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FY 2002 AUTHORIZATION REQUESTS FOR
INTERNATIONAL PROGRAMS

TUESDAY, JUNE 12, 2001

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON INTERNATIONAL MONETARY POLICY
AND TRADE,6COMMITTEE ON FINANCIAL SERVICES,
Washington, DC.

The subcommittee met, pursuant to call, at 2:00 p.m., in room
2128, Rayburn House Office Building, Hon. Doug Bereuter,
[chairman of the subcommittee], presiding.

Present: Chairman Bereuter; Representatives Roukema, Biggert,
Green, Shays, Capito, Sanders, Waters, Frank, Carson,
Schakowsky, and C. Maloney of New York.

Chairman BEREUTER. The hearing will come to order.

The Subcommittee on International Monetary Policy and Trade
meets today in open session to receive testimony from the Depart-
ment of Treasury on the fiscal year 2002 authorization request for
the international financial institutions and on activities in Africa
of the African Development Bank and Fund, the World Bank, and
the International Monetary Fund.

The International Monetary Policy and Trade Subcommittee has
jurisdiction over the international financial institutions. The Con-

ress has on its agenda this year the authorization of the following:
%165 million in multilateral funding for the Heavily Indebted Poor
Countries (HIPC) trust fund, $412 million for the Asian Develop-
ment Fund, and $30 million for the International Fund for Agricul-
tural Development, (IFAD).

This also will be the third subcommittee hearing this year which
will focus significant attention on Africa. The first hearing gave us
a private-sector perspective on the activities of the African Develop-
ment Bank and Fund. The second hearing included a private-sector
panel on the World Bank and IMF activities in Africa, with par-
ticular emphasis on poverty reduction, debt relief, and HIV/AIDS.

Before introducing our witness from the Department of the
Treasury, I'd like to provide the following background on these
issues which are important to today’s hearing, HIPC debt relief,
the Asian Development Fund, IFAD, the African Development
Bank and Fund, and HIV/AIDS.

First, the HIPC initiative has provided both bilateral and multi-
lateral debt relief to 18 countries in sub-Saharan Africa. This year,
further authorization and appropriation for the multilateral debt is
still needed to complete the U.S. pledge of $600 million to the
HIPC trust fund.
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The Administration has requested $224 million be appropriated
in fiscal year 2002, with $165 million to be required for authoriza-
tion this year.

Second, the Asian Development Fund, of which the United States
is a non-regional member, is a concessional arm of the Asian Devel-
opment Bank. The fund offers loans with a term of 24 to 32 years,
with an 8-year grace period. The interest rates are 1 percent to 1%%
percent.

This fund is focused on poverty reduction with particular empha-
sis on health and education. The fund provides loans to 29 bor-
rower countries, including Vietnam, Bangladesh, Sri Lanka, Paki-
stan, Nepal and Laos. India and China are not allowed access to
the fund because of their access to the capital markets and due to
the sheer size of their economies.

Last September, the United States agreed to a 4-year, $412 mil-
lion contribution to the seventh replenishment of the Asian Devel-
opment Fund. The Administration has requested authorizing legis-
lation for this U.S. commitment of $412 million.

This is approximately 14.3 percent of the total funding of the sev-
enth replenishment.

The Asian Development Fund is capitalized through both con-
tributions from donor countries, as well as loan repayments.

Third, IFAD provides loans and grants for agricultural and rural
projects for the world’s poor who live in rural areas.

Almost 75 percent of the world’s 1.2 billion poorest people live in
rural areas.

The mandate of IFAD is to increase the incomes of the small-
scale producers and subsistence farmers. Since its founding, IFAD
has made $609 billion in commitments to finance 575 projects in
114 countries. Approximately two-thirds of IFAD loans are
concessional.

Last year, the U.S. negotiated the fifth 2-year replenishment for
IEAD, which required $30 million for contributions as the U.S.
share.

The Administration has requested the Congress to authorize this
fifth replenishment.

Fourth is the African Development Bank and Fund, which were
previously explored, as I mentioned, by the subcommittee in April.
The U.S. is, of course, a non-regional member. At the earlier hear-
ing, the subcommittee received testimony that the African Develop-
ment Bank and Fund are the most fiscally troubled and perhaps
the most managerially challenged of all the multilateral develop-
ment banks.

Since the annual meeting of the African Development Bank and
Fund was held at the end of May, the subcommittee is looking for-
ward to the testimony of the Treasury Department on both this an-
nual meeting and to any comments as to how the African Develop-
ment Bank and Fund is addressing these challenges.

Lastly, the subcommittee conducted a hearing in May which fo-
cused on the World Bank and the IMF activities in Africa. Un-
doubtedly, we will have more hearings on that subject and their ac-
tivities in other parts of the world.

A critical issue discussed at the hearing was multilateral efforts
on HIV/AIDS.
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At this hearing, the joint United Nations program on HIV/AIDS
estimated that 36 million people are now living with HIV/AIDS.
Seventy percent of these people are in sub-Saharan Africa.

We are reminded that on May 11 of this year, the President
pledged an initial $200 million to a global trust fund to combat
HIV/AIDS, malaria, and tuberculosis. Furthermore, last year, Con-
gress passed legislation, P.L. 106—264, which directed the Secretary
of the Treasury to seek to negotiate the creation of a multilateral
HIV/AIDS trust fund at the World Bank.

The subcommittee is interested in the status of these negotia-
tions. When Secretary O’Neill testified before the Financial Serv-
ices Committee on May 22 of this year, he stated that the issue of
where this HIV/AIDS trust fund would be housed is still undeter-
mined, or at least it was at that point.

To assist the subcommittee in examining these issues, I'm
pleased that we’ll have the opportunity to hear from William E.
Schuerch.

Mr. Schuerch, is that correct? Schuerch?

Mr. SCHUERCH. Schuerch, yes.

Chairman BEREUTER. The Deputy Assistant Secretary for Inter-
national Development, Debt, and Environmental Policy for the De-
partment of the Treasury. Mr. Schuerch has served in this capacity
since September 16th, 1996, and he has responsibility for formula-
tion of international debt policy and issues pertaining to U.S. par-
ticipation in the regional multilateral development banks.

Prior to his service at Treasury, Mr. Schuerch was a staff mem-
ber of the House Appropriations Committee for a lengthy period of
time. He received his Bachelor’s and Master’s degree from the Max-
well School at Syracuse University.

Mr. Schuerch, we welcome you at the hearing. And I'll say that
without objection, your written statement will be included in its en-
tirety for the record.

But before your testimony, I turn to the distinguished Ranking
Member of the subcommittee, the gentleman from Vermont, Mr.
Sanders, for any comments that he might make.

[The prepared statement of Hon. Doug Bereuter can be found on
page 30 in the appendix.]

Mr. SANDERS. Thank you very much, Mr. Chairman. And wel-
come, Mr. Schuerch. It’s nice of you to be with us.

Mr. Chairman, as this subcommittee considers the Administra-
tion’s funding request for various international financial institu-
tions, we should ask whether these institutions are using the fund-
ing they receive from American taxpayers as effectively as they
should, and whether reforms are, in fact, needed.

I believe there is a growing sense in Congress and the inter-
national financial institutions, especially the IMF and the World
Bank, that they are not doing the jobs they were established to do,
and that they have taken on new jobs and new responsibilities that
they are not able to do.

The area of public health and the HIV/AIDS crisis is a case in
point.

At a recent hearing of this subcommittee, Dr. Dyna Ahrin of Har-
vard pointed out that one of the main reasons many poor countries
lack the resources they need to fight HIV/AIDS is that for 20 years,
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the IMF and the World Bank have been forcing poor countries to
cut back on spending for public health and that many of their in-
frastructures for public health are in very bad shape.

Debt relief for the poorest countries in the world is another case
in point.

A recent report by the U.S. General Accounting Office found that
the IMF and World Bank debt reduction program for heavily in-
debted poor countries, known as HIPC, is likely to leave these poor
countries in just as much debt as when they started the program.

Most of the countries that are now participating in the IMF and
World Bank debt reduction program spend more on debt service
than they spend on health care for their people and the majority
of the people in these countries subsist on less than a dollar a day.

The most urgent needs of the poorest people in the poorest coun-
tries are not being met, so that the IMF and the World Bank can
get their bad loans repaid.

Might it not be time, Mr. Chairman, to require the IMF and the
World Bank to use their own resources to cancel the debts that
they are owed by the world’s most impoverished countries?

The international financial institutions are among the most pow-
erful institutions in the world, with, in many ways, effective control
over the economies of the poorest nations in the world. And yet,
these institutions make major decisions that affect the lives of hun-
dreds of millions of the most vulnerable people on our planet, as
well as working people throughout the world in total secrecy.

And that’s a point that we want to underline.

These organizations meet in total secrecy, making decisions
which impact huge numbers of people.

For years, several of my colleagues in Congress and I have of-
fered amendments to legislation calling for the U.S. executive di-
rectors of the international financial institutions to use their votes
to support reform, only to learn that there are almost never any
votes taken at these institutions.

There are no votes and there is little or no accountability.

You can’t instruct somebody to use a vote if no votes are taken.

Now it appears that the U.S. executive director at the World
Bank and the U.S. Treasury Department may have largely ignored
a very specific requirement enacted into law by Congress last year
to stop the IMF and the World Bank from imposing user fees on
primary health care.

Mr. Chairman, the World Bank continues to support the imposi-
tion of user fees for basic health care, despite the fact that this pol-
icy has led to a decreased access to primary health care for the
poorest people in the poorest countries.

As a result, Congress last year passed legislation requiring the
United States executive directors at the international financial in-
stitutions to oppose the imposition of user fees on poor people for
primary health care and primary education as a condition for
World Bank loans and grants.

The conference committee that reported the law also directed
that the U.S. Treasury Department notify the congressional com-
mittees on appropriations within 10 days if any loans requiring
user fees are approved by any of the international financial institu-
tions.
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But late last year, the World Bank appears to have approved fi-
nancing for Tanzania, which included user fees on primary health,
albeit, with an exception for poor people.

It also appears that the World Bank did this without opposition
from the U.S. executive director at the bank. And it further ap-
pears that the U.S. Treasury Department may have failed to notify
the appropriations committees that this, in fact, had happened.

Now I say that it appears that these things were done, Mr.
Chairman, because, as you know, the proceedings of the board of
the World Bank are secret. Their meetings are closed to the public
and no minutes of the meetings are publicly available.

Even a summary of the meeting is kept secret.

However, according to a recent report by the Center for Economic
and Policy Research, World Bank staff informed the World Bank
board that the funding for Tanzania included user fees for health
care and no objection was raised by the U.S. executive director at
the World Bank, despite the requirement of U.S. law.

And according to the same report, the U.S. Treasury Department
failed to notify the congressional appropriations committees of the
existence of user fees in the World Bank’s financing for Tanzania.

Mr. Chairman, I am troubled that the U.S. executive director at
the World Bank and the U.S. Treasury Department may have
largely ignored a U.S. law to prevent the imposition of user fees on
primary health care in poor countries.

I am also concerned about the entire cloak of secrecy that sur-
rounds decisionmaking at the international financial institutions,
which makes it so difficult to know whether U.S. law is, in fact,
being followed or ignored.

Perhaps it is time for this subcommittee, Mr. Chairman, to con-
sider what reforms might be necessary to open these institutions
to the public and to make these institutions accountabe to the pub-
lic when we consider the Administration’s request for funding.

Thank you very much, Mr. Chairman.

Chairman BEREUTER. Thank you very much, Mr. Sanders.

Under the subcommittee rules, other Members of the sub-
committee are entitled to opening statements of 3 minutes.

Are there Members who wish to be recognized?

The gentleman from Massachusetts, Mr. Frank, is recognized.

Mr. FRaANK. Thank you, Mr. Speaker.

I want to focus on what I think is the overriding moral impor-
tance of building on the work this subcommittee really initiated in
a bipartisan way on the debt relief for the highly indebted poor
countries.

Some issues are difficult. Some issues are complex. Taking loan
repayments for loans that were imprudently made, sometimes for
cold war political reasons, from the poorest people in the world is
just wrong. And that’s not a complicated question.

I'm glad that we have launched debt relief. Clearly, people are
better off with the debt relief than they would have been without
it. But I think that is a good argument for going forward with it.

