Flowchart 3: Types of Swaps 

 Sources: (PARIS CLUB, 2013) and (RUIZ, 2007)  
Elaboration: Sue Ferriol 

 
*1Debt owed by private 
sector entities but 
guaranteed by public 
sector entities is often 
included in the public 
debt. 
Additionally, all creditors 
not mentioned as 
multilateral or official 
bilateral creditors are 
considered private 
creditors 

*2 Bilateral transactions can get the support of a third-party 
organization: 
NGOs, UN agencies, Academic institutions, religious 
organizations. 
Official bilateral claims result from two types of financing: 
- credits guaranteed by the Governments or their institutions. 
In most cases, these credits were commercial credits 
granted to finance imports by the debtor country;  
- direct loans from the Governments or their institutions to 
the government or other public entities of the debtor country. 
Government loans may be granted under "Official 
Development Assistance" (ODA) conditions, as defined by 
the OECD (low interest loans aimed at supporting the 
development of the debtor country). 
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2.2Types of Debt for nature swaps 

2.2.1 Bilateral Debt Swaps 
Bilateral debt swaps involve a government creditor and government debtor, and 
can be assisted by a third-party conservation NGO. In recent years these types of 
transactions have been the most common ones. Generally they are negotiated 
between the creditor and debtor directly and typically involves two types of 
transactions: debt buy-backs and debt forgiveness.  

Such transactions typically require that the group of (Paris Club) creditors agree to 
a debt restructuring plan for the debtor country. This plan includes a debt swap 
clause (i.e. a provision allowing for debt swaps). Under this type of bilateral 
transaction, the debtor agrees to invest a specified amount in local conservation or 
environment projects, in exchange for the creditor canceling or discounting a debt 
amount of local currency. 

This kind of plan usually reflects a discount rate relative to the face value of the 
original debt, which is subject to negotiation between the two countries. It can also 
happen that the payment has been made with no discount at all. 

Several bilateral creditor governments have debt conversion programs which 
provide for the conversion Official Development Assistance (ODA) debts and 
sometimes for buy-backs of publicly guaranteed export credits or even commercial 
debts. Some debtor governments (e.g. Mexico) have created debt swap “windows”, 
which allow for ongoing bilateral transactions at any time.  

Coordination in bilateral swaps is very important, because it requires the 
participation of relevant government agencies of both countries and often involves 
the participation of third-parties (such as local agencies, NGOs, conservation 
organizations) as intermediaries and/or beneficiaries. The introduction of DFNS, 
particularly in Latin America through diverse debt conversion programs, has led to 
the establishment of conservation trust funds which have been capitalized through 
bilateral swaps proceeds. 

2.2.2 Commercial debt swaps 
These types of transactions involve a commercial company creditor and 
government debtor, and are typically brokered by third-party NGOs. Such debt is 
either sold on the secondary market at a discounted price or donated by the bank 
for tax advantages. The discount rate to apply depends on the creditworthiness of 
the debtor country. If there is a high discount (i.e. 50% or more) it shows a debt 
from a country that is very unlikely to repay (In Spain, the discussion over this 
discount factor has flooded the media). 

In this case the secondary market (or market prices) for Third World debt will 
establish a base price for the debt of the country. Market prices for Third World 
debt vary considerably, ranging from few cents on the dollar all the way to parity.  



Debt‐for‐nature Swaps by Sue Ferriol Gil                                                                                Page 17 of 54 

However, market price is also a clear indication of the risks involved. 

The secondary market for Low Developed Countries (LDC) debt is highly 
imperfect. LDC debt cannot be freely sold by banks because of covenants that 
have been entered into the course of rescheduling negotiations and that essentially 
ensure that none of the major creditors dispose of the debt whiteout approval from 
the others.  

Transactions can occur only if there is reasonable prospect of obtaining approval 
from the debtor country (otherwise the debt cannot be converted) so that the 
debtor country also exerts effective control over the transactions which take place. 
The prices quoted on the secondary market are not openly established but they 
represent a best current estimate. As a result, prices are subject to fluctuations and 
can prove to be negotiable. 

 

TABLE 4 

Commercial debt swap: a way of laundering illegitimate debt? 

In 2004 a publicly guaranteed commercial debt proposal, a swap, was offered by 
Norway to Ecuador and refused by the latter. It was argued that cancellation 
percentage of the transaction was very low, and that the original commercial debt 
would have served Norwegian interests only (the original component was the 
purchase of shipping vessels).  

Ecuatorian and Norwegian civil society organizations succeed in stopping this 
process. In fact, by October 2006, Norway cancelled the debt to Ecuador, 
acknowledging it had been an irresponsible loan. The loan had aimed at rescuing 
Norway beleaguered shipbuilding industry and not supporting Ecuador’s 
development. This example shows two important lessons: 

First, debt is not only about finance but about justice. The origin of a debt is a key 
component to be analyzed ahead of a debt swap. This is particularly important 
when it involves commercial debt, because there are many cases similar to 
Norway. In case that Ecuador had accepted the swap, the debt would have been 
“laundered” and nobody would know today if this debt was unfair, irresponsible 
and should be cancelled. 

Second, it shows that the power of civil society should not be underestimated and 
that it can play a fundamental role in pressuring governments to decline debt 
operations. If in Norway in 2006 this was achieved, now they would had achieved 
even more, given that the power of society has increased (due to the use of  
digital social networks). 

Source: (RUIZ, 2007) 
Elaboration: Sue Ferriol 
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2.2.3 Private-to-private debt swaps 
In this case, the creditor and debtor are private sector companies. They can 
operate in a similar way to what we described in commercial debt swaps.  

However, in private-to-private swaps, the government of the debtor country would 
play a limited (or no) role, except in cases requiring government authorizations (e.g 
land transfers). Most private-to-private swaps generally involve debt-for-equity 
exchanges, although there are some rare cases of DFNS.  

2.2 Key roles and Motivations 

2.2.1 Debtor 
A debtor is the borrower of a certain amount of funds and required to repay the 
debt. The debtor is usually a government, but can also be a private sector 
company. For a DFNS to work, the debtor needs to be interested and be able to 
provide local currency (or other asset of value) to conservation in exchange for 
cancellation of the debt.  

The debtor is primarily interested in retiring its hard currency debt (in local 
currency) at the highest possible discount from face value (this means at the 
lowest possible price). A debtor government will also be interested in the potential 
to increase capital investment in conservation. It must be kept in mind that DFNS 
will not be successful if conservation issues are not in the political agenda of the 
debtor country. 

If the debtor is a private sector company, it will be interested in a DFNS (or other 
type of swap) only if it is able to achieve repayment terms more advantageous than 
those it might have reached through direct negotiation with a creditor. 

