MEMO

TO: Staff dealing with International Financial Institutions
FROM: Neil Watkins and Danielle Pals, Jubilee USA, 202-783-0214, danielle@jubileeusa.org
RE: Background info. on the Jubilee Act (HR 2634)
DATE: April 9, 2008

Jubilee USA Network is an alliance of 80 development agencies, religious denominations, and human rights organizations working for debt relief to fight global poverty. We are writing to you today with additional information about, and to urge your support for, HR 2634, the Jubilee Act for Responsible Lending & Expanded Debt Cancellation. The full House of Representatives is expected to vote on HR 2634 during the week beginning on Monday, April 14.

The Jubilee Act passed the Financial Services committee on April 3 by voice vote with strong bi-partisan support. Co-sponsors of the act include Ranking Member of the House Financial Services Committee Spencer Bachus (R-AL) and the Ranking Member of Subcommittee on Financial Institutions and Consumer Credit Rep. Judy Biggert (R-IL). The Jubilee Act enjoys broad support from dozens of organizations beyond Jubilee USA’s own membership, including the US Conference of Catholic Bishops, Bread for the World, the ONE campaign and the evangelical development network Micah Challenge. 
Debt relief is a proven and effective tool in the fight against extreme poverty in impoverished nations.  Debt relief initiatives passed by Congress in 1999 and championed by the Bush administration in 2005 are saving lives in the developing world at a nominal cost to US taxpayers.  In Zambia, 4,500 new teachers have been hired and fees for rural healthcare have been abolished as a result of debt cancellation.  Cameroon implemented a groundbreaking national HIV/AIDS initiative that has made significant inroads against mother-to-child transmission of the virus. 
The Jubilee Act (HR2634) would build on these successes by expanding the list of countries eligible for debt cancellation to include an additional 9 impoverished countries, with possible expansion at a later date to an additional 15 poor nations, but only if those nations meet strict human rights, budget transparency, and public financial accountability standards.  
These countries – some of the poorest in the world – desperately need the funds to fight poverty: many of these nations are poorer and more indebted than their neighbors who qualify for the current debt relief initiative.  Consider Lesotho, for example, a country that would become newly eligible for debt cancellation under the Jubilee Act.  Lesotho does not qualify for current debt cancellation initiatives despite its high level of need.  But Lesotho spent $54.2 million in debt repayments in 2005, only slightly less than what it receives annually from the Millennium Challenge Corporation (MCC) – undermining the impact of US foreign assistance there.  Lesotho’s spending on debt repayment is roughly equal to its entire education budget; meanwhile 35% of Lesotho’s children are not enrolled in primary school.  By extending debt relief to Lesotho, we can make the foreign assistance provided through the MCC even more effective than it already is by assuring that US aid stays in the country rather than flowing right back out in the form of debt repayments to international financial institutions.
The Act includes strong safeguards to ensure that the money freed up by debt cancellation is used to combat extreme poverty in qualifying countries.  In order to qualify, countries must meet strict criteria regarding public financial management and transparency and must report annually on how the money is used.  Countries that violate human rights, have an excessive level of military expenditures, or have poor records on terrorism or narcotics control would not qualify for debt cancellation under the terms of the bill.  Even stronger requirements to ensure debt relief gets to those who need it most – and is not siphoned off into government corruption – were added to the bill in the mark-up.
Regarding costs, the CBO has stated that because Congress must approve any deal resulting from the negotiation required by this act, HR2634 would have no budgetary impact.  While there will be costs in 2-3 years following the international negotiations required by the Jubilee Act, these are minimal compared to the benefits.  The overwhelming majority of the debts owed by the countries made eligible for debt relief by the bill are held by the World Bank, IMF, and other multilateral lenders. Jubilee USA and others have identified internal, additional resources within these institutions that could cover the costs of multilateral relief. 
Once negotiations are concluded, the US would cancel the claims of eligible poor nations. But to put the future anticipated costs in perspective, it is important to note that debt relief efforts so far have cost the United States $3 per person.  If the Jubilee Act is successful, the cost of cancelling these additional nations’ debts to the US amounts to less than 50 cents apiece for every man, woman, and child in this country, as Representative Spencer Bachus (R-AL) noted at the mark-up of the Jubilee Act on April 3.  
Debt relief is an investment in the growth and stability of our trading partners, as well as an investment in our national security, as many of these countries face the kind of extreme poverty that can lead to unrest and instability.  Debt relief can also help create a more attract environment for private investment and improve the prospects for sustainable development.  While some have raised the concern that debt forgiveness could harm a country’s access to credit, the reality is the reverse: studies have shown that countries that have participated in the HIPC program seen as more creditworthy following debt relief than they were prior.  This occurs for a variety of reasons.  First, in order to be eligible for debt cancellation, a country must show a strong record of institutional capacity to use and track the funds for poverty reduction spending, which often results in greater government stability and responsibility.  This in turn draws investors, because a stable government is part of a stable and more attractive investment climate.  
Finally, cancellation of debts must be a one-time transaction to avoid moral hazard.  One of the greatest challenges facing nations that have received debt cancellation under existing initiatives is the range of new lenders which threaten to send nations back into unsustainable debt. The Jubilee Act recognizes and proactively addresses these critical issues. The Jubilee Act calls for the development of responsible financing standards where creditors and aid/loan recipients alike adhere to standards to ensure transparency and accountability to citizens, as well as prevent new accumulation of unsustainable debt burdens.  The bill calls on the Treasury Department to continue its valuable efforts within the World Bank to ensure that the external financing needs of low-income countries are primarily met through grants rather than new lending, and to develop and promote policies to ensure that no future creditor can take advantage of debt relief through the terms of their new lending (known as free-riding).
Debt relief and more responsible lending are tested and pragmatic tools that can aid in poor countries’ development and bolster our own nation’s security and image in the world.  We urge Members of Congress to vote yes on the Jubilee Act.
Resources for additional information
See www.jubileeusa.org/jubilee-act for more information or follow these links:

· Letter from evangelical network Micah Challenge to President Bush (doc) 
· Letter from Bishop Wenski, U.S. Conference of Catholic Bishops (PDF) 
· Letter from Episcopal Church Presiding Bishop Katharine Jefferts Schori
· Letter from More than 60 Organizations Endorsing Jubilee Act (PDF)
· Jubilee Act FAQ- Corruption & Eligibility
