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Since 1996, more than 30 poor nations have recaswat form of debt relief under the IMF/World Bar&avily
Indebted Poor Country (HIPC) Initiative. In the téd States, support for debt relief has been Hligaar and has
come from both the legislative and executive brasckith the Bush administration playing a leadiolg in
reaching the historic 2005 agreement that ledecctkation of the Multilateral Debt Relief Initiaéi (MDRI). Debt
relief committed under the HIPC Initiative and ®RI to date is expected to reduce the debt stdthen31
post-decision point HIPCs by a total of $96 billidém 2007, the 22 post-completion point countiesesa$1.3
billion in debt service payments.

While relatively small compared to broader aid angstment flows, even this modest level of rekafaking a
vital difference in the world’s most impoverisheations: Debt AIDS Trade Africa (DATA) found thatrfevery
dollar freed up from debt service, African govermtsehave increased social spending by 2 dollarbt Bief is

an investment in the growth and stability of oading partners, as well as an investment in ouomalt security,
as many of these countries face the kind of extneoverty that can lead to unrest and instabilDgbt relief can
also help create a more attractive environmenpfiwate investment and improve the prospects fetasnable
development. Recent research has found that ¢esitiiat have participated in the HIPC programsaen as
more creditworthy following debt relief than thegre prior to receiving relief. Combined with incsed and more
effective foreign assistance, trade policy, aneotbols, debt relief is one critical piece of armoomprehensive
approach to reduce global poverty.
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The reality is that for too many poor countrie® tfebt crisis rages on unabated. Even after thiecdeloellation
provided to date, the world’s most impoverishedames continue to send $100 million each day tolhéed
States government, other wealthy nations, the If\i& \World Bank, and other creditors. With risingdagprices
threatening even greater hunger and the 2015 deadlireach the Millennium Development Goals fast
approaching, Jubilee USA argues that it is timexiend the promise of debt cancellation to additi@ountries
that need it to achieve the Millennium Developm@pals.

A majority of the world’s 66 poorest countries réminired in debt crisis. A January 2007 study ofpébr
countries that had not yet completed the HIPCdhite found that the majority of these countriesengctually
paying more today on debt service than they wef®#6. Lesotho is an example of one of these cisnit does
not qualify for current debt cancellation initisgiv despite its high level of need. Lesotho spBatZbmillion in
debt repayments in 2005, only slightly less thamathreceives annually from the Millennium Chatien
Corporation (MCC). Lesotho’s spending on debt yapent is roughly equal to its entire education ridghile
35% of Lesotho’s children are not enrolled in priynachool. By extending debt relief to Lesothagign
assistance provided through the MCC could beconte eifective by ensuring that US aid stays in tentry
rather than flowing right back out in the form aftd repayments.
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Another policy challenge is the action of so-caltedlture funds,” companies that seek profit by imgyup
developing country debt in default on the secondaayket for pennies on the dollar, then try to ecap to ten
times the purchase price, often by suing impovedstountries in U.S. or European courts. The measnt
vulture fund case is that of Donegal Internatiorsalthe government of Zambia. In 1979, Zambia pasel
agricultural equipment and services from Romaniaredit. Being unable to service this debt, in 198¢nbia and
Romania agreed to liquidate it. But before Zamloiald seal the deal, a hedge fund called Donegailitou
Zambia's debt for $3.28 million. Donegal sued Zaanbian government for $55 million seven years Jatier the
Zambian government had received debt cancellafiba.British High Court ruled that the governmenZambia
pay Donegal $15.4 million, 65 percent of what Zaanlas saved in debt relief delivered through theRVID
2006 The actions of vulture funds represent a growirapfem that needs to be addressed to ensure gams f
debt cancellation are preserved.