I would ask at this point, Mr. Chairman, to insert into the record
a copy of the letter that was sent from the United States Catholic
Conference signed by the Cardinal Archbishop of Boston, Bernard
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Cardinal Law, who is Chairman of the International Policy Com-
mittee, to Secretary O’Neill, urging a better position on debt relief.

Chairman BEREUTER. Without objection, that will be the case.

[The information referred to can be found on page 35 in the
appendix.]

Mr. FRANK. Thank you. And I want to stress, we had a debate
in this Congress over how much of a tax cut we could afford. Some
people wanted to hold it down under a trillion. Some people wanted
to go to $2 trillion.

A country which is fortunate and smart and efficient enough to
be debating the disposition of a trillion or two dollars, as we legiti-
mately do, oughtn’t to be begrudging the relatively small piece of
that, a small piece of a small piece of a small piece of that, that
would go to alleviating desperate hunger and poverty.

I believe we should be moving to mandate, to the extent that we
can, that the international financial institutions get rid of 100 per-
cent of the debt.

I believe that we ought to be getting some of that debt relief done
earlier.

People will respond that some of these countries aren’t well gov-
erned. That is true. But I do not understand how you improve the
lot of people unfortunate enough to live in poorly governed coun-
tries by taking some of the resources out of those countries and
paying off a debt that never should have been contracted in the
first place.

That is, I do not understand how it is going to make things bet-
ter to extract more money from the societies.

I am favor of the policies that try to make sure that we accom-
pany this debt relief with the right kind of guidance. But it is over-
whelmingly important that we do this.

We had some skepticism about this. I think those of us who
thought that debt relief was morally important and workable have
been proven right. It has clearly had some very positive impact.
There are some criticisms of debt relief. The criticisms basically
come down to, it’s not happening quickly enough.

I would note that even as we talk about getting to the 100 per-
cent, the letter from Cardinal Law does mention within the exist-
ing framework adopting a principle that has been incorporated into
the legislation introduced by the former Chair of this Full Com-
mittee, the gentleman from Iowa, Mr. Leach, and the recently re-
tired Senator from Florida, Mr. Mack, which says that in no case
should the highly indebted countries be asked to pay more than 10
percent of their government revenues annually for debt relief.

It seems to me that we ought to be able to implement that one
right away and, indeed, I think we ought to be able to implement
the 100 percent.

Thank you, Mr. Chairman.

Chairman BEREUTER. Thank you. Are there other Members who
wish to be recognized for opening statements.

The gentleman from Connecticut, Mr. Shays, is recognized.

Mr. SHAYS. Thank you. Briefly, Mr. Chairman, I believe that
there needs to be debt relief. I don’t know if it should be 100 per-
cent, but it should be darned closed to it.
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My problem is that we are refinancing loans and extending debt
so that they can pay debt. And it strikes me that the IMF must
realize that some of this money simply isn’t going to be paid.

And I hope we address that.

Chairman BEREUTER. Thank you, Mr. Shays.

Secretary Schuerch, we’re ready to hear your testimony. You may
proceed as you wish.

STATEMENT OF HON. WILLIAM E. SCHUERCH, DEPUTY ASSIST-
ANT SECRETARY FOR INTERNATIONAL DEVELOPMENT,
DEBT, AND ENVIRONMENTAL POLICY, U.S. DEPARTMENT OF
THE TREASURY

Mr. SCHUERCH. Chairman Bereuter, Ranking Member Sanders,
Members of the subcommittee, I thank you for the opportunity to
testify before you today for the specific authorization requirements
requiring action today.

Chairman BEREUTER. Would you pull the mike a little closer,
please?

Mr. SCHUERCH. OK.

Chairman BEREUTER. Thank you.

Mr. SCHUERCH. Thank you also for already submitting my writ-
ten statement for the record.

I'll keep my opening remarks brief and allow time for questions
and discussion, a full discussion.

There are three authorizing requests, as you have reiterated, re-
quiring action this year: a contribution to the seventh replenish-
ment to the Asian Development Fund; a contribution to the fifth
replenishment of the International Fund for Agricultural Develop-
ment; a contribution to complete the total U.S. pledge of $600 mil-
lion to the HIPC trust fund.

We request the authorizations because they represent commit-
ments negotiated by the United States Government that should be
adhered to and they support United States’ interests.

Secretary O’Neill has said the Administration is working hard to
ensure that hard-earned U.S. taxpayers’ dollars go to the multilat-
eral development banks (MDBs) more effectively, more efficiently,
more accountably, and meet the core objective of improving living
standards around the world.

In that regard, you’ll see us pushing for more rigorous use of re-
sults-based performance indicators, improve coordination among
the institutions both at a country level and ensuring the best prac-
tice procedures, and better delineation of respective roles of the in-
stitutions.

The Administration will strive to focus the banks on a more lim-
ited set of activities that yield high-impact productivity and poverty
reduction gains.

Now that the Treasury Department’s undersecretary for inter-
national affairs, John Taylor, has been confirmed, he’ll be working
closely with the Secretary to develop, implement and coordinate the
Secretary’s international financial institutions reform agenda.

As many of you on the subcommittee are aware, Africa presents
a tremendous challenge in pursuing an effective, efficient, and ac-
countable development agenda. Conflict, natural disasters, the
plague of infectious disease, lagging growth, low productivity,
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unsustainable debt and unfavorable trends in commodity prices are
the realities facing the design of a credible assistance program for
most of Africa.

But the overall economic picture in sub-Saharan Africa is not all
bleak. Average growth in the region was an estimated 3.3 percent
in the year 2000, expected to rise to 4.3 percent in 2001.

Those growth rates compare to estimated average growth of 2.6
percent in the 10 years from 1992 to 2001.

The main reason for the improvement appears to be the con-
tinuing pattern of reform in many countries, resulting in more
flexible exchange rates, better fiscal control, greater economic sta-
bility, more open and transparent trade and investment regimes,
and further reduction in the direct economic role of governments.

There are still significant challenges, but the Administration is
committed to facilitating growth and development in Africa.

President Bush’s pledge of a $200 million initial contribution for
the new global fund to fight HIV/AIDS and the African Growth and
Opportunity Act are important pillars in our partnership with Afri-
ca.
Equally important is the continued U.S. leadership in the World
Bank and the African Development Bank to shape operations and
direct the resources to achieve higher productivity, growth and re-
duce poverty in the region.

Now that Undersecretary Taylor is confirmed, he’ll be striving to
achieve the broad goals already laid out by the Secretary, in addi-
tion to more detailed policy proposals that are currently being de-
veloped and are evolving.

I'm pleased to have the opportunity to hear your views today,
provide additional background information that I can, and to stress
the Administration’s support for the reauthorization request before
the subcommittee.

Before closing, I'd also like to apologize for the written testi-
mony’s very late arrival.

Thank you.

[The prepared statement of Hon. William E. Schuerch can be
found on page 39 in the appendix.]

Chairman BEREUTER. Thank you, Mr. Secretary. We will now
proceed under the 5-minute rule.

Mr. Schuerch, you recently led, or at least were involved, I think
you perhaps led the delegation at the annual meeting of the Afri-
can Development Bank group. I'd like to know what you were look-
ing for in the way of results.

But in particular, I wonder if you have any kind of an assess-
ment as to whether or not the reforms undertaken by Bank Presi-
dent Kabbaj have translated into results.

We’ve had a poor record overall compared to the other funds, but
there was some optimism that his leadership would result in posi-
tive changes in the management of the bank and in the use of their
resources.

What can you tell us in the way of early conclusions about the
recent meeting?

Mr. SCHUERCH. Let me directly address the management issues
that you’ve raised at the bank.
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First of all, I think we need to recognize that the African bank
has a different history than the other institutions. It is one that
was created by the regional countries and existed without contribu-
tion from developed countries, major developed countries for a con-
siderable period of time.

It got into a situation in the middle 1990s whereby management
had got to a state where the major developed countries were un-
willing to continue to contribute and, as you know, that resulted
in the removal of the president, a modest fund program, and then
followed up with significant management reforms.

Mr. Kabbaj was a candidate who came in on a reform agenda.
He removed most of the upper management of the institution. He
went through a process that scrubbed the bad loans out of the in-
stitution, about $2 billion worth of those loans.

And since that point in time, we have moved forward under a
new credit policy, one that mirrors the credit policy of the World
Bank to support the institution both with a general capital increase
for the bank and with a fund increase.

We're now in the process of negotiating and at the annual meet-
ing, or right after the annual meeting, was the first discussion on
a new replenishment to be considered for the following budget year.

I think Mr. Kabbaj has been an excellent president of this insti-
tution. He had done a very strong job of shaking it up, setting it
on a path.

I think the biggest criticism that is there is simply the starting
point. It was a very difficult starting point and it takes quite a few
years to set an institution on a path in terms of internal govern-
ance, but then also to move that forward into assuring that its pro-
grams on a country-by-country basis are effective and result in
good outcome, development outcomes.

Most of the large development programs take a considerable
number of years. So, in fact, many of the early ones under his pres-
idency are only now kicking in.

So I think that, in terms of development outcomes, it is more of
a future result that we’re looking for, albeit, one that should be
starting to kick in now.

In terms of internal governance, I would say that there have
been more reforms within this institution than any other develop-
ment institution and honestly, that they were needed.

I would also tell the subcommittee that he is in the process of
looking at a reorganization of the institution to make it further ef-
fective.

Thank you.

Chairman BEREUTER. Those are optimistic or encouraging com-
ments. Making reforms at an institution that had been primarily
an instrument for distributing money among the African country
members is not necessarily a popular move.

To what degree do you think he has gained the support of the
African members himself? To what extent do the non-regional
members like the United States need to do more to sustain and
support and encourage his efforts and make sure that they’re not
reversed by what might be termed as a tendency to continue to
want to go back to the old system of pork barrel distribution, I
guess you'd call it?
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Mr. SCHUERCH. Let me say that in the capital increase for the
bank itself, in the last cycle, we went after something that would
assure the donors that we would not have backsliding in this insti-
tution.

And in the context of negotiating a capital increase that in-
creased the shareholding of the major donors to 40 percent, we also
achieved agreement on what we refer to as a super-majority voting
structure.

Basically, any executive director can choose to take advantage of
a provision that would require a 70-percent vote of the board.

That basically means that regional countries do not have the ca-
pacity within their own votes to change credit policy or push back
the major reforms that have occurred.

So I think we have assurance of this very stable base going for-
ward. And, frankly, I think we have less disagreement, more co-
operation, and more cohesion and unity in this bank than we have
seen in the past by very substantial margins.

This president has been very effective in working his board of
governors, but more importantly, on a daily basis, his board of ex-
ecutive directors. And when there are sort of strong initial dif-
ferences, he goes into individual meetings if that’s necessary.

We've seen that happen. We've seen him effective in it.

So I think we actually have not only a change in the bank, but
a change in the attitudes from the regional countries.

We have much less contentiousness in terms of, for example, the
language of African character of the bank and much more joint
dedication toward government structures and performance struc-
tures.

In fact, this bank adopted a performance allocation system for its
fund very rapidly with strong governance requirements within that
allocation system.

Thank you.

Chairman BEREUTER. That’s very positive. Thank you very much,
Mr. Schuerch.

The gentleman from Vermont is recognized.

Mr. SANDERS. Thank you, Mr. Chairman.

Mr. Chairman, it is more than appropriate that Members of Con-
gress can debate policy and what they believe. But it is not accept-
able if Congress passes laws, that those laws not be implemented
by this Administration or any Administration.

And for Mr. Schuerch’s benefit, let me mention that the issues
I'm going to raise right now, I raised quite as strongly several
years ago under the Clinton Administration.

So I wonder if you could help me provide us with some informa-
tion.

Mr. Schuerch, as you know, legislation was passed requiring the
Secretary of the Treasury to instruct the United States executive
director at each international financial institution to oppose any
loan of these institutions that would require user fees or service
charges on poor people for primary education or primary health
care, and so forth, and so forth.

Mr. Schuerch, to the best of your knowledge, did the World Bank
approve funding for Tanzania with a provision calling for user fees
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on primary health care and did the U.S. executive director do any-
thing to oppose those user fees?

Mr. SCHUERCH. First of all, on the broader issue, obviously, we're
in full agreement on the need to comply with legislation as signed
into law.

On the specifics of the Tanzania case, as I understand it, the dis-
cussion in the bank board was a discussion about the poverty re-
duction strategy paper.