2.2.2 Creditor 
There are different types of creditors depending on the type of transaction. They 
can be government export credit agencies, government aid agencies (e.g AECID in 
Spain), commercial banks (e.g Banco Santander), commercial suppliers (e.g. 
Iberdrola and Endesa).  

In general, creditors are willing to donate or sell because they believe the benefits 
of reducing debt through debt swaps outweigh the benefits of waiting for uncertain 
future payment. There is one exception with aid agencies: they can be creditors as 
well as donors, and often value the environmental benefits of swaps. Most of the 
other creditors are motivated mainly by their desire to recover some portion of a 
debt that they perceive as unlikely to be repaid at a full face value.  

In some cases, commercial creditors may also value potential tax benefits or 
positive publicity related to debt donations. There also may be incentives for a 
creditor to sell debt in order to “exit” from a country and thereby reduce its 
exposure in that country. A creditor might also adopt an “exit” strategy for smaller 
amounts where the administrative costs of maintaining a loan on it books outweigh 
any potential prospect of repayment. If a creditor has already written off a bad loan, 
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debt sales can be viewed as a recovery, with a positive impact on the creditor’s 
financial position. 

There is another reason for creditors to participate in DFNS: swaps boost a 
creditor’s ODA figures. Debt swaps helps creditors to achieve the goal of 
contributing 0.7 percent of GDP to ODA without paying out any additional funds. 
Basically this is a way of inflating ODA figures through a simple accounting 
operation. NGOs believe such accounting operations should end and that debt 
relief operations including swaps should be strictly additional to ODA as set down 
in Monterrey Declaration. (RUIZ, 2007) 

2.2.3 Conservation Investor 
Conservation investors are typically the “brokers” in a three-party DFNS. In many 
cases the conservation investor is an international NGO, but in can also be a 
private foundation, an international conservation organization such as World Wild 
Fund, a UN agency, a conservation trust Fund or a research/academic Institute.  

Conservation investors are interested in leveraging the maximum funding for 
conservation by capturing the difference between the price and other costs it incurs 
to purchase debt and the additional conservation benefit (in the form of cash, 
bonds, enhanced protection for biodiversity or another asset) derived through the 
swap.  

The environmental groups face a decision: do they get more benefits from a 
straight donation or from a DFNS? Well, at first glance, it seems that DFNS is the 
best choice. But, this may not be necessarily true. The break even point for the 
conservation investor is when the “leveraged” amount received from the swap is 
equal to the marginal cost of that particular DFNS. The closer the debtor country 
comes to capturing the entire discount on the secondary market (in the case of a 
commercial swap), the lower is the leveraged amount from the DFNS, and the 
higher the probability that the costs of arranging the swap will outweigh the benefits 
of increased local currency (OCCHIOLINI, 1990) 

2.2.4 Donor 
Most of the times the donor is the developed country government, which provide 
the funds that makes DFNS possible. On some occasions the donor can be a 
private foundation, international conservation organizations and commercial banks. 
Donors will be interested in leveraging their funds to have the greatest impact on 
their conservation objectives.  

In the case of government donors an additional motivation is to promote economic 
growth of the developing country through debt reduction, although such benefits 
are usually minimal. Usually, donors are involved in approving the financial terms 
of debt swaps and continue to monitor project performance as they would for any 
donor-funded-project. Donors also appreciate the potential that debt swaps provide 
for channeling development aid funds through non-governmental actors such as 
conservation a trust funds, which can result in increased decentralization, 
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accountability and transparency in management of projects funds, and other 
benefits. But how do DFNS work in practice? 

3. How does it work? 

3.1 Steps of a Debt-for-Nature-swap 
As shown in tables 2.1 and 2.2 there are different types of DFNS. However in any 
debt-for-nature swap there are commonalities such as: 

 Involvement of a third party 
 Discount rate 
 Leverage ratio 
 Minimized inflationary effects 
 Counterpart Fund 

Among Bilateral, Commercial and Private- to-private swaps, the most common are 
bilateral debt Swaps. However, each DFNS is different and the process can take 
as many as 12 different steps. Below we describe, step-by-step, a generic and 
most common case: a bilateral swap with support of a third-party. 

The first step is to obtain approval from a creditor country. It is possible that they 
have to meet more than one government in order to determine the level of interest 
in a DFNS. To carry this step successfully is important to prepare adequate 
informational materials describing clearly the DFNS mechanism, including 
examples of its implementation in other countries. 

If the NGOs have found a country interested in DFNS, it can proceed with the 
second step. 

The second step is to obtain approval from the debtor country. This can involve 
negotiation with other key parties (i.e. the government, the central bank, the 
national debt management agency) and the involvement of an appropriate private 
conservation organization that will receive the funds and manage the agreed 
program. (CONVENTION ON BIOLOGICAL DIVERSITY, 2001) 

The private conservation organization in the debtor country is arguably the most 
important of these three parties. Conservation organizations in developed countries 
are caught in a double role because they must relinquish effective control over the 
funs to avoid the ”imperialism” issue but must, at the same time, ensure domestic 
donors and tax authorities of the responsible use of these funds. Only strong 
conservation organizations in the debtor country can meet this double criterion. As 
well as in the first step is important to prepare material describing clearly DFNS 
mechanism, including examples of its implementation in other countries.  

If the NGOs have obtained approval of the debtor country, it can proceed with the 
third step. 
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The third step: The Finance ministry of the debtor government determines the 
country´s debt status and analyzes key swap issues. If the creditor country is a 
member of the Paris Club, they proceed to consult the Paris Club agreement in 
order to determine debt eligibility.  Additionally, they have to analyze at a 
macroeconomic level the impact in the country and at a micro level the potential 
results of the swap. 

The fourth step involves the creation of a committee to coordinate the debt 
conversion program. This means the debtor country should prepare an operating 
budget to create the team. Ideally the committee should include those involved in 
planning, macroeconomic policy, debt management, relevant sectorial ministries as 
well as local conservation NGOs. 

The fifth step is related to the NGO expertise and experience. The third-party NGO 
conducts an independent feasibility assessment of key factors such as: Debt 
profile, debtor government policy, macroeconomical and political context, potential 
funding sources for swap, financial and design issues for swap, etc. 

Specifically, the in-country work would include an estimate of the transaction costs 
for executing conversions, as well as an estimate of the HHRRs and technical skills 
required to execute a DFNS. Financial climate should also be analyzed, to know if 
there is a political risk of attempting to open a debt conversion operation and to 
confirm that the climate is stable enough to make a conversion worthwhile. Factors 
to keep in mind include fiscal policy, foreign exchange risk and potential inflationary 
impacts of conversions. 