! “Heavily Indebted Poor Countries (HIPC) Initiatimad Multilateral Debt Relief Initiative (MDRI)—Stias of
Implementation,” IMF Report, August 21, 2006, p. 65
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Even in countries that have received debt can@atlanew borrowing threatens to return countriedebt crisis,
undermining debt cancellation efforts over the gaseral years. To date, official efforts to addrss problem
have focused mainly on the IMF/World Bank’s Debstainability Framework (DSF). But this instrumeasibeen
ineffective in addressing the problem of debt resagulation. Moreover, the DSF sanctiamy the debtofor
breaches in the debt ceilings, even though newolang is in many instances the result of insufintiaccess to
grants for poor countries. An alternative soluti®needed which looks comprehensively at the psoés
borrowing and lending — both in terms of quantityl guality. The international community has inciegly issued
calls for more “responsible lending” in the pasteyal years, including at G-8 summits, and in th20zand a new
framework is needed that holds debtors and credttoresponsible for sustainable and responsibtiirig.
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The current HIPC debt relief program requires mettito meet a strict series of economic policy nexquents
before receiving debt cancellation. While all agitest debt cancellation should be provided in wihgs$ ensure
full transparency and accountability, many of thiseo conditions the IMF and World Bank insist otaahing to
debt relief are more controversial. A growing numbieanalysts including the Center for Global Deyehent
have criticized the IMF in particular for being olyestringent in its requirements that poor cowegrhave low
inflation, pay down domestic debt, limit spendingpublic sector salaries for doctors and teaclaed, maintain
high currency reserves. In the case of NicaradualMF required the country to use the majorityt®tebt relief
proceeds to bolster its foreign currency resernelspay down its domestic debt. As a result, Nicaadgad been
able to free up only a few million dollars of itslit cancellation monies for social investment dsitef 2006’
Nicaragua was also required to privatize electriag a condition of debt relief. Following privattion, electricity
prices rose by 200%, pricing the poor out of theket and blackouts became frequent. Condition&itydebt
relief should be limited to requirements that eaduansparency, accountability and poverty redactio
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Many of the debts of impoverished nations are cgliomerous, or illegal in nature — they are debtsued by
undemocratic regimes or that did not benefit theutetion. There is growing awareness of the proléodious
debts from civil society, academics, legal scholgovernments and international institutions. Irtdber 2006,
Norway became the first creditor to accept co-rasfimlity for past lending mistakes and cancelleel debts of 5
nations on the grounds that the loans reflected geeclopment policy. In summer 2006, the World IB&n
UNCTAD published studies of the concept of odioabtd
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The Jubilee Act seeks to build on the historic @eiments on debt relief of the past decade anddieas some of

the aforementioned policy challenges. The legistati
Calls on the U.S. Treasury Department to negoéiateiltilateral agreement for debt cancellationdior
initial 9, and eventually up to 24 total additiopalor countries that need cancellation to meet the
Millennium Development Goals (MDGs). These arevally poor countries with “IDA only” status at the
World Bank and a per capita income of less thapes3ay;
Includes strong safeguards to ensure that the mioeeg up by debt cancellation is used to combat
extreme poverty in qualifying countries. In ordequalify, countries must meet strict criteriaasgjng
public financial management and transparency argt report annually on how the money is used.
Countries that violate human rights, have an exee$svel of military expenditures, or have poocosls
on terrorism or narcotics control would not quafify cancellation;
Calls on the US Treasury Department to prevenpthetice of vulture funds by designing legal reresdi
to curtail vulture fund activity; providing legaligport to countries being sued by vulture fundst an
providing technical assistance developing countryegnments;

2 Goldsborough, David, “Does the IMF Constrain He&pending in Poor Countries? Evidence and an Aay&od Action,”
Center for Global Development, July 2007

3 Acevedo, Adolfo “Nicaragua: The “Millennium Dev@iment Goals” (MDGs) and the IMF program,” p. 9-2006.
Available: http://www.choike.org/documentos/ifis mdfmi_nicaragua.pdf.

* World Bank,“The Concept of Odious Debt: Some Consideratiofscussion Draft, September 7, 2007. UNCTAD, “The
Concept of Odious Debt in Public International Laldiscussion paper 185, September 2007.
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Urges that more World Bank resources be devotggdatats for the world’s poorest countries to avoid
renewed indebtedness;

Requires greater transparency at the IFIs, inctpdipolicy of maximum disclosure in project andiloa
documents;

Urges the development of a framework for more rasjie future lending practices;

Prohibits four specific harmful economic policy cions that have been demonstrated to harm the
poorest and undermine past debt relief, includisgy dees for primary health care and educatiomeased
cost for the poorest for clean drinking water, nuees that compromise workers’ rights, and constsain
government spending for essential health care dudation.

Directs the Government Accountability Office (GA@@)undertake an audit of “odious” lending by the
World Bank, IMF, and US government in specific cias.