That document is not a bank document. That document is a doc-
ument that is a new document that we use for countries them-
selves to put together their own plans, nationwide plans with a lot
of citizen participation for how they want to spend resources from
a whole wide range of donors and specifically also savings under
the HIPC program.

So there was no vote in the World Bank board on a document
that is owned by the government of Tanzania. There was a discus-
sion of that document and I'm told that it does include user fees.
But it is not a document or vote, because there was no vote that
directly applies World Bank money.

The U.S., discovering the user fees, had a discussion, a bilateral
discussion, with the government of Tanzania, I'm told, and raised
the questions of the user fees.

The government told us that they permitted and would exempt
the poor from the effect of the user fees. And my understanding is
that within the context of that planned program, the medical offi-
cers that are involved in making the decisions can, in fact, waive
those fees.

Mr. SANDERS. We have a couple of problems here. And again,
this is not certainly just the work of this Administration, but pre-
vious Administrations as well.

As T understand it, Mr. Schuerch, you're telling me there was no
vote. But there very rarely is a vote.

Isn’t that the problem?

Mr. SCHUERCH. Not in this case. I mean, I'll get to the broader
issue of votes and how they do and don’t happen.

But in this case, there was no loan from the bank that was di-
rectly relevant at this time. There may be one that we will see in
the future. But what we had was a planning document of the gov-
ernment of Tanzania that was created and was being discussed.

So there was no financial decisionmaking action related to a
lending activity of the bank.

Mr. SANDERS. Because there was no loan at this point.

Mr. SCHUERCH. Yes.

Mr. SANDERS. And will the Administration oppose any loan that
includes user fees for health care and education?

Mr. SCHUERCH. This Administration has the same policy as the
past Administration and it is consistent with the legislation and
with this subcommittee’s views on user fees.

The answer is yes.

Mr. SANDERS. The answer is yes. OK. Could maybe you give this
subcommittee some advice?

Several years ago, we had the United States executive director
to the IMF before the subcommittee. And what we learned there
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is, in fact, that despite hundreds and hundreds of very important
decisions, there were only a handful of votes.

Now can you advice this subcommittee as to how they could get
policy implemented at a time, say, with the IMF, where the U.S.
has veto power if votes are not, in fact, taken? And further advise
this subcommittee, if you might, about the issue of transparency
and openness and what the Administration will be doing so that
the Congress, the American people, and the people of the world will
actually have an understanding of the kinds of discussion that
takes place currently behind closed doors.

Chairman BEREUTER. The time of the gentleman has expired.
But you may answer fully.

Mr. SCHUERCH. Thank you. I think what I need to say is that be-
fore explaining the votes issue, there is a long history of the U.S.
Government pushing for transparency in the institutions and there
are a lot of specifics.

I'll give you examples right now.

We're starting a new International Development Association re-
plenishment. Those discussions could be characterized by some as
private discussions. We’ve made a new set of decisions. Documents
that are provided to the IDA deputies at the request of the depu-
ties are now on the World Wide Web so the public sees precisely
what the deputies see.

A summary of each meeting is made public on the World Wide
Web as well.

The draft, penultimate version of the draft donors report will go
up on the World Wide Web for people to see and comment as well.

I think by any standard, that’s extraordinary transparency and
openness. Comments that are made by the public on those docu-
ments are summarized and brought to the deputies’ attention and
in a meeting we had in Ethiopia last week, we were told there were
400 sets of such comments on the first set of documents that were
made public.

So progress is being made, albeit not in every area. We are push-
ing forward on a policy that will encourage significant more num-
bers of policy documents and draft documents and country assist-
ance strategies to also be public.

Let me step back and address the votes issue.

I think it is a little bit of an oversimplification to say that we
don’t have votes in the institutions. But we certainly don’t have
votes in the nature that you do on the floor of the House or the
Senate, where you have a tote board that has everybody’s name
and shows their voting on it.

We take seriously all of the legislative directions that exist, and
there are now a considerable list of them. I'm sure over 20 or more.
And in each case, what happens in the board is there’s a discussion
about a particular loan.

Each chair in that board is able to express their views. They
don’t say yes or no, per se. But it is clear from their views as to
what their position is pretty much.

So generally, there are not close votes, if you will.

What we do in the institutions is we record a United States vote,
even though no other government is recording a vote. So that indi-
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cates that we are opposed or an abstention or a pure no vote, in
those cases where legislation requires it.

Mr. SANDERS. You record a vote when votes are not being taken.

Is that what you’re saying?

Mr. SCHUERCH. When there is a discussion on a loan that we
have reason to object to because of legislation and for other rea-
sons, we request that the record show that the U.S. is abstaining
or voting no, yes.

Mr. SANDERS. I ask the indulgence of the Chair.

How often would you say in the last 5 years will the record show
that the United States has voted no?

Mr. SCHUERCH. We give a report to the Congress annually that
goes down a long list of these.

I would be shocked if in a 5-year period we’re not in the several
hundred range.

Mr. SANDERS. That you have recorded votes of no on several hun-
dred occasions?

Mr. SCHUERCH. Over 5 years, yes, I would be sure of that, yes.

Chairman BEREUTER. Thank you very much. The gentleman
from Wisconsin, Mr. Green, is recognized.

Mr. GREEN. Thank you, Mr. Chairman.

At the end of May, you led the U.S. delegation to the African De-
velopment Bank Group annual meeting.

Could you describe what the objectives were for the Administra-
tion at that meeting and what progress was made on those goals?

Mr. SCHUERCH. Let me say that annual meetings are sort of in-
teresting events.

They are, in one sense, business meetings of an institution. But
in another sense, they are much broader than that.

So we go to such a meeting. Each government has an opportunity
to give an official statement, a speech, usually 5 minutes or so, that
gives them the opportunity to present a set of views.

There’s not a decisionmaking forum at that point in time. Most
decisions that are discreet decisions are made in the boards of exec-
utive directors or are made in the context of replenishment in-
creases.

So we went with an agenda to continue to support the Presi-
dent’s reform efforts in this institution, to continue to push it to co-
ordinate particularly well with the other institutions. They are
working on a further memorandum of agreement. It has been
agreed to, and it is being worked on some more with the World
Bank.

There is also one being discussed with the International Fund for
Agricultural Development.

So to encourage them to continue on their reform program, to
consult with them about their reorganization plans, which I think
will be voted on the board in later July in the bank, and to push
on the performance allocation system and on the sort of improved
development effectiveness issues that are there.

Mr. GREEN. You made some reference, as you have elsewhere, to
the President’s reforms at the African Development Bank.

What tangible results have you seen from those reforms? What
can we sort of hang our hat on in terms of progress being made?
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Mr. SCHUERCH. You came in a little later. I had mentioned that
in the process of reforming this institution, he had basically re-
moved the upper management of the institution and replaced it.

There has also been a considerable staff change since that at
lower levels. I also said that they took the portfolio, which included
significant numbers of problematic loans and scrubbed it and
closed those loans off to the tune of as much as, I think, $2 billion
over a several-year period.

He has been very serious about credit policy and has aligned it
with World Bank credit policy.

So we no longer have countries who shouldn’t be borrowing hard
loans, getting hard loans from this institution. We no longer have
hard-loan countries getting soft loans from this institution, as did
occur in the past.

At this point, he has been more focused on internal management
and not on quality of implementation than probably any other
president of an institution.

Mr. GREEN. Good. Thank you. Thanks, Mr. Chairman.

Chairman BEREUTER. Thank you, Mr. Green. And the Secretary
also mentioned that a super-majority vote can be required by any
member, which would then mean that the African members could
not carry a vote on their own. They’d have to have the support of
at least some of the non-regional members, as I understand it.

The gentleman from Massachusetts, Mr. Frank, is recognized.

Mr. FRANK. Thank you. Mr. Schuerch, as I understand your
statement, the position of Secretary O’Neill on behalf of this Ad-
ministration is to be supportive of the HIPC program, as far as we
have approved it, and to hold off on whether or not to go to the
100-percent phase based on, what?

Mr. SCHUERCH. I think you’re accurately characterizing where
the Secretary is.

He’s come in. We have a program that has essentially had about
18 months since its first appropriation. We have now 23 countries
to decision points. We only have two countries to completion points.

We have significant success with the help of this subcommittee
and this Full Committee to get full funding last year, in particular,
and we’re moving forward.

We have a request in front of you.

Mr. FRANK. No, no, Mr. Schuerch. Maybe I was inarticulate.

Mr. SCHUERCH. OK.

Mr. FrRANK. The question was, what will be the factors that will
be taken into account by the Secretary in deciding whether to sup-
port an increase in the amount of debt relief?

I'm familiar with the history that you’re recounting. You do it
well, but this ain’t the History Channel.

So what will lead to a decision about whether or not to go fur-
ther? What factors will he be looking at?

Mr. SCHUERCH. I don’t know that I can fully second-guess the
Secretary’s thinking, personally.

Mr. FrRANK. OK. That’s a good answer.

Mr. SCHUERCH. But I think that’s probably the fairest thing.

I think that as he has focused on implementation, they are com-
mitted to the existing program.
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Mr. FRANK. No. OK. I don’t mean to be rude, but we have 5 min-
utes and I know what the program is.

I'll tell you, I'm a little troubled by this and I’'m glad to hear this
affirmation of the existing program, because I read of the appoint-
ment of Ann Kruger to be the number-two official of the IMF. And
as is appropriately the case, the U.S. Government, in power at a
time when such an appointment is made, has some influence over
it. And it was represented that Ms. Kruger was appointed with the
support of this Administration.

I was troubled to read that she had expressed opposition to the
debt relief program. Now that may have been a misreporting. If so,
I think it would be useful to clear it up.

But are you familiar at all with Ms. Kruger’s position? Was she
accurately reported as being opposed to debt relief?

Can you enlighten me at all on this?

Mr. SCHUERCH. I didn’t catch that particular article. But if one
observes closely, there are differences in views among a range of
officials on a range of issues.

That’s not surprising.

The President of the United States, however, has expressed him-
self on the HIPC program with full support.

Mr. FRANK. All right. That’s reassuring. I would ask you, if we
could, and maybe you can elaborate in writing, what are Ms.
Kruger’s views.

If, in fact, it is accurate that she has been opposed to this, it
would be disturbing to me if the Administration would have spon-
sored her appointment to the number-two position in the imple-
mentation of this.

Let me ask you my final question.

I quoted from a letter that Cardinal Law of Boston has sent on
behalf of the Catholic Conference to Secretary O’Neill advocating
that even without any upgrade in the amount of debt relief, that
we should adopt the principle that Mr. Leach and former Senator
Mack put forward, that in no case should there be a greater than
10 percent of government revenues drained from the HIPC coun-
tries to debt relief.

What’s your response to that proposal from the Catholic Con-
ference?

Mr. SCHUERCH. I've seen the letter and of course it does support,
as you said earlier, legislation.

Mr. FRANK. Mr. Schuerch, please don’t just restate. We only have
5 minutes.

Mr. SCHUERCH. OK.

Mr. FRANK. I know what the letter said. What do you think
about the 10-percent proposal?

Mr. SCHUERCH. We think it is an artificial trigger. There are
many poor countries that do not qualify for HIPC that are using
more than 10 percent of their debt service.

There are many HIPC IDA countries that you would have to ex-
pand. Otherwise, there would be questions of fairness. There are
differences among countries about how much revenue they raise
out of their populations as well, which directly affects essentially
the denominator of that equation.
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Mr. FRANK. So you can’t support a 10-percent limit on some poor
countries, because that would be unfair to other poor countries that
aren’t getting the benefit of it?

Can’t we kind of level it down instead of leveling up?

Mr. SCHUERCH. Yes, there is an equity question among poor
countries when we’ve already given deep debt reduction to sets of
countries that get them well below the average for other poor coun-
tries on debt service.

Mr. FRANK. Well, but youre comparing the HIPC to the non-
HIPC.

I presume by putting people in the HIPC countries, we have all
agreed that this is a separate set of countries and the comparisons
ought to be made between and among those countries.

So I would differ with your notion that you decide this by looking
at the HIPC versus the non-HIPC. We've made a decision as to
who ought to be in the HIPC. What about within the HIPC coun-
tries?

Is there some great inequity? If you apply the 10-percent limit
to all the HIPC countries, how could some of them then be treated
unfairly? By definition, they wouldn’t be paying more than 10 per-
cent.

