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President Obama Africa Trip

Background and Recommendations on African Financing for Development

Debt Cancellation and Responsible Lending and Borrowing
Current numbers put the total debt of sub-Saharan African nations above $330 billion.
 In addition to curbing illicit financial flows that take away needed revenue from the developing world, the US government should address the high debt burdens faced by African countries and the causes of these burdens.  High debt diverts needed resources from investments in poverty alleviation, education, environmental sustainability, infrastructure, the fight against disease and the promotion of clean water and sanitation.  

The US government has the ability to play a vital role in the implementation of responsible lending and borrowing practices in the international realm. As one of the principal contributors to the International Financial Institutions’ (IFI) policies, the US must assume responsibility for the actions carried out by these institutions. The US government should serve as a leader in the enforcement of pro-poor macroeconomic policies and promote responsible lending and borrowing through legislation as well and use the nation’s influence within the international financial community to encourage similar changes within IFIs and other creditors. Internationally recognized standards of lending and borrowing would mitigate the creation of unsustainable debt for low-income countries (LICs), particularly in Africa, and aid in ensuring that all loan resources yield maximum results, are sustainable and repayable and promote development in LICs.

Overall, the US should work to build an economy that serves, protects and promotes participation of the most vulnerable.  

In order to address the root causes of the international financial crisis that has so greatly exacerbated poverty in Africa, the US should promote the following:

Debt Cancellation

The US government should support expanding debt cancellation.  Many African countries face high levels of debt, and the countries that President Obama is traveling to are no exception.  As of 2012, Tanzania was more than $11 billion in debt,
 Senegal more than $4 billion
 and South Africa more than $137 billion.
 Debt relief allows countries burdened with unsustainable debt levels to invest in sustainable development and meet the basic needs of their citizens.  In Tanzania, debt relief helped pay for 1.5 million more children to attend school through reduced or eliminated school fees.
  The US government should support comprehensive debt relief as partial debt relief is often not enough to help countries grow their economies and escape from a cyclical debt trap.  

One method for reducing debt burdens is to audit current loans and forgive those loans that were clearly illegitimate and which conferred no benefit on the people of the recipient country.  Much of Africa’s debt burden was accrued by dictators; in South Africa, for instance, the ANC inherited over $21 billion in debt from its Apartheid predecessor.
  Rwanda’s current government inherited nearly one billion dollars in debt from the regime largely responsible for its tragic genocide, a burden of nearly $87 per person in a country where more than 60% of the population lives on less than $1.25 per day.
  The US should participate in its own audit and should encourage other governments and IFIs to do the same. 

Principles of Responsible Lending and Borrowing

The US should promote principles of responsible lending and borrowing especially at the International Monetary Fund (IMF) and other IFIs.  Economic policies and development models imposed by lenders, such as the IMF and World Bank, push raw material and commodities exports on the global market, which exacerbate food insecurity, unsustainable development and curtail human rights.  Without genuine reform of the IMF and other IFI’s strict fiscal and austerity requirements, lending procedures and structures of accountability, the institution’s expanded crisis role may actually keep LICs, many in Africa, from recovering, push them into greater debt and hinder long-term development.

In October 2010, Jubilee USA Network released a report analyzing the IMF’s post-economic crisis policies entitled Unmasking the IMF. The research found that despite well-publicized claims that the IMF has reformed its conditions and changed its lending facilities, the institution continues to push political and economic policies that impede LIC recovery in the wake of the crisis.  IMF policies also lead to cuts in needed social services, actions that in turn have a ripple effect on the rest of the economy and on the health and well-being of women and children.  In Senegal, for instance, policy conditions on loans from the 1980s and 1990s badly harmed the civil service, which led to the collapse of both the agricultural and industrial sectors.
 In this process, civil servants lose their jobs and their source of income, and girls who might otherwise be in school are forced to drop out and help support their families when their parents lose their jobs.  Many of Africa’s greatest challenges, including food insecurity, growing urban poverty and conflict can be traced to these policies.  

The US government should support the right of indebted developing nations to stimulate their economies and deliver economic policies that help stave off the devastating impact of external global financial crises.  Economic stimulus similar to that passed by the Obama administration in 2009 is often critical to the well-being of the world’s poor.  Sovereign nations must be allowed to act in the best interests of their own citizens and not be restrained by harmful conditions imposed by IFIs.  

Sovereign Debt Workout Mechanism

We encourage the US to support the creation of an orderly, fair, neutral and transparent sovereign debt resolution process for sovereign nations.  Many poor countries struggle under crushing debt burdens, risking default or paying debts at the expense of critical domestic needs.  These countries currently have no mechanism for alleviating this problem, and their poorest citizens suffer as a result.

Creating a mechanism charged with assessing the debt of all nations, especially developing nations, would provide a neutral platform that gives a fair hearing to all lenders and borrowers.  This mechanism could serve as a bankruptcy court for nations, separating legitimate from illegitimate obligations and balancing the needs of developing countries with the needs of good-faith creditors.  We encourage the US to lead the international community in advocating for such a mechanism for the benefit of the world’s poorest people.

In order to address the root causes of the international financial crisis, we recommend the following:
· We are grateful that the U.S. government has endorsed the voluntary principles of responsible lending and borrowing developed by the United Nations Conference on Trade and Development. We ask the Obama Administration move Treasury to implement these principles to achieve transparency and accountability at the International Monetary Fund, World Bank and other International Financial Institutions, which will allow developing countries significantly greater flexibility to choose just economic policies, independence from foreign assistance and avoid future debt crises. We also ask the Obama Administration to support legislation on responsible lending and borrowing.

· We appreciate the strong work of the Obama Administration, Treasury and The Justice Department to stop vulture funds.  We ask the Obama Administration to support legislation that would prevent vulture funds from undermining debt relief efforts.

· We ask the Obama Administration to continue expanding debt relief to developing countries burdened with unsustainable debt levels, high levels of human need and environmental distress to achieve a level of sustainable development that ensures a decent quality of life for their citizens.

· We ask the Obama Administration to work towards eliminating harmful conditions attached to International Financial Institution assistance and make the IFIs accountable to those most affected by their policies.

· We ask the Obama Administration to support the implementation of a Fair and Transparent Arbitration Process and to encourage G20 countries to support the establishment of a transparent sovereign debt workout process.

· We ask the Obama Administration to increase support for the efforts of the U.S. Treasury Office of Technical Assistance.

· We are grateful for the recent leadership of the US at the G8 to challenge global tax avoidance. We ask the Obama Administration to support legislative measures such as the Stop Tax Haven Abuse Act, which promote country by country reporting and curb illicit financial flows that enable trillions of dollars to leave the developing world untaxed. These revenues will drastically increase developing country budgets on infrastructure, social development and food security.

Jubilee USA Network is an alliance of more than 75 US organizations, 250 faith communities and 50 Jubilee global partners. Jubilee's mission is to build an economy that serves, protects and promotes participation of the most vulnerable. Jubilee USA has won critical global financial reforms and more than $130 billion in debt relief to benefit the world's poorest people.  www.jubileeusa.org
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