"
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Debt relief now has a ten year track record ofifrgep resources to fight poverty. In Ghana, tlomey saved is
being used for basic infrastructure, including réeader roads, as well as increased expendituexlanation and
health care. In Tanzania, the government is usiagnoney saved to import vital food supplies farse affected
by drought. In Burundi, elimination of school faa2005 allowed an additional 300,000 childrenmneood. In
Honduras, debt relief is to be allocated to elirterennual fees charged for primary education, wis@xpected to
increase enrollment from low-income families. Whdkebt relief advocates are encouraged by the rexfdie
program to date, the Jubilee Act requires countdasaeet specific criteria — including criteriative areas of public
financial management and budget transparency dalifg and be eligible for debt cancellation. Irdé@n, before
they receive debt cancellation, countries must stiathey are not human rights violators, thay tthe not spend
excessively on their military, that they do nottig@pate in narco-trafficking and that they have pmvided
funding for terrorism. The Act also requires natida use the funds released by debt cancellatiighbpoverty,
and to provide an annual report outlining how tineds were used.
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The Congressional Budget Office concluded thattbese version of the Jubilee Act (HR 2634) wouldehao
budgetary impact because a provision was adddetblouse version that authorizes US Treasury tmmbeg
negotiations for a multilateral deal but requires Administration to return to Congress for finppeoval. It is
anticipated that international negotiations woulkkt 2-3 years before appropriations are needed.

4  Upon conclusion of international negotiations i8 Zears, Jubilee USA estimates the costs to cancel
the debts owed to the United States by the fiedigible countries to be $119 million, assumingisasxpected,
that Vietnam does not opt into the agreement. dta potential cost for all 24 countries that corddeive
cancellation of their debts to the United Statesldide approximately $957 million. Spread overrng, this
amounts to an average annual cost to the US of $l06n. It should be emphasized that the actuma¢ period
for all 24 countries to qualify may be longer tiagears, so the annual average costs may be lower.

- 4 The overwhelming majority of the debts owed bydtbantries made eligible for debt relief by the
bill are held by the World Bank, IMF, and other tilateral lenders. In total, for all 24 countriésyould cost
about $24 billion to cancel the World Bank debt andther $11 billion for debt owed to regional depenent
banks. Jubilee USA Network has identified resosirgeehin the IMF and World Bank which aaelditional —the
sale of IMF gold, the use of excess InternatiorehiBfor Reconstruction and Development (IBRD) resgrand
increased allocation of IBRD/International Fina@arporation (IFC) net income to IDA — that coulahflithe
majority of the cost of multilateral cancellationvesioned in the legislation. While we stronglyibee that these
additional resources of the international finanoiatitutions can and should be used, the US may heincrease
its contribution to IDA to cover the costs. Evaerthis worst-case scenario, the costs involved @bel modest.
For the 9 countries expected to initially qual&gsuming Vietnam does not opt in, we estimatettieaS’ fair
share of additional annual contributions to IDAIdaling an agreement would be $235 million per yfeathree
years. To put this figure into perspective, thir@ase is less than the increase requested byifyaasts FY09
budget request for IDA.
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The debts of most of the impoverished countrieswmauld be made eligible by the Jubilee Act aresustainable.
Using a human needs-centered approach to assettaddess (using NPV Debt to GNI rather than debkport
ratio), 14 of the 24 countries that the Jubilee viould make newly eligible for debt cancellatioe actually

poorer and more indebted than the least poor antb#tst indebted HIPT Moreover, 11 of the 24 countries made
eligible by the bill are labeled as moderate tdtrigk of debt distress according to the IMF/WdBlahk's Debt
Sustainability Framework. Most of the remainingiewies that are not as highly indebted as the HIRE either
extremely poor or small island nations facing urigievelopment challenges such as advancing clichatege and
lack of access to credit, and would clearly berfediin relief.
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First, it is likely that some of the countries tleauld be eligible for debt relief in the JubileetAnay “opt out.” For
instance, Vietnam, though poor, is increasinglydblaccess private capital markets and it is ahlithey would
seek international debt relief. Countries havewessign right to decide whether to seek debt refi¢he benefits
of accessing private capital markets exceed thefligf debt service relief, a nation may choasepit out. On
the other hand, many poor nations are likely ti sekef. For those nations that opt in, debt fet@n help create a
more attractive environment for private investmamd improve the prospects for sustainable develapm#&hile
some have raised the concern that debt forgivesedd harm a country’s access to credit, the reaithe

reverse: recent research has shown that courttdesave participated in the HIPC program are ssemnore
creditworthy following debt relief than they wergqp.
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No. The Jubilee Act outlines strict eligibility neigements and requires specific policy actionsrsuee that
governments that receive debt relief use fundswagedly and transparently. Provisions in the amtile,
however, restrict the World Bank and IMF from impgseveral specific controversial conditions onrdoies.
The Jubilee Act (S.2166) prohibits four specifinditions from being attached to debt cancellatibhese include
user fees for primary health care and educatiameased cost for the poorest for clean drinkingewatheasures
that compromise workers’ rights; and constraintgovernment spending for essential health caresdndation.
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In fact, the opposite result is likely to occunvéstors are generally concerned about predidtabilideveloping
country investments. The current climate for legdimdeveloping countries resembles the Wild We#h a very
high risk of non-payment. Comparable evidence driremm an examination of domestic bankruptcy systems
indicates that access and interest rates for fmimmgrovesfor borrowers in an environment where creditorgeha
access to a predictable and orderly system forwetkouts which reduces the prospects that sontbtors profit
at the expense of others who carry unduly largedes