The sixth step is the presentation of the feasibility assessment made by the NGO 
in the fifth step. It should be shared with the other parts involved: the creditor 
government, the debtor government and stakeholders. 

The seventh step gets into formal negotiations with debtor government on DFN 
transaction. During the negotiations the creditor presents proposal for DFNS, 
possibly assisted by a third-party NGO. 

The eighth step is about holding consultations at a domestic level in order to 
discuss details of DFNS, such as the strategy for implementing DFNS proceeds. 
Debtor country consults key domestic stakeholder groups such as Scientifics 
experts in environmental, business sector and NGOs. (CONVENTION ON 
BIOLOGICAL DIVERSITY, 2001) 

The ninth step: Creditor and debtor governments negotiate details and enter into a 
debt conversion agreement (this is the transfer title to the debt). This is a 
technically complex transaction, requiring individual attention. Of course, one 
important decision is to select the actual purchaser of the debt. In some instances, 
it may be appropriate for the conservation organization to acquire the debt and 
donate it to its partner in the debtor country. In others, it may be possible to donate 
the necessary resources to permit direct acquisition of the debt by the debtor 
country organization. Furthermore, debt may be donated directly to the LDC 
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conservation organization, acting as an agent for the developed country 
organization. 

Some concepts to negotiate in the agreement are: 

 Rate of redemption 
 Amount of debt notes to be purchased for conversion 
 Instruments for redemption 
 Premium to redemption rate 
 Amount of interest 
 Interest rate and payment schedule 
 Structure of receiving DFN proceeds 

 
The tenth step is the conversion of the debt in accordance with the agreement 
reached with the debtor. This can involve the issuance of local currency bonds, 
measures to protect certain sensitive areas, purchase, legislation, etc. It might laso 
include the cash payment of local currency, the redemption of the debt, or any 
combination of these. 

In this step the debtor purchases debt with local currency at the redemption price, 
and retires debt (if debt reduction or buy back.) The debtor also deposits local 
currency or bonds in a interest-bearing account or an investment account. 
Proceeds are often channeled into conservation trust funds and used to implement 
conservation projects. 

The eleventh step is about monitoring the financial transaction. The creditor sets 
up a committee to monitor implementation of the agreement and the use of 
proceeds. 

The twelfth and final step is the execution of the agreed on conservation program. 
The importance of this step should not be underestimated. It is the ultimate goal of 
the entire program. At the same time, the reputation of the creditor country 
conservation organization can be at stake because it must be in a position to 
assure donors and tax authorities about the appropriate use of funds. 

In the next page I illustrate all 12 steps with a generic example of a bilateral swap 
with the collaboration of an NGO.  
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Flowchart 4 Steps of a bilateral DFNS with assistance of a third party 

 

Source: (CONVENTION ON BIOLOGICAL DIVERSITY, 2001) 
Elaboration: Sue Ferriol 
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3.2 What are the success factors?  
As shown in the previous flowchart, a DFNS is long and technically complicated. 
With so many parties/factors involved very few DFNS are carried successfully. 
However, there are some factors that can effectively contribute to the success of 
DFNS. 

DFNS supported by a broader context: efficiency of the DFNS project increases 
when the swap proceeds are used in conjunction with environmental policies and 
other conservation efforts. Debt swaps are best designed as part of a country’s 
overall debt management strategy. 

Strong organizational capacity: In order to execute a DFNS, a certain degree of 
organizational capacity within the debtor governments is required. This might 
include a dedicated team or even professional managers. 

Political support in key ministries and coordination within government: Debt 
swaps are more effective when they support debtor country investment priorities 
and are used to attract “additional investment” to the country. The ministry of 
finance will need to recognize the utility of using debt swaps to achieve biodiversity 
conservation objectives. Additionally, in the case of bilateral swaps key 
government agencies need to recognize conservation as a priority under their debt 
policy. Also, debt swaps require strong coordination among debtor country 
government agencies, which usually play a key role in negotiating swaps. They 
also need to work with planning and relevant sectorial agencies (ie.forests, 
protected areas). 

Adequate technical assistance: External technical assistance, specially related 
to finance and environmental, are typically required to implement the swap and 
structure effective conservation programs. 

Implementation capacity: counterparts organizations ( e.g. private conservation 
trust funds) and projects targeted to receive DFN proceeds must be able to 
effectively absorb-allocate the funds. The counterpart organizations require having 
the adequate size, HHRRs and experience on the field. 

Stable economic and political conditions: conservation investors usually require 
stable economic and political conditions within the debtor country. 

Inflation controls: Adequate controls for inflation are needed, particularly if large 
projects are involved. 
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4. Case study: Ecuador and Spain in 2005. From theory to praxis. 
 

Before getting deeper into this case example, we should keep in mind that this is 
not a traditional debt for nature swap, like the one in Bolivia explained in section 
1.3.  Specifically, Ecuador-Spain 2005 is a debt swap mainly aimed to help 
Ecuador develop economically (see 1.1 attachment 3).  

This debt swap is divided in two parts: a debt for Education swap and a vague one 
related to hydropower projects, which can help develop energy resources but have 
a very negative impact on nature. Interestingly enough, this contradicts the spirit of 
a DFNS, which aims to protect biodiversity, conserve forestry, establish 
environmental education programs or train people in natural resource 
conservation. Therefore, the initial goals of this DFNS seem already somewhat 
contradictory! 

In fact, this case has been chosen for different reasons. First, it involves Spain as 
the creditor country. Second, it is quite a complex case involving many factors. 
Third, because the concluding remarks are very interesting, as it shows how debt 
swaps can be a success and a failure at the same time.  

Regarding the involvement of Spain, it is important to know it´s role within a 
broader context. During the last decade, Spain was a Paris Club Donor and the 
most outspoken debt-for development advocate. Former Spanish President José 
Luis Rodriguez Zapatero, during the UN Summit Action against Hunger in 2004, 
stated that Spain, beyond its HIPC commitments, was planning to have an active 
role in debt-for-social-development swap transactions. 
 
In practice, during the years prior to the New law NO.38 on External debt 
Management (2006), debt swaps were primarily conducted with Latin American 
countries, both HIPCs and non-HIPCs, such as Ecuador. 
 
During those years Spain adopted a differentiated debt swap policy. Mainly, they 
granted a discount of 60% on the counterpart payments due by HIPC debtor 
countries. Furthermore, they required full payments from no HIPCs countries, like 
Ecuador. 
 
