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NOMINATION OF LAWRENCE H. SUMMERS TO
BE UNDER SECRETARY OF THE TREASURY
FOR INTERNATIONAL AFFAIRS

THURSDAY, MARCH 18, 1993

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:00 a.m,, in
room SD-215, Dirksen Senate Office Building, Hcn. Daniel Patrick
Moynihan (chairman of the committee) presiding.

Also present: Senators Baucus, Conrad, and Chafee.

[The press release announcing the hearing follows:]

{Press Release No. H-8, March 16, 1983]

- CONFIRMATION HEARING FOR LAWRENCE SUMMERS SCHEDULED

Senator Daniel Patrick Moynihan (D.-N.Y.), Chairman of the Senate Committee
on Finance, announced today that the Committee will hold a confirmation hearing
on the nomination of Lawrence Summers to be Under Secretary of the Treasury for
International Affairs. -

The hearing will begin at 10:00 a.m. on Thursday, March 18 in room SD-215,
Dirksen Senate Office Building. :

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN, SENATE COM-
MITTEE ON FINANCE

The CHAIRMAN. The hour of 10:00 o'clock having arrived, our
hearing would normally proceed, but 2 nominee has new arrived.
So the hearing will stand in recess for a few moments.

[Whereupon, at 10:01 a.m., the hearing was recessed.]

AFTER RECESS

The CHAIRMAN. A very good morning to our guests and our dis-
tinguished nominee.

Senator Bradley is here. And I believe Representative Kennedy
will be here shortly. I mean, Ambassador Kennedy will be here
ghortly. {Laughter.]

Ambassador Kennedy is here.

May I take the occasion of welcoming Mrs. Summers to our hear-
ing room. We are very happy that you are able to join us this morn-

ing.
Senator Bradley, if you would like to lead off?
1)
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STATEMENT OF HON. BILL BRADLEY, A U.S. SENATOR FROM
NEW JERSEY

Senator BRADLEY. Thank you very much, Mr. Chairman.

It is a pleasure to be sitting on the other side of the table today
and to have a chance to introduce my friend of many years, Larry
Summers.

I have followed his career with great admiration. He clearly is
one of the most respected economists of his generation.

He has had a brilliant academic career: a Professor of Economics
at M.I.T. and Harvard and an author of three books and numerous
impressive articles.

n addition to his brilliance as a theoretical economist, he has
also demonstrated a deep commitment to public service at the
Council of Economic Advisors, as advisor to numerous governments
around the world, and most recently, as Chief Economist for the
World Bank.

And 1 might say, Mr. Chairman, all of this took place before he
was 40 years old.

Now, President Clinton and Secretary Bentsen have asked Larry
+0 apply his learning and thinking to some of the most important
issues of our time. Economic issues are increasingly international.
And more and more economic matters are at the forefront of inter-
national affairs.

We can no longer make economic policy here in the United States
without considering what is happening in Asia and Europe and
elsewhere around the world.

As President Clinton noted in his speech to the American Uni-
versity last month, the distinction between what is domestic and
what 1s international is quickly disappearing.

With the fall of the Soviet Union and the end of the cold war,
the importance of economic questions has become even more appar-
ent.

Unprecedented challenges confront us today. We need to reinvent
the mechanisms for international economic cooperation, find ways
to support the transition to democracy and free markets in Russia
and the other republics, and renew our commitment to help the de-
veloping world join the modern economy and do so in ways that are
sensitive to the relationship between development and the environ-
ment.

We need to conclude our two major international trade agree-
ments, the NAFTA and the GATT, which will provide the frame-
work for our trading relationships as we enter the 21st century.

This is a tall order and a very lengthy and complicated and im-
portant agenda, but I believe Larry Summers is uniquely qualified
to help us meet these challenges.

Larry will be a great asset to this administration. He is a clear
and brilliant thinker. He asks hard questions and offers frank ad-
vice. He is a forceful advocate for his positions. It speaks very high-
ly of our former chairman and colleague, Secretary Bentsen, that
he has chosen Larry for this position.

I frankly can think of no better person for this job. I think the
country will be well served and that we are very fortunate to have
him in the position he is at this time. And I hope the committee
will move quickly to confirm him and the Senate as a whole.

wrh
-
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The CHAIRMAN. Senator Bradley, clearly, he has your vote.
Senator BRADLEY. I think so. I mean, barring any development

~ in this hearing that you might uncover through your questioning,
~ I think that he will definitely have not only my vote, but my enthu-

siastic support both now and during his tenure.
The CHAIRMAN. He could scarcely have a better advocate from

- your committee.

And Representative Kennedy, good morning, sir. And we are very
happy to have you here.