! ) # 2
Jubilee USA advocates a fully additional approactebt cancellation, meaning that countries/instihs
providing debt relief must provide it in additiom éxpanded development assistance effoBeme recent research
has made the argument that the provision of deixtattation has led countries to reduce their @dding to a net
reduction in resource flows from donors to the Higdmdebted Poor Countries. But the World B&fikds the
opposite. Using OECD/DAC data, the Bank finds thahe aggregate for HIPC countries, there was full
additionality (meaning that aid was additional &bticancellation, and donors did not decrease dibir
contributions) through 2004. Moreover, in recerdrge political will has been building around preersof aid to
combat global poverty. New, large constituendies the ONE Campaign have been keeping the issseptin
the minds of politicians and will continue to haleem accountable to the funding commitments thaddrstates
has made to provide further assistance. The ineneasinding for the Jubilee Act’s expanded delstoediation is
small in comparison to the U.S.’s other aid efforitss hardly the type of increase that wouldetiten to divert

® SeeBernhard Gunter. “MDG-Consistent Debt Sustainabilifow to Ease the Tension between Achieving the@4@nd
Maintaining Debt Sustainability,” UNDP, January 2007, p. 19.

® "Debt Relief for the Poorest: An Evaluation Updafehe HIPC Initiative." IBRD/World Bank, Indepeent Evaluation
Group, 2006.
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funding from other critical development activiti€@ebt relief cannot replace the benefits of inceea®reign
assistance; but if it igrovided with additionalityas Jubilee USA advocates and the Jubilee Act f@] it is vital
to ensure that aid is truly effective.
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Center for Global Development President Nancy Billdand other leading development experts have haig
that debt relief is an extremely effective andaéiint form of aid. Writes Birdsall, “the substitution of debt relief
for aid disbursements can increase the efficiefi@idby increasing ownership of their developmamtgrams by
poor countries, reducing transaction costs, inimgdsingibility, eliminating tying, and reassurititge private
sector that countries are going to be able to imple their plans®

Moreover, debt cancellation is a critical componafrdn integrated global development strategy.Jéffrey Sachs
and his team pointed out in the 2005 United Natiilennium Project Investing in Development repdRozens
of heavily indebted poor and middle-income coustaee forced by creditor governments to spend large
proportions of their limited tax receipts on debitvéce, undermining their ability to finance vitavestments in
human capital and infrastructure. In a pointless @ebilitating churning of resources, the credifmevide
development assistance with one hand and then naithitl in debt servicing with the othet.”
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! " . Available athttp://www.jubileeusa.org/?id=111
“Expanded Debt Cancellation: A Key Tool to FighbGal Poverty.” Briefing Note One, January 2008.
“Recent Development on IMF Gold Sales and Debt €lattion.” Briefing Note Two, February 2008.
“Are IMF and World Bank Economic Policy Conditiobndermining the Impact of Debt Cancellation?” Birief
Note Three, February 2008.
“Vulture Funds & Poor Country Debt: Recent Devel@ms & Policy Responses.” Briefing Note Four, Apri
2008.
“Recent Developments On Odious & lllegitimate DelBriefing Note Five, April 2008..
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Available at:http://financialservices.house.gov/hearings.html
Testimony by Neil Watkins, National Coordinatorbilee USA Network; Emira Woods, Foreign Policy lodas,
Institute for Policy Studies; Gerald F. Flood, Csellor, Office of International Justice and Peaadtdd States
Conference of Catholic Bishops; Aldo Caliari, CerdEConcern.

Jubilee USA Network is an alliance of 80 developtagencies, religious denominations, and humangigh
organizations working for debt relief and more gpble lending to fight global poverty.
Web:www.jubileeusa.org Contact: Danielle Pals, Policy Fellow - Phor282) 783-0214

Email: Danielle@jubileeusa.org

" Birdsall, Nancy and John Williamson. “Delivering Debt Relief: From IMF Gold to a New Aid Architece.” Peterson
Institute for International Economics, April 2002.

8 Ibid at p. 116-117.

° UN Millennium Project. 2008nvesting in Development: A Practical Plan to Askiehe Millennium Development Goals.
New York.
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