As described in attachment 4, Spanish law No. 38 aims at: 

 Linking external debt management with Spanish development policy 
 Promoting principles of debtor ownership and sovereignty 
 Promoting (Spanish and local) civil society participation in the process of 

converting debt.  
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 Highlights the need to target the poorest developing countries with the highest 
levels of external debt, preferably partner countries of Spain’s development 
policy. (UNESCO, 2011) 

Let us know look at Ecuador, the debtor country. In this tropical nation, blessed 
with wonderful natural sites (such as the Galapagos Islands) foreign debt has 
historically been a problem. Since the 1970s, this country has suffered many 
hardships, and as consequence is burdened with a high degree of foreign debt and 
fiscal deficit. Therefore the different governments have been forced to negotiate 
and renegotiate aid loans and debt payments on several occasions. 
 
Although in the 70’s Ecuador´s external debt was not very high (circa USD 213 
million) it has grown exponentially since. More than 80 times in the last 30 years! 
Therefore, in 2006, the first year of the Ecuador-Spain Swap, the external debt was 
USD 16.856 million (an astounding 41.9% of the nation´s GDP). 
 
The debt problem in Ecuador stems from this negative evolution and some bad 
monetary policy decisions. For instance, in 1999, due to pressures on the balance 
of payments, Ecuador’s monetary authorities abandoned the crawling-band 
exchange arrangement and moved their local currency (the sucre) to a floating 
arrangement. However, the collapse of Ecuador’s currency and its foreign 
exchange value led to the country’s dollarization in 2000. That same year, the 
Ecuadorian government negotiated an aid package with the IMF worth USD 304 
million (OECD, 2009). This aid was repayable and was contingent on 
implementation of an extensive list of structural reforms such as the reduction of oil 
subsidies and a loosening of restrictions on privatization and foreign investment. 
 
In September 2000, Ecuador agreed to restructure its bilateral debt for an amount 
of USD 880 million with the Paris Club creditors. After an agreement was reached 
with the IMF in 2003 for a new aid package, the Paris Club renegotiated Ecuador’s 
debt, postponing the payment of USD 81 million of principal which was due 
between March 2003 and March 2004, and reducing debt service for that same 
period (OECD, 2009) 
 
Although Ecuador was eligible to restructure its debt through the Paris Club, they 
were not eligible for international debt forgiveness programs such as the HIPC 
Initiative or the MDRI. These initiatives exclusively benefit LDCs and HIPCs and 
Ecuador is neither (as shown earlier in table 2). Comparing Ecuador with an HIPC, 
with 2004 data, Ecuador’s debt service ratio was 36 per cent of exports, while 
Senegal (an HIPC) was 7.6 per cent. In analyzing Human development level in 
2012, Senegal holds position 154 and Ecuador position 89 (see attachment 2). To 
compare, Spain holds position 23. (PNUD, 2013) 
 
We have already shown the evolution of the debt (for more detailed 2005-2011 
figures see attachment 1) but it is also interesting to see its composition and main 
creditors. With 2007 data, most of Ecuador´s debt is private (more than 58%), 25% 
is bilateral and the remaining 16.5% is multilateral debt. The main creditors of the 
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bilateral debt are Brazil with USD 554 million and Spain with USD 375 million. 
(IOLANDA FRESNILLO, 2009) 
 
After discussing the context, we will now cover the technical part of the Ecuador-
Spain 2005 swap, as well as the key actors involved. In March of that year, as part 
of the new debt-conversion policy, the Spanish government decided to go further 
than the Paris Club in dealing with Ecuador’s bilateral debt. After extensive 
negotiation with Ecuadorian authorities, the first development debt conversion 
scheme, the so-called Ecuador-Spain Debt Swap Program, went into effect in 
January 2006. 
 
This program will remain in effect for four years and involves USD 50 million: 30 
million originally for hydropower projects and 20 million in educational projects (see 
table the specifics of the debt swap). 
 
TABLE 5 Specifics of transaction Spain-Ecuador  

Agreement year March 2005 

Debtor Country Ecuador 

Creditor Country Spain 

Face Value of debt (US$) 50 million 

Discount rate 100% 

Recipient NGO Confederación Andina de Fomento 

Type of Swap  Development swap 

Swap distribution 

60% for small dams for hydro electrical projects 
($30 million) 

 40% for education sector ($20 million) 

Source: (NACIONES UNIDAS, 2010)  
Elaboration: Sue Ferriol 

 
The global impact of the face value of the debt in the total debt of the county is 
moderate. USD 50 million accounts for 13% of the debt with Spain, 2.4% of the 
total bilateral external debt from Ecuador (USD 2.100 million) and 0.45% of the 
total external debt  (USD 10.900 million) (VERA, 2007). 
 
This debt-conversion program seeks to carry out development projects in those 
regions that generate the most emigration to Spain (further information in 
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attachment 3). This swap involved many actors, which we discussed earlier as 
being one of the complexities of this kind of deals. 

Who are the actors in this scheme? 

 Two countries, Spain and Ecuador 
 One Spanish-Ecuadorian committee composed of representatives from 

Ecuador’s Ministry of Economics and Finance, Ecuador’s Ministry of Foreign 
Relations, the MEH (through the Directorate General of International Financing) 
and the Spanish Embassy’s Economic and Trade Council. This committee 
meets approximately once every six months to decide which projects will 
receive program resources 

 CAF, the financial institution that receives the program funds, which also acts 
as the program’s technical secretariat 

 INECI, the Deputy Secretariat for Public Credit of the Ministry of Economics and 
Finance 

 The Ecuadorian NGO CLD and the NGO Ayuda en Acción 
 AECI, the Spanish Embassy’s Economic and Trade Council 
 A management committee, comprising the CAF (with voice but no vote), INECI, 

SENPLADES, CLD, AECI, and the NGO Ayuda en Acción. This committee 
meets weekly, pre-evaluates projects and sends its analysis to the two-country 
committee 

 A management committee for each project profile, which examines and handles 
tracking of the profiles 

 Finally, a tracking unit to perform these functions 
 
This swap deal was quite complex cause the profiles of the projects were quite 
different and required specific expertise about educational and hidropower. With all 
these players, the project started effectively in January 2006. Two years later, as of 
December 2008, money had been paid to fund 22 projects, in compliance with the 
commitment to allot USD 20 million to educational programs.  
 
However, the hydropower projects with the remaining (allocated) USD 30 million 
were cancelled and funds were not disbursed. This reflects a change in the 
Ecuadorian authorities’ priorities. When the hydropower projects were still being 
negotiated, some controversy arose about their nature and the ties..  
 