Mr. SCHUERCH. Well, we've used three different sets of indicators
on how to qualify countries for HIPC. And you could pick any one
of them and you would have quite varied performance against that.

So you can pick 10 percent and if you want to align everybody
on that basis, you get one result that is different than exports and
so forth.

Mr. FRANK. Right. And what the Cardinal is suggesting——

Mr. SCHUERCH. But we’ve blended it.

Mr. FRANK. What the Cardinal is suggesting on behalf of the con-
ference is that you use multiple criteria, but that in no case would
it go above 10 percent.

And again, your comparison of the HIPC to the non-HIPC seems
to me, frankly, you're looking for a reason to say no to it, because
we all agree that they’re going to be treated, the HIPC countries,
differently.

And what he’s saying is, yes, use whatever criteria you’re using,
but then put on a kind of a fail-safe—but in no case shall it be
more than 10 percent of the government’s revenues.

What’s the objection to that?

Mr. SCHUERCH. The objection is an inequity objection as we look
across the countries.

But, no, we have not supported it. That was put forward in the
course of the legislation last year.

Mr. FRANK. Right.

Mr. SCHUERCH. Congress fully considered it and did not include
it in the final legislation, either.

Mr. FRANK. I understand that. You’re very good at stating facts
as an alternative to opinions, and I appreciate that.

But the purpose of this hearing is to try and get some policy
opinions. You say it wouldn’t be equitable, but——

Mr. SCHUERCH. Well, an example. If you take one country that
is raising revenue from its people at a significant rate and actually
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does the collection on its tax rates, so it has a good revenue flow,
you get a very different reaction than one who does not.

Mr. FRANK. So that’s why you think it might be a disincentive?

Mr. SCHUERCH. In fact, you end up benefiting the one that fails
to collect revenue.

Mr. FRANK. So you think this might be a disincentive in revenue
collection?

Mr. SCHUERCH. I'm sorry. I missed that.

Mr. FRANK. Do you think it might be a disincentive with regard
to redvenue collection? That would be a policy argument I'd be inter-
ested in.

Mr. SCHUERCH. I'm not sure I'd argue it that strongly.

Mr. FrRaNk. All right. I'd appreciate it if you would also in writ-
ing elaborate on the reasons for rejecting that suggestion from the
Catholic Conference.

Mr. SCHUERCH. We’ll come back on the record. In fact, given that
you've put his letter in the record, if you'd allow us to put our re-
sponse to his letter in the record.

Mr. FRANK. Yes, that’s why I put it in. At that point, since it is
in writing, you can give as long a history as you want. That will
be OK. As long as you get to the other point as well.

Mr. SCHUERCH. OK. Thank you.

[The information referred to can be found on page 43 in the
appendix.]

Chairman BEREUTER. Thank you, Mr. Frank.

Mr. Shays has returned and he’s on the list. Mr. Shays, you're
recognized for 5 minutes.

Mr. SHAYS. Pass.

Chairman BEREUTER. Well, then, Ms. Capito is gone. And so,
Mrs. Roukema is next.

Mrs. ROUKEMA. Pass.

Chairman BEREUTER. And she passes. Mrs. Biggert?

Mrs. BIGGERT. Thank you, Mr. Chairman.

Mr. Secretary, on page 4 of your testimony, you emphasize the
need for multilateral development banks to focus on productivity-
led economic growth. And you note that education is a necessary
complement to growth.

Can you be specific about what it is that you'd like to see the
MDBs do different from what they are already doing relative to
education?

Mr. SCHUERCH. I think there’s been a fair bit of press on this
productivity issue. Some have tried to align it or contrast it to pov-
erty alleviation. In retrospect, we might have written a speech or
two slightly differently than they were written so that poverty alle-
viation words were also in the speech.

We do not see the conflict between the concepts in any sort of
extreme way. In Africa, in particular, we’re dealing with countries
that are under $800 per capita. In many cases, under $400 per cap-
ita, very poor areas.

If you look at how one is going to raise people out of poverty, re-
distribution is simply not a significant way to achieve that result.
You have to grow the economy of the country.

There are a fair set of issues about equitable growth that do de-
serve consideration. But fundamentally, you have to get growth



18

rates up significantly higher than population rates in order to
achieve that in Africa.

Education is clearly one of the identified sort of main building
blocks of productivity that the Secretary has focused on repeatedly.

Thank you.

Mrs. BIGGERT. Could you just be a little more specific in the kind
of education that you envision?

Mr. SCHUERCH. Well, we have always for development purposes,
I think you’ll find the whole development community primarily fo-
cuses on primary education and women and girls’ education as the
most effective components of where to target in discrete resources.

The other area is obviously, we focused on basic health as well.

Mrs. BIGGERT. OK. So, then, in practical terms, what would an
emphasis on productivity mean for future directions of the bank
and the fund?

Mr. SCHUERCH. Well, it is an emphasis on working with the core
economies to get growth rates up. It does exclude investment in so-
cial areas. But one has to get an economy going. That means open
trading regimes. That means floating exchange rates. But it also
means focusing strongly on performance when one puts resources
in, as well as the policy reform structures that are there.

Mrs. BIGGERT. Thank you. Thank you, Mr. Chairman.

Chairman BEREUTER. Thank you.

The gentlelady from Illinois, Ms. Schakowsky, is recognized.

Ms. ScHAKOWSKY. Thank you, Mr. Chairman. I have a couple of
questions.

But I just want to say, as a relatively new Member of this Con-
gress, it weighs so heavily on me when I realize how little money
relative to the wealth of this country and the budgets that we pro-
pose and the tax breaks that we give, how relatively little money
it would take to address problems that have been acknowledged
even as security issues, like the AIDS pandemic around the globe,
and that we have to struggle so hard over what are, in fact, minus-
cule amounts relative to many other things.

Mr. Sanders referred to U.S. law that now requires United
States executive directors to the international financial institutions
to oppose any loan that includes user fees.

Is there any intention by the Administration to delete Section
596, which does have that requirement?

Mr. SCHUERCH. The appendix of the budget pretty typically goes
through and strikes, and has for decades, most of the insertions
that are policy-related in the Congress on various provisions. This
one, along with, I think, virtually all the others in the foreign aid
bill, have been struck in the appendix.

That striking is not reflective of an intent by the Administration
to change the policy.

Ms. SCHAKOWSKY. Well, can you declare, then, that it is the in-
tent of the Administration to maintain that policy?

Mr. SCHUERCH. I can declare two things. I cannot declare that
we will support it being reinserted. But I can declare that we in-
tend to support that policy, yes.

Ms. SCHAKOWSKY. So, then——

Mr. SCHUERCH. The reason for the two, which seems odd, is sim-
ply most administrations desire to have flexibility across a range
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of policy issues, so don’t support inclusion of broadly this kind of
directive language.

But it is not indicative of an intent to change the policy.

Ms. SCHAKOWSKY. And how would that policy be played out when
there are discussions about user fees, whether or not there are
votes?

Does that mean—maybe that question was answered, but I didn’t
quite get it. Are there instructions for our representatives to
proactively argue against those?

Mr. ScHUERCH. We do instructions sort of loan by loan as deci-
sions come up that require a vote.

So there is standing policy instructing executive directors that
the policy of the United States Government is against the imposi-
tion of user fees for the poor on basic health and education, and
we do look at it, when we find strategy papers or policy documents,
as well as loans, and do directly talk with EDs and have them in-
tervene, yes.

Ms. SCHAKOWSKY. Although my understanding in the Tanzania
case, in fact, there was no effort on the part of the United States
that we could see to oppose.

Again, if I’'m asking the same question, I'm sorry.

Mr. SCHUERCH. Yes, we're covering some of the same ground, but
very quickly, the discussion in Tanzania was not about a loan from
the World Bank. It was about a planning document of the govern-
ment of Tanzania.

So it was not subject to a vote.

Ms. SCHAKOWSKY. No, no, I understand that. I guess I'm trying
to understand the difference between the spirit and perhaps the
letter, and if we are serious about trying to have a policy for these
countries not to impose user fees.

It seems to me so critical. All the evidence is in that when those
fees are added, that the access to that particular education or
health service plummets.

And so, it would seem if it is part of our furtherance of a policy,
that we want to make sure that we advocate at every moment that
we can.

And so, I understand the differences that you pointed out. I'm
just trying to understand what people are instructed to do.

Mr. SCHUERCH. Let me just have a minute, because not only was
it raised in the discussions at the bank in this instance, but the
U.S. directly went to the government of Tanzania to have a discus-
sion about this issue, because it was a decision of the Tanzanian
government to put it in its planning document. It was not a World
Bank document or imposition.

The result of that discussion was they pointed out that user fees
in this particular case were waivable by the medical profession for
the poor so that the document itself and their plans would enable
them to proceed in a way that was totally consistent with the lan-
guage of the U.S. law.

Ms. SCHAKOWSKY. And getting back to how the language of the
law may be changed.

When you say that you want to maintain, or the Administration
wants to maintain flexibility, what does that mean vis-a-vis user
fees if we don’t say it—what is so binding—not so binding, but
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what is so limiting in terms of applying U.S. policy by including
language that says, we're against user fees?

Mr. SCHUERCH. I spent 15 years working on staff in the Congress
on appropriations bills and virtually every year, you look at the
budget appendix and all legislative language on policy instructions
is struck in the proposed new budget, virtually.

So there’s no difference in what’s been proposed that way. The
Congress has the right, obviously, to reinsert any of that language
as they choose and often does. But all I'm telling you

Ms. ScHAKOWSKY. Would that be opposed? Would reinsertion of
that language be opposed by the Administration?

Mr. SCHUERCH. I don’t know. When we get a document, we’ll
take a look at it. It is not a major focus of the Administration. It
is not a strong difference in policy here at all.

So I would be surprised if people spend a lot of effort on this sub-
ject in terms of opposition.

Ms. SCHAKOWSKY. Thank you.

Mr. FRANK. Would the gentlewoman yield?

Ms. SCHAKOWSKY. Yes, I would.

Mr. FRANK. I would appreciate that. I appreciate the spirit of
that. And if you would send us a list of other parts of the Presi-
dent’s budget we should feel free to ignore, I would be glad to have
it.

[Laughter.]

Chairman BEREUTER. Thank you, Mr. Frank.

The gentlelady from West Virginia—all right. She’s not here.

The gentlewoman from New York, Mrs. Maloney, is recognized.

Mrs. MALONEY. Thank you. Several Members have mentioned
Secretary O’Neill’s call for improved living standards through in-
creased productivity as the primary objective of our Treasury’s
work through the MDBs.

Yet, many of the Members have raised questions and, actually,
the GAO raised questions as to whether many of these countries
can realistically expect economic growth, and certainly sustained
economic growth, because of the large amount of debt that they
carry, even with the enhanced debt relief initiative.

So I believe that there’s an argument that can be made that to
truly spur economic productivity, as Secretary O’Neill has testified
that he wants, that we truly need 100 percent debt relief to make
that happen.

So he must not be truly sincere about increasing productivity,
unless you’re willing to increase debt relief.

Mr. SCHUERCH. That’s an interesting argument. But I also would
observe that countries with the greatest sort of—what should I
say?—per capita debt, are also those that are most productive.

The issue is not debt. It is the effective use of capital for develop-
ment and for growth. You need a return on your investment.

The difference between—well, let me put it this way.

Mrs. MALONEY. Isn’t it hard to have a return on your investment
when you have so much debt that you don’t have money to invest,
even the needs that the countries have.

Mr. ScHUERCH. The HIPC program, when it is fully imple-
mented, has a very deep debt reduction. We have gone through
years of reduction. We’ve done bilateral aid reduction at 20 percent
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and 30 percent and 50 percent and 67 percent, and then we went
into HIPC in 1996 and we started doing debt reduction above that
level for the multilaterals and for bilaterals at 80 percent as well.
And now under the enhanced program, were up in the 90 and
above.

The bilateral aid is 100 percent reduction. Literally, we're look-
ing at a world where the only remaining debt for some of these
countries is that portion which has not yet been reduced at the
bank and the fund, and the other multilaterals.

So I would suggest to you that if you look at the quantities that
are being reduced by country by country, and we’re more than
happy to come up and work with your staff on that, that you will
find the depths of this debt reduction quite extraordinary.

Mrs. MALONEY. Thank you.