STATEMENT OF HON. JOSEPH P. KENNEDY II, A U.S.
CONGRESSMAN FROM MASSACHUSETTS

B Congressman KENNEDY. Good morning, Mr. Chairman and Mr.
aucus.

It is a pleasure to be here. It really is a great honor to be here
to—and I was delighted when my good friend Larry Summers
called and asked to give me this great honor to introduce him this
morning.

Like Senator Bradley, I have known Larry for a long period of
time. I think his work on our Nation’s economy as well as inter-

- national economics is really second to none.

Sometimes I think if economics were a little bit more like base-
ball, it has been said that Larry can pitch, catck, and play center
field, really, any position on the field, if you need him,

He has been a brilliant econiomist. Two of his uncles, as a matter
of fact, both Paul Samuelson and Kenneth Arrow, have won Nobel
Prizes in economics. And someone who hopes that if your uncles
did well in a particular line of work that maybe that rubs off a bit.
[Laughter.]

I think this will stand him in good stead.

Despite all of the honors and accolades that he has had, in fact,
being one of the youngest professors of economics in our country’s
history, the Nathaniel Rupes Chair at Harvard when he was still
in his twenties.

People understand what he is talking about. He has a tremen-
dous ability of working with people from very diverse and divergent
perspectives.

I have seen him in a number of instances, whether it be working
with people in the Third World or working with some of the best
brains &t Harvard and M.I.T.

He really has a unique and I think tremendous capebility of
bringing out the best in those whom he works with.

He has been very committed to development in the Third World
and in improving people’s lives. He is knowledgeable, again, about
how to get our economy moving again.

And as much as I want to see him involved in Third-World devel-
opment, I hope that we also can take advantage of his willingness
to take on tough issues.

Long before it was in vogue for Democrats to advocate for busi-
ness development and tax breaks, Larry had done yeoman's work
in the vineyards trying to make this an issue that many of us have
since taken as main line and center stage Democratic policy.
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I think his work on public finance and labor markets gives a .
lv>‘l,ueﬁirint for economic development both -here and in the Third - -

orid.

He has been an independent thinker, a leading advocate of the
investment tax credit. And I think his work has really been second
to none in that field.

I just want to end by saying that he has one more and even per-
haps.a greater accornplishment in the area of productivi?'. And the
fact that htlal happens to be the father of twins. And the fact is that

am as well.

And I think he has actually got one more on the way here. Or
have you already—— :

Dr. SUMMERS. No. On the way.

Congressman KENNEDY. On the way.

In any event, I highly recommend him, Mr. Chairman and mem-
bers _of the committee. I think he will do a great job for this coun-
try. I think he will do a great job for the Third World. And I think
that that holds the future for America.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, sir.

Now, let’s see. You say that the nominee is directly related to
two uncles who have been Nobel laureates. He has produced a set
of twins and has a further offspring comi.n% but you're nct rec-
ommending him for breedin&,pu ses? [Laughter.]

Congressman KENNEDY. Well, he might be good at that, too, Mr.
Chairman. I do not know what the range of this committee’s juris-
diction is. [Laughter.]

The CHAIRMAN. We shall explore that matter no doubt.

Thank you very much, sir.

Congressman KENNEDY. Thank you very much.

The CHAIRMAN. We appreciate both of your statements.

And Dr. Summers, I will make just a very brief opening remark |

to sag that Mr. Kennedy’s references to your work in the Third-
World development leads me to say that we would be interested,
I am sure the committee will be, to hear any thoughts you have
on what is a new subject in American development policy which is
to take that not very illuminating usage that the French develo
about a First World and a Second World and a Third World, to di
cuss the question of development efforts by the West in the former
ooml?unist regions of Eastern Europe and the former Soviet Union
itself.

Now, that is a new sub{;ct which we have only just begun to dis-
cuss. And I know it will be very much on your mind. And we look
forward to any thoughts you may have.

I have a statement which I will put in the record at this point.

{le;: ]prepa.red statement of Senator Moynihan appears in the ap-

ndix.

The CHAIRMAN. And Senator Baucus, you were here brightly and‘
briskly. And we welcome you, siz. :
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OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAucus. Thank you, Mr. Chairman.

Mr. Chairman, I very much welcome the nominee. I have known
Dr. Summers for & good number of years, not quite as many as
Senator Bradley and others in the State of Massachusetts.

But in the Kf;rs I have known him, I have been very, very im-
- pressed with him, with his intellect, with his perception, and more
than that, with his sense of commitment and service to our coun-

try. :

T think when x;)u go into teaching, essentially, you arc trying to
educate people. You are trying to seek the truth and further the
world’s and even one’s own community’s understanding of a certain
issue. And that is vltimately service.