In principle, the program sought to offer Spanish business certain advantages, but 
not to the point of tying aid to the purchase of Spanish goods or services. Thus, 
rules under which the two-country committee operated state that the goods and 
services will be Spanish “whenever possible”. All things being equal, contracts 
would be awarded to Spanish companies. This type of tied aid is one of the cons of 
many swaps (discussed later). In this case it had the disadvantage of displacing 
local production and fuelling imports while untied repayable aid could produce a 
knock-on effect in the recipient economy. 
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This support arises not only in multilateral negotiations, but also in the growing 
concentration of EU co-operation in projects to support regional economic 
integration. The priority given to Andean companies over Spanish companies in 
awarding contracts would align Spain’s debt-swap policy with that country’s own 
trade priorities, creating greater coherence between trade policies and foreign-debt 
management. 
 
In short, the Spanish government’s role in managing Ecuador’s foreign debt 
focuses on the bilateral debt embodied in development-related debt-conversion 
programs. There is no international program to manage the multilateral debt of 
highly indebted middle-income countries.  
 
In the next section I analyze the pros and cons of DFNS. However, there are some 
remarks worth mentioning in the Ecuador-Spain case: 
 
 The discount rate shown in table 6 is 100% for Ecuador. This means that they 

have to put 100% of the face value in the Trust Fund. Ecuador is not a HIPC, 
and hence in disadvantage compared to HIPC that are debtor countries of 
Spain 

 Generally, transactions are started by an NGO (as shown in Flowchart 2) but in 
this case the initiative was started by the Spanish government, not by the 
Ecuadorian government or an NGO 

 The amounts redeemed were higher, at least up to the limits set by the Paris 
Club: redemption of 100% of concessional and 30% of the commercial debt 

 Determine higher discount rates, up to 75% in regular countries, and up to 50% 
in HIPC countries (CME, 2006) 

 Ensure policy coherence and sustainability criteria between swaps and other 
Spanish cooperation polices. It is surprising that, at the same time of this swap, 
the Spanish government signed an AOD of USD 25 million, destined to basic 
education. This does not seem very coherent with the purpose of Spain to 
alleviate the external debt of Ecuador (IOLANDA FRESNILLO, 2009). A cycle 
may be created in which a government agency periodically forgives loans 
granted by another agency of the same government 

 Expand the participation of civil society advisory bodies to the decision makers 
and the design of the operations 

 Operations involve the agencies debtor country concerned, such as ministries 
of education 

 Apply principles of transparency and accountability in all phases of the project. 
 Ensure that resources are invested in basic social sectors (like education and 

health) and will primarily target impoverished populations untying the aid, this is 
disliked by Spanish companies. The hydroelectrical example shows this, as this 
process was paralyzed by the Ecuadorian government. As discussed, tied aid is 
an important disadvantage in debt swap transactions.  

 
A frequent recommendation to the government is to stop classifying loans as 
development aid. The instrument’s only goal is to support the internationalization of 
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Spanish business. Moreover, the review of this instrument that has been underway 
for several years might lead to splitting it into two entities, each prioritizing one of 
the tool’s two current goals. (OECD, 2009)  

 
At the time of this writing, no additional information was mentioned by the Spanish 
or Ecuador government regarding the execution of hydropower projects or the 
related tied aid. Therefore, after the cancellation mentioned in 2008, we can safely 
guess that only education projects were carried out. 

5. Analysis. Pros and cons of DFNS.   

5.1 Arguments against and in favor of debt-to-nature swaps 
As discussed earlier with the Spain-Ecuador case, debt swaps can be successful, 
fail, or both at the same time. Many factors are involved and we have repeatedly 
pointed out that they can be very complex and that every case is unique. However, 
there are some general arguments against and in favor of DFNS 

Arguments against DFNS 
 

 Critics argue that converting international debt to domestic debt does not 
necessary help developing countries. In other words, the swaps only 
transfer debt ownership. What was once the country’s external burden 
simply becomes a burden on the domestic budget, making the commercial 
banks the primary benefactors of these swaps. Usually is not a new infusion 
of financial resources. Rather, a redistribution of existing ones 

 They also argue that creating incentives for such swaps distorts local 
priorities, taking needed domestic resources away from other social 
programs and projects 

 These critics support that DFNS threaten the sovereignty of the LDC 
because they exploit the developing countries’ financial weaknesses. One 
way this exploitation is done is by foreign investors, even well intentioned, 
essentially controlling domestic policies and assets. It is possible that the 
perception among some environmental conditions imposed by DFN interfere 
with debtor country sovereignty  

 The costs of implementing and monitoring new conservation programs can 
be very high, time consuming and labor intensive. In the case of commercial 
debt swaps, transaction costs (between 1,5% to 5%of the debt´s face value) 
are typically charged by a specialized bank agent or financial company that 
accesses the debt on the secondary market. Furthermore, many times there 
are not good or enough monitoring and evaluation procedures, project 
indicators or accounting systems 

 “Moral hazard” can increase for future lending: debtors will enter in future 
loan agreements assuming some debt repayments will be forgiven or highly 
discounted 
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 Negligible overall debt relief for a country. In our example, USD 50 million 
meant only 0.45% of the total external debt from Ecuador 

 There is a risk that the developing country debtor is not able to repay in local 
currency. In this case there is few risk mitigation or legal recourse options 
available. 

 Currency risk and inflationary risk. Unstable currency can devalue local 
currency gains that have been invested domestically 

 Inflationary impact: High inflation can nullify any expected leverage gains 
unless counterpart funds are invested in an inflation-adjusted-high-interest 
or hard-currency denominated fund. If the DFNS means a high increase of 
local currency in a short period of time this can lead to inflation. However, 
most DFNS appear to have minimal inflationary impact and many have 
involved the issuance of environmental bonds and not a lump-sum 
disbursement of local currency. Generally, issuing environmental bonds 
does no have an immediate effect on domestic currency; it involves the 
exchange of an external debt instrument for an internal debt instrument. 
(OCCHIOLINI, 1990) 

 The limitation of fiscal resources of the debtor country can be an extra 
burden. The conversion of external debt into local currency increases the 
fiscal expenditure and this can be a problem if the debtor country is in a 
structural adjustment process or with a severe fiscal policy 

 Possible corruption issues: in some cases there might be an inadequate 
allocation of funds. This can include the illegal transference of funds to 
offshore  accounts 

In favor 
 

 Swaps do help foreign countries because they allow debt payment in local 
instead of hard currency, taking some pressure off these countries to rapidly 
develop export goods that in the long run may deteriorate their renewable 
resource base.  Debt repayment is eased because payment is in more 
readily-available local currency instead of foreign currency. 