Chairman BEREUTER. Ms. Carson, we’ll recognize you. But we're
about to start a new round. Do you want to go at this moment?

If you're ready, please proceed.

Ms. CARSON. Well, I would appreciate that very much, Mr. Chair-
man.

Chairman BEREUTER. You're recognized.

Ms. CARSON. Thank you very much. And I apologize abundantly
for my delay. And thank you very much for having this hearing.

I hope I'm not redundant, given my delay in getting here.

But I'd like to ask, when the World Bank board discussed pov-
erty reduction strategy papers for Tanzania, the staff acknowledged
the concern of nongovernmental organizations about user fees on
health care.

Yet, based on a World Bank staff summary of the board meeting,
the U.S. representative did not raise the issue of health user fees.
Nor did she oppose the PRSP for Tanzania as required by U.S. law.

You may have already addressed that. If you have, I apologize.
But could you give me a brief response?

Mr. SCHUERCH. Let me very quickly tell you that U.S. law does
not require the U.S. to do this on a PSRP. It does require the U.S.
to respond on user fees and loan instruments.

A PSRP is a document of the Tanzanian government and it was
subject to a discussion in the bank. The U.S. Government did talk
to the Tanzanian government directly about the user fee element.
We were assured that, in fact, it could be waived and would be
waived in the medical community for the poorest people.

So, actually, their intent was in compliance with U.S. law.

But in terms of bank policy, when there is an individual loan
that comes up, we will have an opportunity to take a close look at
it and assure that user fees are not being imposed on the poor.

Ms. CARSON. OK. Most of the nation is poor, anyway. So that
would be kind of hard to distinguish between who’s poor and who
isn’t, given the high rates of poverty.

Help me. Did we pass a law last year, an amendment to the ap-
propriations bill, that denied America’s physicians to support user
fees?

Mr. SCHUERCH. There is an amendment in the appropriations bill
on user fees that requires that U.S. executive directors vote against
when they are imposed on the poor, yes.
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Ms. CARSON. So it just says we would vote against it if it came
up.

Mr. SCHUERCH. Yes.

Ms. CARSON. So is your department, State Department, opposed
to user fees, then, in general?

Mr. SCHUERCH. I'm sorry. I missed that.

Ms. CARSON. Are you opposed to user fees?

Mr. SCHUERCH. Yes. The Administration is fully in agreement on
that policy with the Congress, yes.

Ms. CARSON. Thank you.

Thank you, Mr. Chairman.

Chairman BEREUTER. Thank you very much.

I'd like to begin a second round of questioning. I want to go to
the HIV/AIDS fund, where the Congress, by an enactment last
year, directed the Treasury to attempt to negotiate the fund to be
housed in the World Bank.

Of course, we can’t mandate that, but our direction was to nego-
tiate in that direction.

One of my concerns is that a decision could be made that the
fund be housed and managed by the United Nations. I don’t think
they have the capacity to adequately do that in a timely fashion.

Now what the legislation proposed is that it would have a sepa-
rate board of donors, which of course would include the United Na-
tions or its affiliates and the other major national donors.

The G-8 meeting is coming up soon in July in Genoa, where I
think the final decision will be made on that issue. My under-
standing is that the Administration has not decided at least what
they will push for in that respect.

But I would like to urge that regardless of what the United Na-
tions’ involvement may be, that the World Bank be the delivery in-
strument.

I think it is essential that the funds flow no later than 6 months
after the Genoa meeting. If we have a long delay, we are dramati-
cally reducing the ability to do good with the funds that would be
provided by the various donors.

So my hope is that you'll take this message back from this Mem-
ber and I will try to solicit bipartisan support urging the Adminis-
tration to push hard for the delivery mechanism to be the World
Bank, regardless of how the donor board is constituted.

Is there any clarification you’d like for me or anything you’d like
to comment upon?

Mr. SCHUERCH. I'd like to comment. One, I'll assure you that we
will certainly take the message back, clearly. And also the message
that you bring from your colleagues on the subject.

I would say it is complex, a more complex problem and issue
than one sort of immediately thinks on the surface.

We've been dealing in an international context with the views of
a range of U.N. institutions and officials, as well as a range of G—
8 countries and government officials and differences within coun-
tries as well.

Obviously, the G-8, in terms of where we deal, is financial min-
istries and treasuries. Development ministries don’t have the same
sort of say in that process. Development ministries and foreign
ministries have a greater say in the U.N. process.
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But we’ve heard your message. I would say there’s a discussion
about sort of policy control versus sort of the fiduciary role of han-
dling the resources and vouchering and so on and so forth.

I think when we'’re done, it is clear in my mind that we will have
a board that is making independent decisions. There are discus-
sions about how strongly medical doctors and technicians and pro-
fessionals in the medical field will be vetting proposals and making
those decisions. And the U.S. feels strongly on that respect.

Chairman BEREUTER. The donor board is a complicated issue and
we need the best expertise we can generate there.

But I am really more concerned about the delivery mechanism,
becallilse I think the delivery mechanism is existent in the World
Bank.

And if we didn’t use it, we’d be probably not using a resource
that we really need to consider. And we will also provide this ad-
vice to the State Department as well, of course, because you point
out that the foreign ministers or the Secretary of State will have
a significant role in this at the G-8.

Mr. SCHUERCH. Let me be clear about your communication, be-
cause it’s actually important to the issue.

When you say that as a delivery mechanism, do you mean that
you desire the financing for the trust fund, in fact, to go through
World Bank loan processes as opposed to simply the World Bank
acting as the fiduciary agent to, in fact, handle all the money and
resources to do that job?

They’re quite different things.

Chairman BEREUTER. It’s the latter.

Mr. SCHUERCH. Thank you. OK.

Chairman BEREUTER. I'd like to move to Asia. The U.S. currently
has arrearage of $128 million to the Asian Development Fund.

How do the arrearages accumulate? And what effect does that
have on our influence on the operations of the fund? I know I've
pretty much exhausted my time here, but please proceed if you
care to respond.

Mr. SCHUERCH. Let me say, it is a question that I sort of lose
on either answer.

Arrears are important. And we’ve spent much of the last 5 years
in dealing with the banks, reducing U.S. arrears from a billion and
a half dollars down to about $335 million 2 years ago and then los-
ing ground the last 2 years.

Five years ago, our arrears in the Asian bank were about $350
million. Today, they’re about $128 million.

There’s no question that having arrears hurts influence. And
there’s no question you can get to critical levels in that respect.

When I first took this job in IDA, the U.S. had a full year’s worth
of arrears and IDA 11 was affected. And you couldn’t have a policy
discussion, because the entire discussion in the international arena
was, would the U.S. pay out that IDA?

We are not important as it is to clear arrears at that level of crit-
ical situation in the Asian bank. We have substantial influence.
We've been very effective in that regard. But I don’t want to leave
the impression in the context of being sort of equal shareholders
with the Japanese that it isn’t critical we live up to the commit-
ments we’ve made.
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It is absolutely critical and the resources are needed for the poor-
est application to the fund for the poorest people in the region.

Thank you.

Chairman BEREUTER. Mr. Sanders, I'm going to ask for your in-
dulgence for just one follow-up question here, and to the minority
as well as Ms. Biggert.

Why did the Administration not request authorization to pay the
arrears for the Asian Development Fund?

Mr. SCHUERCH. The arrears are fully authorized. We did not re-
quest an appropriation this year for any of arrears.

Chairman BEREUTER. I see. Let me redirect the question, then.

Why did the Administration not request appropriations?

Mr. SCHUERCH. I think it was a matter of coming in in the first
year, taking a look at a broad budget envelope and picture, and de-
ciding that it was inherently important that the U.S. live up to the
commitments it has made internationally. And that was focused on
primarily the annual commitments that had been made.

To some degree, the existing arrears were viewed as an existing
situation carrying in from a prior administration. And arrears in
every case have been requested by the Executive Branch.

So that there’s a sense that the causes of lack of financing com-
ing through the budget process.

I think it is best for me to say that it has been a policy that—
Treasury is very much aware of the arrears and very much aware
that in the context of looking at the next budget and the following
budgets, that we have to face up to the arrears situation. And that
means working on a clearance plan.

We'll be doing that process during the fall, working into the next
budget.

Chairman BEREUTER. Thank you very much. I thank my col-
leagues.

The gentleman from Vermont is recognized.

Mr. SANDERS. Thank you. Thank you, Mr. Chairman.

Two questions. One, a general question on the IMF and the other
a question about AIDS and the pharmaceutical industry.

Mr. Schuerch, there are many economists and many Members of
Congress who think that in many ways, basic IMF policy of aus-
terity measures, forcing countries to open up their economies, forc-
ing cutbacks in education, health care, nutrition, has had a disas-
trous impact on low-income people throughout the world and has
primarily benefited the wealthy and the powerful and multi-
national corporations.

Russia is an example which some people say is an ahistorical sit-
uation where never before in history has a first-world country de-
scended into third-world poverty under the guidance of the IMF.

The support of the IMF for dictators like Suharto and dictators
in Africa who did terrible things to their own people and left with
huge debts that these people now have to pay out, is another exam-
ple of some of the failed policies of the IMF.

Given the fact that throughout the world, IMF policy has often
resulted in a lowering of the standard of living of poor people,
while the wealthy in those countries and multinational corpora-
tions have done well.
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Is the Administration giving any thought to rethinking some of
the basic tenets of IMF policy?

Mr. SCHUERCH. I wouldn’t want to leave anyone with the impres-
sion that the Administration shared your views on the subject of
the history of the contribution of the bank and the fund to develop-
ment since the war.

Mr. SANDERS. Well, why don’t you tell me? Do you think the IMF
has done a pretty good job for the poor people around the world?

Mr. SCHUERCH. I think that if you look at the range of developing
countries and you look at the range of countries that are far better
off today than they were before, that one can find in the last 50
years there’s greater growth in the world in a whole range of coun-
tries than has ever occurred before in the history of the country,
including in Africa and other locations, yes.

Mr. SANDERS. You use the word growth. That wasn’t what I
asked you.

I asked you about what happens to poor people who, in fact, are
generally the bulk of the population in those countries.

You could have growth and the rich could make out like bandits.
You've got an increase in hunger and economic misery.

So growth was not the question. My question was——

Mr. SCHUERCH. Well—

Mr. SANDERS. Excuse me. My question was, IMF policy regarding
the poor people in Africa, Asia and Latin America.

Are you going to tell me that you think that those policies have
basically been a success?

Mr. SCHUERCH. I will tell you that life expectancy in Africa has
increased, prior to the HIV/AIDS crisis, by probably 15 or 20 years
over the last 50 years. That’s an overstatement. But there have
been a substantial improvement in life expectancy in Africa.

If you look at the social statistics as opposed to financial statis-
tics, you will find a better picture actually prior to HIV/AIDS than
you might think, yes.

Mr. SANDERS. So your basic conclusion in general is that you
think that IMF has done pretty well by poor people around the
world?

Mr. SCHUERCH. I don’t think that the IMF can be used as sort
of the whipping boy for everything that hasn’t happened that we
wish would have happened better around the world, nor the World
Bank, either.

Mr. SANDERS. OK. My second question deals with the pharma-
ceutical industry.

As you know, there has been a lot of controversy about the role
of the pharmaceutical industry in dealing with the AIDS crisis in
Africa and elsewhere in the sense that, for many very poor people,
the kinds of prices that the pharmaceutical industry charges to
deal with AIDS is prohibitive.

What is the Administration’s thoughts about how we can get the
pharmaceutical industry to substantially lower the prices in Third
World countries?

Mr. SCHUERCH. I think the Administration welcomes the actions
that the pharmaceutical industries have been taking in reducing
price.

I think I want to probably stop there on the subject.
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Mr. SANDERS. Well, as a result of massive public pressure in
countries like South Africa, the pharmaceutical industry has made
some concessions. We will see how they play out.

My question is that’s what the people in South Africa have de-
manded. What about the United States Government?

What are we demanding?

Mr. SCHUERCH. I don’t know what has happened in terms of pri-
vate conversations with pharmaceutical industries. I am unaware
of a public policy of the U.S. Government that would have con-
sistent demands of that nature.

We have watched public pressure move pharmaceutical compa-
nies to reduce prices on HIV/AIDS drugs and it is broadly across
Africa, but it is a very significant change in prices. That is a wel-
come change at this point in time.

But as a matter of U.S. Government policy, we have, to my
knowledge, not been demanding that change.

