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Frequently Asked Questions on the Jubilee Act:
How Much Will it Cost?
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In order to speed progress towards the achievement of the Millennium Development Goals (MDGs), the Jubilee Act for Responsible Lending and Expanded Debt Cancellation (HR 2634) would make up to 25 additional impoverished nations eligible for debt cancellation beyond those nations which are already eligible for the Heavily Indebted Poor Countries (HIPC) initiative of the World Bank and IMF.
 To be eligible under the Jubilee Act, additional nations must qualify for “IDA-only” assistance from the World Bank, demonstrate the ability to manage released funds effectively and transparently for poverty alleviation, and not be precluded from receiving assistance because of  prohibitions in existing U.S. law such as gross violations of human rights.
This fact sheet offers: (1) an overview of the amount and types of debt that would be cancelled under the provisions of the legislation; (2) a suggestion of means by which the financing could be provided (though the legislation itself does not specifically detail how the measure would be financed) and; (3) an initial assessment of the costs of the proposed debt relief to the United States.
To summarize the costs, we estimate that the one-time cost of total cancellation of debts to the United States for initially eligible countries would be between $119-$197 million, depending on which countries “opt in” to the agreement. (If, as expected, Vietnam does not apply for relief, the total cost would be $119 million).  
The costs for multilateral debt cancellation would be negligible if the IFIs agreed to use the existing, additional internal resources we identify herein. We believe that the case for internal financing is strongest with respect to the IMF. If the World Bank, African Development Bank and Asian Development Bank do not agree to use internal funds,  the US may need to contribute approximately $214-$420 million in additional annual appropriations during 2008-10 to the World Bank’s International Development Association (IDA) arm, again the amount depending primarily on whether Vietnam opts in. 
While the bill would expand country eligibility to up to 25 low-income nations not currently eligible for the HIPC initiative, these countries would be slowly phased in over time in accordance with their demonstration of budget transparency and effective financial management.  Based on current assessments, 9 countries could be eligible for debt cancellation quickly. These nations are Georgia, Cape Verde, Samoa, Vietnam, Kenya, Mongolia, Lesotho, Moldova, and Vanuatu. The cost estimates below consider the cost of debt cancellation for these nations.
I. How much debt would be cancelled by the bill? 
For the 9 countries likely to initially qualify for the initiative, the total debt stock to the United States is $262 million (see table 1). The total debt stock owed by these nations to the major international financial institutions – the IMF, World Bank, Asian Development Bank, and African Development Bank -- is $11.6 billion.  Note that the cost to cancel (or Net Present Value) these debts is a fraction of the total debt stock – see section III for estimates on this. These nations are collectively projected to send $67 million annually to the United States and $403 million to multilateral creditors (excluding the IMF) in 2008.

To put these figures in the context of previous debt relief deals, the 2005 G-8 debt deal made possible the cancellation of multilateral debt totaling $55 billion for up to 40 nations. 
	
Table 1. Debts of the 9 countries potentially initially eligible for debt relief under Jubilee Act
	

	  Countries
	US
	IMF
	World Bank
	AfDB
	AsDB
	US debt service proj. 2008
	
Multilateral Debt Service proj. 2008
(non-IMF)
	
	

	Cape Verde
	0
	10
	205
	74
	
	0
	15
	
	

	Georgia
	41
	266
	679
	
	
	2
	28
	
	

	Kenya
	59
	103
	2663
	239
	
	8
	129
	
	

	Lesotho
	0
	38
	271
	124
	
	0
	25
	
	

	Moldova
	58
	126
	370
	
	
	4
	34
	
	

	Mongolia
	0
	44
	277
	
	485
	0
	30
	
	

	Samoa
	0
	0
	64
	
	81
	0
	7
	
	

	Vanuatu
	0
	0
	13
	
	49
	0
	3
	
	

	Vietnam
	104
	277
	3187
	
	1930
	53
	166
	
	

	TOTALS
	262
	864
	7729
	437
	2545
	67
	437
	
	

	Note:  US figures all in $US Million end 2005, and from US Gov Foreign Credit Exposure as of December 31, 2005 and World Bank, Global Development Finance 2007.


II. How Will It Be Financed?

The bilateral debt cancellation provided by the United States would be financed from the US budget. See section III, table 2 for detailed estimates of the costs to the United States which range from $119-$197 million, depending upon whether Vietnam opts in.
By comparison, the costs to cancel the multilateral debts of eligible countries is much greater but of lesser cost to the United States because, especially for IMF and World Bank debts, some costs could be borne by the institutions themselves and the remaining burden would be shared among other donor governments.  
These costs would be borne by three possible sources of finance: IMF gold sales, IBRD reserves, and/or additional US contributions to the International Development Association (IDA) and other multilaterals. The first two approaches would require no new US contributions, while the final option would require an increase in the US’ annual contribution to IDA and other multilaterals. 
Option 1. Responsible sale of IMF gold

The IMF has 103 million ounces of gold.  This gold is currently valued on the IMF books at $8.1 billion although it is worth more than $65 billion at current market rates. Partial or limited sale of IMF gold could easily raise the funds needed to cover the costs to the IMF of debt cancellation, and a larger sale could help finance the World Bank and other multilaterals’ share of the cost. While gold producers have raised concerns in the past about the possible impact of IMF gold sales on gold price, these concerns may be lessened by the current price of gold (at an all-time high) and the IMF’s identification in a March 2005 Board paper of several alternative approaches for the sale of gold that should assure little disruption to gold prices.