 Some DFNS may effectively result in restructuring and reducing the debt in 
ways that are favorable to the borrowing country 

 On sovereignty, these swaps cannot be arranged without the participation 
and consent of the debtor country governments. Also, the bulk of these 
swaps have been initiated by either the debtor country or a local NGO 

 Improves the debtor country’s credit standing, allowing for greater access to 
credit markets and improved credibility and rating 

 Enhancement of the global values of biodiversity and natural areas. The 
transfer of financial resources from industrialized to developing countries 
compensates for the cost incurred at the local and national levels 

 Can attract further investments in the debtor country 
 Long-term environmental infrastructure. DFNS stimulates the creation of 

environmental Trust Funds to dispense DFN proceeds, which can serve as 
long-term funding mechanism and can attract other related investments 
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 The funds initially destined to pay the original debt can be now directed to 
finance other priority sectors (such as environment, health system or 
education) 

 Helps to counteracts debt-servicing pressures to exploit natural resources 
 Provides an interesting potential for the participation of civil society, 

increasing awareness about environmental issues, particularly when 
proceeds are channeled to a private trust fund 

 A wide scope of flexibility with DFNS (E.g. Water related issues, forest 
issues, biodiversity issues). They can also be extended to cover debt-for-
indigenous territory swaps in which national governments agree to restore 
and protect indigenous land rights, and indigenous groups agree to protect 
such lands, in return for debt reductions. A lot of issues can be covered but 
the debtor country has to be careful with a possible hidden agenda from de 
creditor country (i.e Hydroelectrical projects in the Ecuador case) 

 Provide an opportunity for socially responsible investors and a country’s 
diaspora. 
 

To finalize this section, the following table summarizes the pros and cons of DFNS: 
 

TABLE 6 Arguments against and in favor DFNS  

Against In favor 

 
 Transfer debt ownership 
 Distortion of local priorities 
 Threat to sovereignty 
 High costs→ lack procedure tools 
 Moral hazard 
 Negligible overall debt relief 
 Risk: debtor unable to repay the debt 
 Currency risk and inflationary risk  
 Inflationary impact 
 Limitation of fiscal resources  
 Corruption issues 

 

 
 Debt payment eased in local currency 
 Debt reduction and debt restructuration 
 Sovereignty: consent of debtor country 
 Better credibility of debtor country 
 Enhancement biodiversity global values 
 Attraction of further investments  
 Creation of Long-term Trust Fund 
 Debt money goes to priority sectors 
 Counteraction of debt-servicing 

pressures to exploit natural resources 
 Potential participation of civil society 
 Scope flexibility of DFNS 
 Potential socially responsible investors 
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6. Concluding remarks: The way ahead 
 
Debt conversion is a highly political process that also demands the creation of 
delicate technical mechanisms. They also represent a remarkable opportunity not 
only for conservation, but also for strengthening ties between developed and LDC 
countries at a time when these are needed.  
 
As with many other issues, it will require the development and involvement of 
several actors: a sensitive international community, conservation organizations, 
banks, and government. These actors should be knowledgeable and confident of 
mutual relationships, to be able to transact many details at a distance. This 
international community should be ethical and ensure deployed funds are used for 
the original purpose. 
 
However, a large network of professionals working remotely can lead to 
bureaucracy, higher costs, inefficiency and ineffectiveness of the processes. To 
avoid this, an innovative approach could lead to a greater impact of the application 
of DFNS funds. These types of approaches are becoming a reality in development 
organizations like UNICEF.  
 
For example, two co-leads of UNICEF’s Innovation Unit have just been selected by 
Time Magazine List of the "World's Most Influential People" in 2013. More 
concretely, they have spearheaded the development of open source technology 
(known as RapidSMS), a free platform for data collection, logistics coordination 
and communication. This platform employs simple cell phones to deliver real-time 
information critical to improving the health and protection of children. This work has 
helped UNICEF keep track of the distribution of 63 million insecticide-treated 
mosquito nets and to register the births of more than 7 million children in Nigeria. 
Similar initiatives could be applied to many of the steps involved in DFNS that are 
high technically demanding. Source: (UNITED NATIONS CHILDREN´S FUND, 
2013) 
 
If a negotiated long term solution is not found by banks and LDCs, most debt will 
be written down to a level that renders it worthless for most practical purposes. On 
the other hand, working on Debt-for-Nature programs opens new avenues to 
achieve the goals of conservation. While these programs may not be around for 
long, the lessons learned from working together with the banking community may 
open up unexpected avenues for financing conservation work in selected south 
countries.  
 
It is a shared responsibility of north and south countries to find a solution to poverty 
and environmental issues. It would be interesting to review, in a historical 
perspective, how much has been contaminated and who did it. A change in the life 
style of the developed countries could also have a very positive impact on the 
environment.  
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As discussed earlier, the impact of the external debt of a given country on the 
global economy is moderate. At first glance it seems that the solution could be to 
increase the amount of the face value of the DFNS to alleviate external debt. 
However, this would not make sense to make a positive impact on Nature. In the 
cases were NGOs having expertise but a limited implementation capacity of 
channeling funds, alternative options need be explored. 
 
Hence, although DFNS might have a moderate impact on external debt it could 
have a tremendous impact on nature conservation. For decades, the environment 
has suffered irreversible damage, with no turning back in areas such as the 
destruction of native forests, the extinction of endangered species and the 
reduction of genetic diversity. This damage would require a great effort to recover. 
For instance, in the case of hydroelectric dams on rivers, DFNS could help to 
alleviate further irreversible damage. We should learn from the past errors of the 
civilized economies and think about future generations. 
 
We have discussed the impact of a country´s external debt on its environment. In 
addition, we have to keep in mind that debt also has a very high impact in general 
development (as shown in the MDGs section). Basic survival gets tricky when a 
nation´s debt is unsustainable. We already covered the ratios that shows the ability 
of a country to overcome the debt. Specifically, the World Bank and IMF consider a 
country´s debt to be unsustainable when the figure exceeds 150% of the value of 
the exports (debt-to-exports-ratio). Both organizations also consider that debt to be 
unsustainable when the debt-to-revenues ratio is higher than 250% 
 
One more remark about these ratios is related to debt forgiveness and the vicious 
circle debt discussed in MDGs chapter →poverty→development (Health, 
Education and Environmental among others). These ratios of unsustainable debt 
are indicators of a debtor-country’s inability to repay its debts without exposing it to 
excessive hardship, social, economic and environmental. Regarding health as part 
of the vicious circle, for instance, in 2007, countries such as Uganda spend an 
average of $3 per person on health care while spending $15 per person on debt 
service. Liberia, one of the world’s poorest countries, has a total external debt of 
$3.7 billion and can only afford to allocate $7 million of its $120 million annual 
budget to fight the HIV/AIDS epidemic, which has infected almost 8% of the 
country’s population.  
 