Mr. SANDERS. I would appreciate if you could write to me. It is
one thing when the people of Africa stand up and demand lower
prices and the industry responds to that.

But I think the United States Government should be joining the
people of Africa and elsewhere in demanding lower prices.

I would appreciate it if you could write to me what the official
policy of the Administration is regarding the pharmaceutical indus-
try and how they’re going to respond to the AIDS crisis.

Thank you very much.

Mr. SCHUERCH. Thank you.

Chairman BEREUTER. Mr. Sanders, would you like that response
in the record?

Mr. SANDERS. Yes.

Chairman BEREUTER. We'll ask unanimous consent that the
Treasury response to this question and to the letter presented by
Mr. Frank be a part of the record when their responses arrive.

The gentlelady from Illinois, Ms. Schakowsky, 1s recognized.

Ms. SCHAKOWSKY. Thank you, Mr. Chairman.

I wanted to follow up a bit on the AIDS issue and get to what,
in fact, has been U.S. policy. I wanted to check and see if it still
is U.S. policy.

The Executive Order, I think, is still—or if there is another one
or whatever—that deals with supporting compulsory licensing and
parallel importing of drugs.

That is, the United States not standing in the way of countries
that would choose to either manufacture or shop the world market
for lower-cost AIDS drugs.

Is that still the policy of our Government?

Mr. SCHUERCH. I'm not sure I can answer completely. I'm not
aware of a change in an executive order in this area. Certainly,
sort of open price competition has always been the policy of the
Government in this regard on drugs.

But I'd have to give you something more accurate for the record,
I think, on this.

Ms. SCHAKOWSKY. OK. The United States has forgiven the HIPC
debt owed to it bilaterally. But the HIPC countries owe billions
more to most of the world. It’s about a $14 billion face value. And
of course, that is the money that we’re talking about that could go
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to anti-poverty measures, including fighting the AIDS pandemic
and education.

Do we have a posture of trying to convince the rest of the world,
our allies, to forgive any debt, forgive that debt?

Mr. SCHUERCH. I'm not sure how the $14 billion figure works
particularly. But let me say, the HIPC program is fundamentally
a multilateral program where all the major donor countries have
worked together, the G—-7 has worked together. It started with a lot
of U.S. leadership and then agreement of the G—7 and the Cologne
Summit.

So, basically, we have a situation where the major donors—
France, Germany, Japan, Italy, U.K.—are all reducing bilateral
debt as the U.S. is reducing bilateral debt.

There is some difference among them on whether they’re doing
100-percent debt reduction above and beyond what’s necessary for
meeting the HIPC criteria. But overwhelmingly, it’s a joint effort
and, frankly, the U.S. has had an advantaged position in the sense
that it has less exposure to a lot of the HIPC countries, because
its’ aid programs moved to grant programs many years earlier than
some of the Europeans.

But, yes. We have used it on what we call a burden-shared basis
to include not only other governments, but well beyond the mean
multilateral development banks and the IMF, to a list of 20 or so
smaller subregional multilateral organizations as well.

Ms. SCHAKOWSKY. When Secretary O’Neill was here, and I only
saw part of that, and I don’t have that testimony in front of me,
as I recall, he said things about HIPC country debt that, something
like, we didn’t force them to take it, and he talked about moral
hazard.

How would you characterize our attitude in general about multi-
lateral debt reduction? Or at least the Secretary’s position on it.

Mr. SCHUERCH. I'm not sure precisely what he said about multi-
lateral debt in that hearing.

I was here. There was in the hearing a fair bit of
miscommunication, I would say, on sort of the numbers of debt re-
duction vis-a-vis certain proposals that are out in public and
whether it is 22 countries or 41 countries or 36 countries or 32
countries, and there was a fair bit of that back and forth.

Ms. SCHAKOWSKY. That’s why I'm really more interested in get-
ting how you would characterize our policy in general toward debt
reduction.

Are we looking toward moving toward 100 percent debt reduc-
tion? Do we think that’s unwise?

Mr. SCHUERCH. What we’re doing at the moment as a matter of
policy is fully committed to the existing enhanced HIPC initiative
and fully committed to getting it implemented in a quality way so
that we have both the reduction and the economic reform compo-
nents of it.

It is actually pretty much of 3-year program. We have money re-
quested this year that we’ll be fighting for in the budget process
and that we’re asking for a component for authorization.

So it is really a focus on implementation.
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The question of whether one moves further is a question that’s
a reasonable policy question to take a look at it, and we’ll have to
do that as we go forward.

I would not project a decision one way or another on that par-
ticularly. I think there are a lot of concerns about it. There are
many people who have expressed support for it. But we have not,
to my knowledge, gone on the record formally against or for at this
point in time, other than to say, we would hate to have a move to
100 percent get in the way of actually implementing what we have
at the moment and we'’re trying to implement, which is very deep
and substantial debt reduction for the same countries.

Ms. SCHAKOWSKY. Thank you. Thank you, Mr. Chairman.

Chairman BEREUTER. Mr. Secretary, thank you very much for
your testimony today. I think we’ve made some progress. And we
look forward to your responses into subject issues that have been
brought up by two Members.

I think it’s a good start today to learn more about the Adminis-
tration’s initiatives.

I appreciate the clarification on several issues. For example, with
respect to the issue related to Tanzania and what happened there.

Mr. SCHUERCH. Thank you very much. I appreciate the oppor-
tunity.

Chairman BEREUTER. Do you have any final comments?

Mr. SCHUERCH. No. Not broadly, other than I think, one, we need
to recognize and thank this subcommittee and the broader Full
Committee for their role both in HIPC and in pushing pressures
publicly to move forward on the HIV/AIDS initiative as well.

It has really been a shared experience and a positive one.

Chairman BEREUTER. Thank you very much. We’ll close on that
compliment.

The hearing is adjourned.

[Whereupon, at 3:30 p.m., the hearing was adjourned.]
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Opening Statement
Congressman Doug Bereuter
Subcommittee on International Monetary Policy and Trade
FY2002 Authorization Requests and the activities of the African Development Bank,
the International Monetary Fund and the World Bank in Africa
June 12, 2001

The Subcommittee on International Monetary Policy and Trade meets today in
open session to receive testimony from the Department of Treasury on the FY2002
authorization requests for international financial institutions and on activities in Africa of
the African Development Bank and Fund, the World Bank, and the International
Monetary Fund {IMF). The Intemnational Monetary Policy and Trade Subcommittee has
Jurisdiction over the intemnational financial institutions. The Congress has on its agenda
this year the authorization of the following: $165 million in multilateral fimding for the
Highly Indebted Poor Countries (HIPC) Trust Fund, $412 million for the Asian
Development Fund, and $30 million for the International Fund for Agriculture
Development (IFAD).

This also will be the third subcommitiee hearing this year which will focus
significant attention on Africa. The first hearing gave us a private sector perspective on
the activities of the African Development Bank and Fund. The second hearing included a
private sector panel on the World Bank and IMF activities in Africa with particular
emphasis on poverty reduction, debt relief and HIV/AIDS.

Before introducing our witness from the Department of Treasury, I would provide
the following background on the following issues which are important to today’s hearing:
HIPC debt relief, the Asian Development Fund, IFAD, the African Development Bank
and Fund, and HIV/AIDS.

First, the HIPC Initiative has provided both bilateral and multilateral debt relief to
18 countries in Sub-Saharan Africa,
This year, farther authorization and appropriation for the multilateral debt is still needed
to complete the U.S. pledge of $600 million to the HIPC trust fund. The Administration
has requested that $224 million be appropriated for FY2002, with $165 million required
to be authorized this year.

Second, the Asian Development Fund (the Fund), of which the United States is a
non-regional member, is the concessional arm of the Asian Development Bank. The
Fund offers loans with a term of 24 to 32 years and an eight-year grace period. The
interest rates are 1 percent to 1.5 percent. This Fund is focused on poverty reduction with
particular emphasis on bealth and education.

The fund provides loans to 29 borrower countries, including Vietnam,
Bangladesh, Sri Lanka, Pakistan, Nepal, and Laos. China and India are not allowed
access to the Fund because of their access to the capital markets and due to the sheer size
of their economies.
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Last September, the United States agreed to a four year $412 million contribution
to the Eighth replenishment of the Asian Development Fund. The Administration has
requested authorizing legislation for this U.S. commitment of $412 million. This is
approximately 14.3 percent of the total funding of the Eighth replenishment. The Asian
Development Fund is capitalized through both contributions from donor countries as well
as loan repayments.

Third, IFAD provides loans and grants for agricultural and rural projects for the
world’s poor who live in rural areas. Almost 75 percent of the world’s 1.2 billion poorest
people live in rural areas. The mandate of IFAD is to increase the incomes of the small-
scale producers and subsistence farmers. Since its founding, IFAD has made $6.9 billion
in commitments to finance 575 projects in 114 countries. Approximately two-thirds of
IFAD loans are concessional. Last year, the U.S. negotiated the fifth two-year
replenishment for IFAD which requires $30 million for contribution of the U.S. share.
The Administration has requested that Congress authorize this fifth replenishment.

Fourth is the African Development Bank and Fund which were previously
explored by the Subcommiittee in an April hearing. The U.S. is a non-regional member
of this multilateral financial institution. At the earlier hearing, the Subcommittee
received testimony that the African Development Bank and Fund are the most fiscally
troubled and perhaps the most managerially challenged of all the multilateral
development banks. Since the annual meeting of the African Development Bank and
Fund was held at the end of May, the Subcommittee is looking forward to the testimony
of the Treasury Department on both this annual meeting and to any comments on how the
Africa Development Bank and Fund is addressing these challenges.

Lastly, the Subcommittee conducted a hearing in May which focused on World
Bank and IMF activities in Africa. A critical issue discussed at the hearing was
multilateral efforts on HIV/AIDS. At this hearing, the Joint United Nations Program on
HIV/AIDS estimated that 36 million people are now living with HIV/AIDS. Seventy
percent of these people are in Sub-Saharan Africa.

We are reminded that on May 11" of this year, President Bush pledged an initial
$200 million to a global trust fund to combat HIV/AIDS, maleria, and TB. Furthermore,
last year, Congress passed legislation (P.L. 106-264) which directed the Secretary of the
Treasury to seek to negotiate the creation of multilateral HIV/AIDS trust fund at the
World Bank. The Subcommittee is interested in the status of these negotiations. When
Secretary O’Neill testified before the Financial Services Committee on May 22, 2001, he
stated that the issue of where this HIV/AIDS trust fund would be housed is still
undetermined.

To assist the Subcommittee in examining these issues, I am pleased that we will
have the opportunity to hear from William E. Schuerch, the Deputy Assistant Secretary
for International Development, Debt, and Environment Policy for the Department of
Treasury. Mr. Schuerch has served in this capacity since September 16, 1996 and he has
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the responsibility for formulation of international debt policy and issues pertaining to
U.S. participation in the regional multilateral development banks.

Prior to his service at the Treasury, Mr. Schuerch was a staff member of the House
Appropriations Committee. He received his bachelors and masters degrees from Syracuse
University.

Mr. Schuerch, we welcome you to this hearing. Without objection, your written
statement will be included in its entirety into the Record. Before your testimony, I turn to
the distinguished Ranking Member of the International Monetary Policy and Trade
Subcommittee, Representative Bernie Sanders, for any comments that he may have.
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Hearing on Authorization Requests for International Financial Institutions and
Activities of the African Development Bank, the World Bank and the IMF in Africa
Subcemmittee on International Monetary Policy and Trade
Statement by Rep. Maxine Waters
June 12,2001

I would like to thank Chairman Doug Bereuter for organizing this hearing and for his
interest in the activities of the World Bank and the International Monetary Fund (IMF) in Africa.
I am also grateful to Bill Schuerch, the Deputy Assistant Secretary of the Treasury for
International Development, Debt and Environment, for his willingness to testify before this
subcommittee today.

The Enhanced Heavily Indebted Poor Countries (HIPC) Initiative was developed by
creditor countries, the IMF and the World Bank in 1999 to provide debt relief to the world's
poorest countries. In order to fulfill the U.S. commitment to the HIPC Initiative, the Treasury
Department has requested authorization for an additional $165 million in contributions to the
World Bank HIPC Trust Fund. The Treasury Department has also requested an appropriation of
$224 million for debt relief in fiscal year 2002. I strongly support both of these requests, and 1
thank Mr. Schuerch for his commitment to this program.