Option 2. Use of IBRD (World Bank) and IFC Reserves
The IBRD is one of the most resource rich financial institutions in the world with more than $236 billion in effective capital. It is financially very sound: the IBRD’s net income averaged $1.95 billion in 2000-04. Moreover, for a number of years, the IBRD has been using only about 50% of its lending capacity. The IBRD has been accorded a AAA credit rating, the highest rating possible.

Since the IBRD is in such robust financial shape, there are a few options. First, it could transfer up to $10 billion from the $37 billion that it holds as reserves and paid-in capital to cancel poor country debt owed to IDA, the concessional lending arm of the World Bank. Additionally, the IBRD could appropriate as much as $600 million every year from a net income which is at historically high levels. Such a transfer could generate $7.5 billion by 2020. These two sources combined could mobilize $17.5 billion toward the cost of World Bank debt cancellation, well more than the amount needed to cover the countries likely to be eligible immediately.
The AAA credit rating of the IBRD, which is critical for normal operations, would not be affected by such transfers. In fact according to an analysis by Fitch (a respected credit rating agency), the IBRD would still have more than 465% of the capital that it requires to hold on to a AAA rating after allocating $10 billion from its reserves for debt cancellation.  Because the current HIPC initiative is financed in part by transfers from IBRD, there is in fact existing precedent for the transfer of funds between IBRD and IDA.
The International Finance Corporation (IFC) has a similar structure and has seen its net income levels rise in recent years.  The World Bank recognized this in September 2007 when an agreement was reportedly in the works for the IFC to contribute a share of its net income to IDA. Similar treatment could be arranged to help finance a new debt cancellation deal.

Option 3. Increased Contributions from Donors to IDA and Other Multilaterals
A final approach would require greater financial contributions from donor governments, including the United States, to the International Development Association and other multilateral development banks such as the African Development Fund and the Asian Development Fund.  This approach was used to cover the additional costs involved in the G-8 debt deal of 2005. While this approach would require additional appropriations to IDA and/or other multilaterals, the costs would still be relatively small.  Because of the way burdens are shared among donors, the US share would likely be in the $214-420 million range per year over a three-year period (see table 2).
While the IMF and World Bank may be able to draw from gold sales, reserves, and/or net income as identified above, it is likely that Asian and African Development Banks would not be able to finance cancellation from internal resources, and would require additional contributions from donors.
III. How much will it actually cost to cancel these debts?
To determine the actual cost to the United States for the cancellation of bilateral debts, the US Treasury department must assess and determine the Net Present Value and risk discount for each country. For purposes of argument, we assume a 25% NPV/risk discount. In calculating the cost to cancel US debts, we assume a one-off cancellation of the total debt.

To determine the cost to the United States to cancel debts to the multilateral development banks, we analyze the costs as debts come due rather than up front. Moreover, we calculate the US share as a percentage similar to what the US has been recently contributing to international financial institutions.  We further note that the estimate of the costs to the US to cancel the World Bank share of the debt would only be required if the IMF/World Bank do not agree to fully finance the debt cancellation from their ample internal resources ( as suggested in section II above).

A final key factor in determining the actual cost of the initiative is to assess which countries would actually “opt in” or want to take part in the relief initiative. For instance, it is assumed that Vietnam would likely not want debt relief, given its access to international credit markers.  For this reason, Table 2 shows various cost scenarios, including and excluding Vietnam. 

	Table 2. Summary of U.S. Approps. 2008-10 Assuming 9 Countries Receive Cancellation in 2008 

	 
	 
	2008
	 
	2009
	 
	2010

	U.S. Bilateral
	 
	 
	 
	 
	 
	 

	(Assumes 25% NPV and risk discount)
	
	197
	 
	0
	 
	0

	WB, AfDB and ADB
	 
	  420
	 
	420
	 
	420

	 
	TOTAL
	 617
	 
	420
	 
	420

	 
	 
	 
	 
	 
	 
	 

	C. w/o Vietnam
	 
	 
	 
	 
	 
	 

	U.S. Bilateral
	 
	118
	 
	 
	 
	 

	WB,AfDB, and ADB
	 
	214
	 
	214
	 
	214

	 
	Total
	333
	 
	214
	 
	214
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� Our previous estimates had included 26 countries . We are no longer including Sri Lanka and Bhutan because these nations are already eligible for the HIPC Initiative, but have so far declined to enter into the initiative. Donors have already committed to cover costs associated with cancellation for these countries if they choose to join the initiative at a later date. We have added the Kyrgyz Republic to the list, bringing the total to 25 countries.  We are including the Kyrgyz Republic because, in its just released HIPC update, the World Bank says that the latest debt data for this country indicate that it is no longer eligible for HIPC.   
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