Uganda, Liberia and many other LDCs believe that their welfare and survival are 
contingent on the forgiveness of their heavy debt burdens. As concluding remark, I 
believe it is very important to understand the concept of debt forgiveness, and to 
explore where this debt comes from and what makes it unsustainable. Otherwise 
transactions such as DFNS will be ineffective. 
 
 
 
 
 



Debt‐for‐nature Swaps by Sue Ferriol Gil                                                                                Page 35 of 54 

The following table summarizes my concluding thoughts: 
 

TABLE 7. Key concluding remarks 

 Strengthening ties opportunity 
 New ways of technical new approach 
 Irreversible environmental damage 
 Vicious circle of poverty and MDGs 
 Nature damage and human survival 
 Strategic coherence and consistency 
 Tied Aid 
 NGOs limits to implement funds  
 Shared responsibility, ecology debt 

 
To wrap up, I would like to mention that many things have changed since the first 
DFNS in the 80. We now have new technologies, new approaches to face 
challenges and a potential commitment of the governments in the MDGs 
framework. Maybe DFNS can a more useful tool than in the past. The way ahead 
depends on us. 

Glossary 
 

Debt buy-back: Arrangement between creditor and debtor governments, in which 
the debtor buys back an existing debt at a discounted price compared to the face 
value, and agrees to commit local currency funding to conservation. In other words 
a debt buyback is the repurchase by a debtor of all or part of its own debt, not at its 
nominal value but at a market value including a discount. . 

Debt Capitalization: Conversion of debt into equity 

Debt Conversion: See debt swap . 

Debt-Equity Swap: Also called debt capitalization . An arrangement which results 
in the conversion of a developing country's foreign currency debt into local 
currency equity in a domestic firm. The investor may be the bank holding the loan 
or a company which buys the loan from a bank at a discount. The loan is typically 
sold at near face value to the central bank of the host country for local currency 
instruments, which in turn are used to make the equity investment. See debt swap. 

Debt Financing: The use of borrowed money to obtain finance 

Debt-for-Cash Swap: When a country's debt is sold for cash at a discount via the 
secondary market.  
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Debt-for-Development Swap: When a country's foreign currency debt is sold to a 
development agency in the local currency which then uses the funds to finance a 
development project in that country. See debt swap. 

Debt-for-Export Swap: When a portion of a country's debt obligations are offset 
by exports of domestic products.  

Debt forgiveness: Arrangement between debtor and creditor governments, in 
which the debt is completely cancelled, in exchange for local currency funding 
commitments to conservation by debtor government. 

Debt-for-Local Currency Swap: When a central bank issues a local currency debt 
obligation in exchange for a foreign debt claim. See debt swap . 

Debt Instruments Existing debt instruments typically arise out of contractual 
relationships under which an institutional unit (the debtor) has an unconditional 
liability to another institutional unit (the creditor) to repay principal with or without 
interest, or to pay interest without principal. These instruments include debt 
securities, loans, trade credit, and currency and deposits. Debt instruments may 
also be created by the force of law, in particular, obligations to pay taxes or to 
make other compulsory payments, or through rights and obligations that result in a 
debtor accepting an obligation to make future payment(s) to a creditor. 

Debt Outstanding and Disbursed – DOD: The amount that has been disbursed 
but has not, as yet, been paid back or forgiven or, in other words, the total real 
disbursements minus actual repayments of principal.  

Debt Overhang: This can refer either to the total outstanding debt or to the total 
debt that cannot be readily covered by expected economic growth. 

Debt Relief Grants: This may take the form of principal (whether due or not) 
cancellation or waiver of interest payments or reduction of interest rates. 
See grant, principal, interest payments and cancellation. 

Debt Reorganization: Also called debt restructuring. Is an action taken jointly by a 
creditor and a debtor that results in a change of the debt service profile in order to 
ease the burden of that profile. This action may take the form of debt 
reorganization lending or debt relief grants. In the latter case the action may be 
taken unilaterally by the creditor. Debt reorganization includes debt forgiveness, 
rescheduling, refinancing, conversion and prepayment operations. Currently, it is 
often used in the context of the Paris club or the London Club. 

 Debt Reorganization Commission: The commission charged in the context of a 
debt reorganization (e.g. London Club). See debt reorganization. 
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Debt Reorganization Lending: This may be carried out in various ways falling 
under the broad headings of debt rescheduling and debt refinancing.  

Debt Rescheduling: The postponement of all or part of one or more debt service 
payments of one or more loans. This term is also used in a general sense for the 
outcome of negotiations on debt reorganization.  

Debt Service Operation: Any financial operation related to principal, interest, 
commission and, eventually, penalty interest. In DMFAS, debt service operation 
can take the form of a payment, the creation of an arrear, a rescheduling, 
forgiveness or a swap.  

Debt Service Payment: The actual repayment of principal, payment of interest 
and the payment of commission/fees and other charges as well as penalty interest. 
A debt service payment is a type of debt service operation. Furthermore, this value 
is used for the ratio: debt service to exports.  

Debt Service Schedule: An algorithm which defines the dates on which debt 
service payments are to be made over a given period. These algorithms may be on 
a loan (bond) and tranche (series) level and apply to all maturities.  

Debt Servicing: Any payments made against a loan or a bond: principal 
repayments, interest and commission payments. "Actual" debt service is the 
amount actually paid to satisfy a debt, "scheduled" refers to a set of payments 
contractually required to be made during the life of a debt. 

Debt Sustainability: A country may be considered to achieve external debt 
sustainability when it is able to meet its current and future external debt-service 
obligations in full, without recourse to debt relief, rescheduling, or the accumulation 
of arrears. Key indicators of external debt sustainability include the present value of 
debt-to-exports ratio and the debt-service ratio 

Debt Sustainability Analysis: A study of a country's medium- to long-term debt 
situation. A country's eligibility for support under the HIPC Initiative is determined 
on the basis of such an analysis, jointly undertaken by the staffs of the IMF, the 
World Bank, and the country concerned. 

Debt-to-revenue or debt-to-income ratio: Is a measure that compares an 
countrie's debt payments to the income it generates. This measure is important in 
the lending industry as it gives lenders an idea of how likely it is that the borrower 
will repay the loan. The higher this ratio, the more burdens there is on the country 
to make payments on his or her debts. If the ratio is too high, the individual will 
have a hard time accessing other forms of financing. 
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Debt-to-exports: The debt to export ratio is used to calculate a country's total 
amount of debt in comparison to its total amount of exports. It's an important way 
for countries to measure their independent sustainability. The percentage can help 
countries determine their growth rate, but it can also be misleading if the ratio is 
considered without looking at a particular country's circumstances. 
 