Nevertheless, I am deeply concerned by the failure of the IMF and the World Bank to
provide adequate debt relief to heavily indebted poor countries. While the United States agreed
to cancel 100% of the debts of these poor countries, the IMF and the World Bank merely agreed
to reduce poor countries' debt stock to 150% of their annual exports. The twenty-two countries
that have begun to receive debt relief under the HIPC Initiative have seen their debt payments
reduced by an average of only 27 percent. Sixteen of these twenty-two countries are still
spending more money on debt payments than they are on health care.

The IMF and the World Bank assume that the HIPC Initiative reduces poor countries'
debts to sustainable levels. However, they base this assumption on economic projections that are
unlikely to be realized. The U.S. Government Accounting Office in its June 2000 report on the
HIPC Initiative concluded that some of their assumptions may be too optimistic. For example,
the IMF and the World Bank assumed that Uganda’s export earnings would grow by over 9% per
year for over 20 years. However, Gerard Ssendaula, the finance minister of Uganda, told the
Financial Times on June 5, 2001, that the HIPC Initiative is unlikely to meet his country's needs
because the international price of coffee -- one of Uganda's main exports -- is considerably lower
than it was when the IMF did its calculations.

The IMF has also imposed structural adjustment programs on poor countries as a
condition for debt relief. These structural adjustment conditions have required poor countries to
cut government spending on poverty reduction programs, impose user fees on health and
education services, and privatize water supplies and other public utilities. These policies usually
result in the denial of health care, basic education and other essential public services to the
people who need them the most.
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On April 26, 2001, I introduced H.R. 1642, The Debt Cancellation for the New
Millennium Act. This bill would require the IMF and the World Bank to provide complete
cancellation of 100 percent of the debts that poor countries owe them. The bill would also
eliminate the devastating structural adjustment programs that have been imposed by the IMF as a
condition for debt relief. H.R. 1642 has 68 cosponsors, representing both political parties.

To provide complete debt cancellation to these twenty-two impoverished countries would
cost only $287 million per year for the IMF and $215 million per year for the World Bank. This
is a very modest amount of money considering the fact that Congress appropriated $435 million
for debt relief last year alone. It is time for the IMF and the World Bank to do their share.

1 look forward to hearing the testimony of Deputy Assistant Secretary Bill Schuerch at
today's hearing. Finally, I strongly urge Mr. Schuerch to advocate complete debt cancellation by
the IMF and the World Bank without structural adjustment conditions for all thirty-two
impoverished countries that are expected to qualify for the HIPC Initiative.

1 thank the Chairman for the time.
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Department of Social Development and World Peace
CONFERENCE 3211 dth Street N.E. Washlngton, DC 20017-1184  FAX (202)541-3338

June 5, 2001

The Honorable Paul O'Neill
Secretary of the Treasury
1500 Pennsylvania Ave., NW
Washington, D.C. 20220

Dear Secretary O'Neill,

As the Genoa summit-approaches, I am writing to ask your active support for resolving an
issue that has arisen with respect to the recently-enacted debt relief program for poor countries. I
weleome the Adminjstration®s commiitment to providing $240 million for the enhanced HIPC
initiative in FY2002, funding that is essential if there is to be substantial debt relief for the poorest
countries. Even with this funding, however, the enhanced HIPC initiative will not fully achieve
its goals unless relatively modest corrections are made. While we support broader debt relief
than that provided under HIPC, we urge you to act now to make these corrections so that the
promise of this inidative can be fulfilled. ’

Qur concern arises from information recently published by the World Bank and the IMF
which shows a wide disparity in the amount of debt service reduction which the first 22 countries
will receive under the enhanced HIPC mitiative. According to this information, some HIPC
countries will receive substantial debt service reduction over the next several years. Others, however,
will receive much less, with a number of countries continuing to pay debt service averaging close to
one-quarter of government revenues. {The altached note explains this result in more detail.) For -
these latter countries, even if all the appropriate mechanisms and processes are implemented to
assure that debt relief reaches the poor and promises of additional bilateral relief are fully realized,
we fear that the immediate benefits will be too small to have a substantial impact on poverty.

We support debt relief, not to adjust old accounts but to combat poverty. In order to ensurc.
that debt relief in fact gives a fresh start to the poor, we urge an adjustment in the current program to
reduce the external debt service obligation to a maximum of 10% of government revenues for all
enhanced HIPC recipients. This formula was included as a provision of the debt relief tegislation
that was infroduced in the 106" Congress by Representative Jim Leach and Senator Connie Mack
with strong bipartisan support. In the case of countries in Sub-Saharan Africa ravaged by health
crises, including HIV/AIDS, debt service should be limited to a figure well below 10% in order to
maximize resources available to address this crsis whose devastating effects are akin to a natural
disaster,

This modest proposal is very much in line with the original purpose of the enhanced HIPC
initative, which sought debt relief not to reduce the debt stock to a certain percentage of exports, but
to free up budgetary resources for poverty reduction. The G-8 communigque was clear:

Seerstariat, Domestic Social Development international Justies & Peace Environmonta! Instlce Diocegan Relations
{202} 541-3180 {202} 5413185 - §202)541-3199 {2021541-3180 {202;541.2183
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“The central ebjective of this initiative is to provide a greater focus on poverty reduction by releasing
resources for imvestment in health, education and social needs.” It is difficult to see how the debt
relief granted under the current formula to Zambia, Niger and Guinea, among others, will fulfill this
objective.

The adjustment we are propasing will bring the amount of relief for all evhanced HIPC
countries much closer to that which countries such as Uganda and Rwanda received. The cost
associated with this adjustment would be small and should not be an impediment to making this
essential correction.

We wrge the Administration [o support this adjustment to the debt relief program which is on2
key element of what we hope will be a more comprehensive development agenda. Among other
things, this agenda should include promoting just trade and investment policies, reversing the
scandalously small amount otr country gives in development aid, and ensuring that both bilateral and
multilateral aid is focused more directly on improving the lives of the poor. While economic growth
is very important, it must be accompanied by measures designed to assure that it achieves a broad
distribution of its benefits, so that the poorest members of society have the opportunity to realize
their God-given potential,

Tt is in this context, Mr. Sscretary, that I agk you to look favorably on our request for further
debt relief. At a minimum, please urge your colleagues at the Genoa sumrnit to make an essential
adjustment to the enhanced HIPC initiative that will assure that this program truly will free up
substantial financial resources for urgently needed investments in human developmens of the world’s
poorest people.

With best wishes and asking God to bless you, [ am
Sincerely yours,
Berpard Cardinal Law j

Chaitman, International Policy Committee
United States Catholic Conference
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Note on Enhanced HIPC Debt Reduction

Office of International Justice and Peace
U.S, Catholic Conference

June 4, 2001

The World Bank 2nd IMF published a report on the status of implementation of the HIPC
initiative on April 20, 2001. Included in this report is information on the amount of debt
reduction that the 22 countries who have so far qualified for enhanced HIPC relief will receive.
The data shows that a number of the 22 countries will receive substantial debt relief and that, on
average, debt service as a percentage of government revenues will drop from 27 percent in the
recent past to less than 13 percent in 2001-03 and 9 percent by 2005. We welcome these trends
as we seek deeper debt relief,

There are, however, substantial variations in the amount of debt service relief among
countries, The average annual debt service-to-revenues ratio remains above 20 percent for
Zambia, Niger and Nicaragua for 2001-03, and at 18 percent for Guinea. Altogether 12 of the 22
countries will still have debt service obligations exceeding 10 percent of revenues in 2003, while
at the low end of the scale, Uganda’s ratio falls to 5 percent and Rwanda’s to 3 percent by 2003,
(See WB/IMF Report, Table 4.)

The objective of debt telief programs, as expressed by the US Catholic bishops in their
1999 statement entitled “A Jubilee Call for Debt Forgiveness,” should be poverty reduction and
human development. We judge the adequacy of debt relief programs by the extent to which they
free up necessary resources, and include adequate arrangements for reallocating budgetary
resources for investment in education and health, as well as other investments necessary to
improve the living standards of the poor and vulnerable. For this reason, we have consistently
advocated that debt relief initiatives be designed, not to achieve a certain ratio of debt stock to
exports, but to bring about a deep reduction in the ratio of debt service 1o government revenues.}

Thus, we strongly supported the bill (H.R. 1095) introduced by Rep. Jim Leach and
approved by the House Banking and Financial Services Committee in 1999, H.R.1095 provided
that the debt of HIPC countries should be reduced to a maximum of 10 percent of government
revenues. This bill, as well as the companion Senate bill (S. 1690) with similar provisions
introduced by Sen. Connie Mack that same year, attracted strong bipartisan support.

We urge, therefore, that the debt reduction formula be adjusted so that the debt service

T Objections have been raised in some quarters that this formula would reduce incentives to increase
government revenues, but it is difficult to see how a government would be discouraged from raising
revenues because 10 percent of the increase might go to debt service. Moreover, the underlying economic
program which is a condition of HIPC relief would normally have commitments on fiscal performance
which would protect against government’s responding to such minor “disincentive.”
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obligation of every HIPC eligible country is reduced to a maximum of 10 percent of government
revenues. Furthermore, we believe that the desperate need to maximize the resources available to
address the scourge of HIV/AIDS, whicl: has reached crisis proportions in a substantial number
of African countries, warrants a reduction substantially lower than the 10 percent maximum for
such countries. Moreover, we believe these reductions should occur, not in 2005, but in the
immediate future. More debt relief is needed for more countries in less time.

There would obviously be an additional cost associated with the adjustment we
advocate, but we believe that the cost should be rather modest. First, the amount of relief shown
in the World Bank and IMF Status of Implementation Report does not take into account
voluntary contributions beyond their HIPC commitment which have been pledged by all the
mjor donor countries. Several of these countries, led by the U.S., have pledged 100 percent
bilateral debt relief (see WB/IMF Report, Table 17). The impact of such additional relief by all
donors on budgetary funds available for poverty reduction appears significant (WB/IMF Report,
Table 18), provided that such relief brings new monsy to the recipient countrigs and does not
merely shift money between aid accounts.

Second, a5 far as costs to the U.S. are concerned, the existing cost sharing arrangements
would requirs the U.S. ta contribute about 4 percent of the incremental cost of multilateral debt
reduction. A rough sstimate suggests that, for 2002 this would come 10 & figure in the tens of
millions of dollars. Given the likely slippage of “decision points” for many of the remaining
countries potentially eligible for HIPC relief, the additional cost could possibly be
accormmodated without any increase in the Administration’s $240 million commitrnent.

In short, we continue to advocate specific and concrete steps toward greater debt relief
for more countries to help them address persistent poverty and underdevelopment, grave health
crises, and inadequate education. Making essential adjustments in the enhanced HIPC initiative
is a matter of life, dignity and hope for a better future for millions of people.
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

STATEMENT BY TREASURY DEPUTY ASSISTANT SECRETARY
WILLIAM E. SCHUERCH TO THE
SUBCOMMITTEE ON INTERNATIONAL MONETARY POLICY AND TRADE
OF THE HOUSE FINANCIAL SERVICES COMMITTEE
June 12, 2001

Chairman Bereuter, Ranking Member Sanders, members of the Subcommittee, I thank you for
the opportunity to testify before you on the authorization requests requiring action this year.

Treasury’s appropriations request for international programs this year totals $1.4 billion: $1.2
billion in scheduled commitments to the multilateral development banks (MDBs) and $.2 billion
for debt reduction. The request reflects a substantial reduction — from $1.9 billion in FY1996 --
in U.S. commitments to the MDBs as a result of international negotiations in recent years.
Today’s testimony focuses on the three authorization requests requiring action this year: $412
million over 4 years (2001-2004) for the U.S. contribution to the seventh replenishment of the
Asian Development Fund (AsDF-8); $30 million over 2 years (2001-2002) for the U.S.
contribution to the fifth replenishment of the International Fund for Agricultural Development
(IFAD-V); and an additional contribution of up to $165 million to complete the U.S. pledge to

the HIPC Trust Fund.

