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Purpose
Since the Heavily Indebted Poor Countries Initiative was created in 1996, donor countries have committed over $50 billion in bilateral and multilateral debt cancellation to promote economic development and poverty-reduction programs in the developing world.  At the same time, a new form of business has emerged for the purpose of speculating in and profiteering from poor country debt at the expense of both the impoverished citizens of indebted nations and the taxpayers of the world who have supported international debt cancellation. So-called “Vulture Funds” acquire the distressed debt of poor countries for a deep discount – typically pennies on the dollar. Through the seizure of assets, litigation and political pressure, they seek repayments that are far in excess of the amount that they paid for the debt.

This bill is designed to make it illegal for U.S. courts to be manipulated by Vulture Funds in this manner.

Prohibits Sovereign Debt Profiteering

H.R. 2932 would make it illegal for any private creditor holding defaulted sovereign debt to use litigation in a U.S. court, or the threat of such a lawsuit, to achieve payment of more than the total amount paid for the credit plus 6% simple interest from the date the debt was acquired from a qualified poor country. This 6% represents the standard, internationally accepted interest rate in debtor-creditor arrangements.  Firms or individuals violating this law would be fined an amount equal to the sum they sought to achieve through the profiteering litigation.  The goal of the bill is also to make it unlawful for persons or companies based in the U.S. to engage in Vulture behavior anywhere in the world.  Ultimately, this bill seeks to curtail the Vulture activity by cutting off as many profiteering avenues as possible. 

Expands Transparency Around Poor Country Debt Transactions

Vulture Funds tend to operate in a very secretive manner, both in corporate formation, and in their daily behaviors. In some cases, the Vultures file suits without notifying the debtor country.  HR 6796 would mandate that before taking legal action in a U.S. court to collect sovereign debt, a creditor must register this claim in writing with the U.S. Treasury. If Treasury officials determine that the country being targeted is a qualified poor country, then the creditor must provide additional information to the court, the U.S. Treasury and to the government of the country being sued, including how much was paid for the debt. The country being sued would be entitled to discovery to investigate the substance of all claims.

Frequently Asked Questions:

Won’t this shut down the secondary debt market, effectively cutting off access to vital credit for poor countries?

The Stop VULTURE Funds Act does not shut the secondary debt market down, but it does prevent exploitative profiteering on the secondary market at the expense of impoverished countries.  The bill does nothing to prevent lenders from extending credit in good faith to poor countries (loans of a size and at terms that the country could reasonably expect to pay back), so it does not prevent access to credit that would be genuinely helpful to poor countries.

H.R. 2932 is actually intended to allow the secondary debt market to function in a more streamlined fashion. When a debtor is in litigation, they risk having their assets frozen, thereby preventing them from servicing ANY of their debt obligations.  Preventing abusive lawsuits and sovereign debt profiteering would help to avoid this scenario.

Couldn’t this bill encourage corruption?

Proponents of Vulture Funds argue that such lawsuits are a valuable means of exposing corruption. This analysis misrepresents the incentives of the situation. Fear of litigation and the corresponding risk of attachment of assets as a result of a judgment could actually encourage governments to proactively conceal their assets.

Corruption is a serious concern in many poor countries, but Vulture lawsuits hurt, not help this problem. Corruption should be addressed by support for civil society initiatives to increase transparency and accountability rather than through the profit-driven legal actions of secretive hedge funds.

What countries would this impact?

As with the Jubilee Act, IDA-only countries would be eligible for protection under the Stop VULTURE Funds Act. These are the countries considered the poorest and most development-challenged by the World Bank – those that are only eligible for highly concessional loans and grants from the International Development Association (IDA), but not financing from the International Bank for Reconstruction and Development (IBRD). In addition, to be considered a “qualified poor country” protected by this legislation, the U.S. Treasury must certify that a country does not grossly abuse human rights, have excessive levels of military expenditures, support international terrorism, or fail to cooperate with the United States on international narcotics control.

To co-sponsor H.R. 2932, the Stop VULTURES Act, please contact Kathleen Sengstock in Rep. Maxine Waters’ office at (202) 225-2201. 
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