Debt-to-GDP: A ratio of a country's national debt to its GDP national debt to 
its GDP. The debt-to-GDP ratio is one way to estimate whether or not a country will 
be able to repay its debt. The higher the ratio is, the more likely a country is 
to default because its government has borrowed too much relative to the ability of 
the country as a whole to repay. This may affect the country's sovereign credit 
rating. However, this ratio is not the only metric used. For example, the United 
States and the United Kingdom maintain national debts that approach 100% of 
GDP, but both have AAA credit ratings because the political risk in both countries 
is very low. Source (THE FREE DICTIONARY BY FARLEX, 2013) 
 
Debt service-to-exports: The debt service to export ratio is defined as the total 
debt service divided by the sum of exports of goods, services, and income plus 
workers' remittances.  Source (ENCICLOPEDIA OF THE NATIONS, 2013) 

Debt Swap Also called debt conversion .Debt swaps refer to the exchange of debt, 
in the form of a loan or, more typically, of securities other than shares, for a new 
debt contract (i.e., debt-to-debt swap) or to the exchange of debt, typically at 
discount for a non debt liability, such as equity (also known as debt conversion). 
Initially, debt swap operations were used to promote private investments in 
developing countries and they have been particularly used in privatization 
programs. After, swaps have been extended to sustainable development projects 
but the financial mechanism remains the same: a charitable organization acquires 
a hard currency sovereign debt at a discount, the debt is then cancelled in 
exchange for consideration paid by the debtor country in order to promote 
programs for the protection of the environment, education, health, etc. If originally 
debt swaps were undertaken by private organizations, there have been an 
increasing number of public initiatives relating to swaps, either in debt cancellation 
programs launched by States which hold the debts, or under periodic swap 
operations initiated directly between governments. 

Discount rate: The percentage by which the debt is being reduced in relation to 
the face value (inversely proportional to purchase price of debt). 
 
Dollarization: A type of scenario whereby the currency of a foreign country is used 
as legal tender by another country's citizens because the alternate country's 
currency value is more stable than the currency normally used in 
the domestic country. Source (BUSINESS DICTIONARY, 2013) 
 
EURODAD: is a network of 54 non-governmental organizations from 17 European 
countries who work together on issues related to debt, development, finance and 
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poverty reduction. The Eurodad network offers a platform for exploring issues, 
collecting intelligence and ideas, and undertaking collective advocacy. 
 
Export credit agency: Public agency that provides government-backed loans,  
guarantees, and insurance to corporations to finance overseas business in 
developing countries and emerging markets.  
 
Face value: Original amount of debt owed under a credit agreement.  
 
Genetic diversity: is a basic component of biological diversity. Its analysis is a key 
element for the study of biodiversity, ecosystem functioning, and the consequences 
of anthropogenic changes in natural systems due to climate change, habitat 
fragmentation, or biological invasions. Additionally, genetic diversity is very 
important for understanding the spread and impact of diseases on natural and 
managed populations. A better knowledge of genetic diversity is essential for 
predicting the consequences of developing sustainable agriculture and land 
management strategies, for environmental change for natural populations and for 
improving food production and human health. Source (SWISS FEDERAL 
INSTITUTE OF TECHNOLOGY ZURICH, 2013) 

Guarantor of the Borrower: An entity defined in a loan contract which is legally 
appointed to pay all or some of the total amount of funds extended by a creditor to 
a borrower in the event of non-payment by the borrower. 

HIPC initiative: initiative launched in 1996 with the aim to ensure deep, broad and 
fast debt relief and thereby contribute toward growth, poverty reduction, and debt 
sustainability in the poorest, most heavily indebted countries 
 
Leverage: Calculated as redemption price divided by debt purchase price; a  
measurement of “returns” on an investment in conservation, useful for investment 
strategy comparisons.  
 
MDRI: initiative launched in 2006 by the World Bank to provide additional support 
to HIPCs to reach the MDGs. 
 
Millennium Development Goals: they are a set of eight goals that address the 
world’s main development challenges. They are the central framework for global 
development and cooperation to improve humanity and life in the world. Leaders of 
189 members states of the United Nations adopted at the Millennium Summit in 
New York in September 2000. MDGs are interconnected and interdependent. 
Through improved policies and governance, and increased accountability to their 
own citizens, the poor or developing countries are responsible for achieving Goals 
1-7 while Goal 8 requires rich or developed countries to contribute to a global 
partnership with the poor by providing better aid, resolving debt problems and 
ensuring a fairer international trading system. In adopting the Millennium 
Declaration the world leaders agreed to achieve the goals by 2015. In doing so 
they pledged to “spare no effort to free our fellow men, woman and children from 
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the abject and dehumanizing conditions of extreme poverty”. Source (UNITED 
NATIONS, 2013) 
 
Official development assistance (ODA): Loans, grants, technical assistance, and 
other forms of cooperation extended by developed governments to a developing 
country. 
  
Paris Club: Informal group of 19 creditor governments, Spain is part of it, that 
negotiates framework debt restructuring. The members are: 
Austria, Australia, Belgium, Canada, Denmark, Netherlands, Finland, France, 
Germany, Ireland, Italy, Japan, Norway, Russia,, Sweden, USA Switzerland and 
United Kingdom   

Present Value (PV): PV of debt is also called net present value (IMF). It is a 
measure that takes into account the degree of concessionality. It is defined as the 
sum of all future debt-service obligations (interest and principal) on existing debt, 
discounted at the market interest rate. Whenever the interest rate on a loan is 
lower than the market rate, the resulting present value of debt is smaller than its 
face value, with the difference reflecting the grant element. The concept of present 
value of debt is used because the face value of the external debt stock is not a 
good measure of a country's debt burden if a significant part of the external debt is 
contracted on concessional terms; for example, with an interest rate below the 
prevailing market rate.  
 
Private debt: Debt owed by a private sector company.  
 
Public debt: Debt owed by a developing country government. 
 
Purchase price: price-paid in hard currency- at which the debt is bought; a % of 
the face value of the debt 
 
Redemption price: price-paid in local currency-which the debtor government 
pays the donor for the debt; typically greater than the purchase price, but still 
lower than the face value 

Secondary markets: markets which trade discounted commercial debt. 
 
Total debt service (TDS): shows the debt service payments on total long-term 
debt (public and publicly guaranteed and private nonguaranteed), use of IMF 
credit, and interest on short-term debt only. Source (ENCICLOPEDIA OF THE 
NATIONS, 2013) 
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Additional attachments 

Att1: Debt structure in Ecuador, IDS from World Bank 
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Att2: Index of Human development by PNUD  
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Att3:Debt swap agreement Spain-Ecuador 2005 
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Att4: 38/2006 Spanish law for Management of external Debt 
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