We request these authorizations because they represent commitments negotiated by the U.S. that
should be adhered to and that support U.S. interests. As Secretary O’Neill has said, the
Administration is working hard to ensure that hard-earned U.S. taxpayer dollars go to MDBs that
are more focused on the core mandate of improving living standards around the world through
increased productivity and that are held more rigorously accountable through results-based
performance indicators. We also believe that the MDBs can improve their coordination. More
work is needed to bring greater consistency where more than one institution is operating in a
particular country and in sharing lessons learned and best-practice policies and procedures. Now
that the Treasury Department’s Under Secretary for International Affairs, John Taylor, has been
confirmed, he will be working closely with the Secretary to develop, implement, and coordinate
the Secretary’s International Financial Institutions reform agenda.

Asian Development Fund (AsDF-8)

In 2000, the United States pledged $412 million over four years toward the $5.6 billion seventh
replenishment of the AsDF, the concessional lending window that provides assistance and policy
advice to the 29 poorest countries in the region. Over the next four years, the AsDF is expected
to lend more than $13 for every $1 contributed by the U.S. Several U.S. objectives at that time
were achieved as part of last year’s replenishment negotiation, most notably:

e Agreement to put in place for the first time a performance-based resource allocation system,
including explicit consideration of good governance and efforts to combat corruption.
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o Increased assistance for poverty reduction to about 40% of lending, with heavy emphasis on
education.

& Increased transparency and participation by civil society in the preparation of country lending
strategies.

¢ Improved systems for measuring results, including upgrading the evaluation office and
establishing a Board committee on development effectiveness.

e Conclusion of a Memorandum of Understanding with the World Bank to enhance
coordination and better delineate responsibilities in the region.

Completion of the U.S. cormmitment is vital to maintain strong U.S. leadership in shaping AsDF
policies and operations.

International Fund for Agricultural Development (JFAD-V.

In 2000, at the request of U.S. Agency for International Development, (USAID) Treasury
assumed lead agency responsibility for IFAD and the U.S. pledged $30 million over two years
toward IFAD"s fifth replenishment. Nearly 75% of the world’s 1.2 billion poorest people live in
rural areas, largely as small-scale or subsistence farmers. IFAD’s specific mandate to increase
the productivity and incomes of these target farmers is consistent with the Administration’s

international assistance priorities.

Several U.S. objectives at that time were achieved under last year’s IFAD-V replenishment
negotiation, including:

s Greater consideration of country governance and domestic policy criteria in assistance
strategies and allocation decisions.

e Expanded co-financing to cover at least 30% of IFAD’s annual commitment level to leverage
increased resources for poverty reduction.

e [FAD’s full participation in HIPC,

HIPC Debt Relief Trust Fund

Important progress was made last year when Congress authorized $435 million in U.S.
contributions to the HIPC Trust Fund, of which $360 million has been appropriated thus far. The
FY2002 authorization request is for the final $165 million of the U.S. pledge of $600 million to
the HIPC Trust Fund. The Trust Fund helps regional development banks and other multilateral
institutions meet the costs of providing debt reduction to heavily indebted poor countries
committed to economic, social and governance reforms. Twenty-three countries have begun
receiving debt relief under the enhanced HIPC program, amounting to $34 billion in nominat
terms. On top of this, the United States and many other creditor countries are canceling Official
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Development Assistance (ODA) debt and also reducing commercial debt beyond the fevel
required under the HIPC framework. As a consequence, the debt service ratios of these countries
will be significantly lower than previously, and indeed significantly lower than the average for
other countries with similar per capifa income levels. -

The success of the HIPC Initiative ultimately depends on country efforts to put in place sound
policies to use resources effectively, strengthen productivity and growth, and invest in the social
sectors, thereby reducing poverty. Iunderstand that several members of Congress as well as
non-governmental organizations (NGOs) are advocating various proposals to deepen the debt
relief program, including writing off entirely the debt of the current eligible HIPCs. Thecosts
of these proposals are tremendous ~ more than the IFIs themselves can bear without taking
resources away from good performing countries or accelerating the need for significant new

capital to finance their lending activities.

Secretary O’ Neill has stated that more experience should be gained under the existing program
given its relative nascent stage — only 2 countries (Uganda and Bolivia) have reached completion
point — before embarking on a new program. The current program goes well beyond earlier
efforts and is aimed at putting these countries on a sustainable debt profile. It was not designed
as a panacea for the myriad of challenges HIPC countries face, nor as a guarantee that countries
will not fall back into unsustainable debt. Rather, it was envisaged as one element of a much
broader development agenda that includes trade, investment, and economic assistance, coupled
with careful consideration of the appropriate lending instruments to facilitate effective,
accountable reform. Before considering additional debt proposals, we need to consider where
scarce resources of the U.S. and of the IFis best leverage improving the domestic conditions
necessary for sustained productivity growth and increased living standards. To address the
vulnerable situation in most HIPCs even after debt relief, Secretary O’Neill has made it clear that
the Administration is extremely interested in the increased use of grants for performing

countries.

MDB Involvement in Africa

The reform agenda that confronts Africa remains formidable indeed. Economic growth in Sub-
Saharan Africa continues to lag behind that of other regions in the world due to such factors as
insecurity and warfare, poor governance, the plague of infectious diseases {especially
HIV/AIDS), unfavorable trends in commeodity prices, and natural disasters.

But the overall economic picture in sub-Saharan Africa is not all bleak -- average growth in the
region was an estimated 3.3 percent in 2000 and is expected to tise to 4.3 percent in 2001. This
compares to estimated average growth of 2.6 percent in the ten years 1992-2001. The main
reason for the improvement appears to have been the continuing patiem of reform in many
countries, resulting in more flexible exchange rates, better fiscal control, greater economic
stability, mmore open and transparent trade and investment regimes, and further reduction in the
direct economic role of governments. There are still significant challenges, but Secretary
(’Neill has made clear the Administration’s commitment to facilitating growth and development
in Africa. Indeed, this commitment is evidenced by the Secretary of State’s visit last month and
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the recent announcement by President Bush that he will convene the first US-Atrica Economic
Forum in Washington this coming October. Important events such as President Bush’s pledge of
$200 million as a U.S. contribution to the new global fund to fight HIV/AIDS, malaria and
tuberculosis and the commemoration of the passage of the Aftica Growth and Opportunity Act
are equally important demonstrations of our solid partnership with Africa.

U.S. participation in the MDBs is another important pillar of our commitment to improving the
living standards of African people. Each year, approximately $4 billion is applied to African
programs by the World Bank Group and the African Development Bank Group. The U.S.hasa
leadership role in both institutions on shaping their operations and directing the resources to
achieve higher growth and reduced poverty in the region. Secretary O’Neill has called for
improving living standards via increased productivity as the primary objective of our work
through the MDBSs, and this surely will be a mainstay in our evolving thinking on a strategy for

Africa.

The MDBs, therefore, need to focus their operations on a core set of activities that reflect their
comparative advantage and are capable of yielding high-impact productivity gains. While
successful poverty reduction requires a broad range of complementary actions, without
productivity-led economic growth, the benefits from increased aid will be welcome but also
incomplete and inevitably unsustainable. We recognize that there are substantial challenges. We
believe also, however, that by focusing on key priorities that hinder productivity, MDB
assistance can have a greater impact. This is not to say that poverty can be wiped out simply by
encouraging growth and productivity or by increasing labor and capital. Other policy and
program changes are necessary to enable the poor to fully enjoy increased economic
opportunities. The widespread provision of social services — especially education - is, for
example, a necessary complement to growth. Healthier, better-educated people are more
productive and they are better able to take advantage of the new economic opportunities
(including new technologies) opened by economic growth. In that respect, continued support for
programs that fight infectious diseases, particularty HIV/AIDS, tuberculosis and malaria, is

important.

We are currently negotiating replenishments of IDA and the African Development Fund — the
two largest sources of multilateral concessional assistance to Africa. Now that Under Secretary
Taylor is confirmed, he will be striving to achieve the broad goals already laid out by the
Secretary, in addition to more detailed policy proposals that are currently being developed and
evolving. We will be collaborating with our colleagues at the other agencies in developing an
effective approach for the continent. I see today’s testimony as an opportunity to hear your
views on this subject, provide any background information that I can, and stress the
Administration’s support for the authorization requests before this Subcommittee.
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UNDER SECRETARY August. 28, 2001

His Eminence

Bernard Cardinal Law

United States Catholic Conference
3211 4" Street N.E

Washington, DC 20019

Your Eminence:

Thank you for your public support of the President’s proposal for up to fifty pcréem
grants from MDB soft loan windows for the poorest, least creditworthy countries, as well as for
your letter to Secretary O'Neill suggesting ways to improve the enhanced HIPC initiative.

As for the HIPC initiative, redirection of resources previously spent on debt service to
programs that promote econoniic growth and poverty reduction is one of its major purposes. For
this reason, the Administration is determined to implement suecessfully the current HIPC )
program, which is not yet fully financed, in an effective manner. This will require continued
efforts on the part of the Administration to obtain funding from Congress to fulfill both the U.S.
commitment to provide 100 percent bilateral debt reduction to qualifying HIPC countries and a
substantial USG pledge to the multilateral HIPC Trust Fund.

Implementing HIPC effectively will also require continued efforts on the part of
participating countries to pursue good governance and sound macroeconomic policies. In
particular, they will need to continue to work to design and implement the poverty reduction
strategies called for in the HIPC program. Debt relief under HIPC was designed to help
countries meet these goals, For example, social spending, both in absolute terms and as a
percentage of GDP, is predicted to increase for all HIPC countries after they have reached their -
completion points. In Zambia, for example, social expenditure is expected to increase by more
than fifty percent over the next couple of years.

Moreover, as you have also pointed out, the current data do not account for the full debt
relief being provided by the United States and other bilateral creditors. When these data become
available they will more accurately reflect the true improvements in debt service 1o revenue
ratios (which will be lower) and social spending to revenue ratios (which will be higher).
President Bush’s recent proposal to increase the use of grants from the multilateral development
banks was also designed to free up resources in the medium to long-term for social expenditures,
as well as to help HIPC countries break out of the “debt trap.”

Your letter raises an interesting question about the underlying measures of debt -
sustainability. Let me share with you some of our thinking on this issue. As the enhanced HIPC
initiative was developed, debt to exports and debt to revenue {for very open cconomies) ratios
were chosen by the international financial institutions as appropriate criteria for determining
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eligibility for debt reduction because they reflect the overall level of debt burden and not the
short-term financing cost of that burden. .

A country’s debt service to revenue ratio in any given year is a partial reflection of its
overall debt burden. Annual debt service, however, is also a function of the government's
revenue policy and collection efforts that particular year and the unique financing profile of its
debt. That is, two countries can have the same total debt burden but have very different debt

- service to revenue ratios i any given year. In addition, a country’s debt service to revenue ratio
could change dramatically from year to year as a function of both fiscal policies and external
- factors.

Fortunately, given the increasing sophistication of global financial markets, the annual
variability in debt service/revenue could be effectively mitigated with responsible financial
planning. In fact, in some cases, what allows certain heavily indebted countries to avoid the
need for HIPC debt reduction, is precisely their ability and willingness to engage in responsible
financial planning of their debt burdens.

Providing further reduction on the basis of annual debt service levels would exceed what
was agreed for selected HIPC countriés in the internationally negotiated HIPC framework, and
would raise questions about the fairness of the policy vis a vis ather countries with equal real
debt burdens. In the broader context of our policies towards poor countries that, according to
HIPC standards, are not as heavily-indebted as HIPC countries, such action would result ineven
deeper debt reduction for countries that have already received deep reduction, while failing to
provide any benefit to poor non-HIPC countries with high debt service ratios.

Beyond these issues, we are concerned that others will strongly advecate the application
of this standard to a broader range of countries, including poor non-HIPC countries, IDA blend
countries, and middle-income countries. Many countries regularly and sustainably service debt
at higher than ten percent of revenue, for example (in 1999): Sri Lanka (21%8), India (14%),
South Africa 27%), Malaysia (30%), and the Philippines (45%). Incorporating the standard for
debt forgiveness that you advocate could entail extending debt reduction to a potentially much
larger number of countries, at substantial additional cost to the USG.

. We fully recognize that even after debt reduction HIPCs will continue to face major
development challenges, including the need to avoid a build-up in debt to unsustainable levels
again. Ensuring that new assistance is provided on appropriate terms is an important element in

this effort. The Administration takes these problems seriously.

Again, thank you for writing. We always welcome your thoughts on HIPC issues.

Si;nccreiy, )
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J¢hnB. Taylor

r Secretary for International Affairs
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