And I think service, Mr. Chairman, in all of its many forms,
whether it is service to families, service to communities, service to
church, whether it is public service, is a most noble human endeav-
or.

I very much commend (gou, Dr. Summers, for all the years you
have been serving and dedicating all your talents to that effort.

I think the President made a very wise choice.

The CHAIRMAN. That seems to be unanimous so far.

Senator Chafee, would you like to make an opening statement?

Senator CHAFEE. No, thank you. Thank you, Mr. Chairman.

The CHAIRMAN. You are very kind, sir.’ )

Dr. Summers, Mr. Secretary-designate, the nearing room is
yours.

STATEMENT OF LAWRENCE H. SUMMERS, UNDER SECRETARY-
DESIGNATE FOR INTERNATIONAL AFFAIRS, DEPARTMENT
OF THE TREASURY, WASHINGTON, DC

Dr. SUMMERS. Thank you very much, Mr. Chairman.

I am sure my mother believed all those kind words that Senator
Br:lald]ey and Congressman Kennedy said. And I hope you will as
well. .

Mr. Chairman and members of this committee, I welcome the op-
portunity to agpear before you today as President Clinton’s nomi-
?qe to be the Under Secretary of the Treasury for International Af-

airs.

: If I am confirmed, I will look forward to serving President Clin-
. ton and Secretary Bentsen and to working with you and your col-
leagues in the Congress to promote and defend the economic well-
being of the United States.

£ President Clinton has committed his administration to a policy
of engaged, enlightened, and hard-headed economic internation-
alism to go along with his program of domestic renewal.

We are living in an era of increasing global economic inter-
degendenoe, where national economies are interconnected as never
before, and domestic and foreign policies are inextricably linked.

Truly, the nations of the world have the opportunity to grow and
prosper together or stagnate and scapegoat apart.

The Under Secretary of the Treasury is charged with helping the
President and the Secretary to design and implement American
international economic strategy.




o et LT
O o C L ¢ A

6

The Under Secretary’s responsibilities include policy in such
areas as international macroeconomic policy coordination, exchange
rate coordination, trade and investment, debt strategy, and U.S.
participation in international financial institutions.

There are many aspects of the job, but what I would like to do
this morning, Mr. Chairman, is outline for you four critical policy
areas that will be at the top of my agenda if I am confirmed.

First, we must improve macroeconomic coordination between the
United States and its G-7 partners.

The U.S. economy is likely to grow far more rapidly than the
economies of Europe and Japan over the next year or two.

While we can take satisfaction from our recovery, slow growth
abroad means slower growth for U.S. exports. And it means rising
trade imbalances.

Secretary Bentsen has taken the initiative to revive the policy co-
ordination process. The President’s economic program has brought
the United States new respect in the international economic arena.
And it will strengthen our hand in encouraging our major trading
partners to take complementary actions to strengthen growth in
their own countries.

The Secretary began this effort at the London meeting last
month. And both he and the President have made it clear that they
hope and expect to see real progress in putting measures in place
for increased growth in Europe and Japan by the time of the Eco-
nomic Summit in Tokyo.

Second, we must work to promote international economic inte-
gration and to ensure that its benefits are fairly shared among na-
tions. There is no viable alternative.

As President Clinton said at American University, the United
States must compete, not retreat.

This means that we must promote exports because exports are
the path to economic growth and to the creation of better jobs in

the United States. For America to expand exports, foreign markets

must be opened.

Good Uruguay Round and NAFTA agreements will make a major
contribution to the health of our economy and to that of our trading
partners.

Concluding trade treaties is not enough. Where serious barriers
to U.S. exports remain, we must vigorously enforce existing trade
law to remove them.

Trading practices of those nations that run chronic and increas-
ing surpluses with most regions of the world are obviously of par-
ticularly concern.

If confirmed, in line with responsibilities of the Treasury Depart-
ment, I will place particular emphasis on promoting financial mar-
ket liberalization.

Our financial institutions are world class. They will succeed
where they are given the opportunity to compete.

I will also work to ensure that American firms are not victimized
by exchange rate manipulation. And Treasury will insist that, just
as our market is generally open to foreign friends who wish to in-
vest here, foreign markets will be open to American investment.

CoaEl
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Third, this is the point, Mr. Chairman, that you highlighted in
~_your opening statement. We must do what we can to ensure the
success of Russia’s democratic and economic reform effort.

Political scientists offer this critical lesson of history. Democ-
racies do not make war on each other. To this important political
science maxim, an economist would attach a critical corollary: de-
mocracy cannot survive hyper-inflation. These twin truths are over-
riding considerations when we confront America’s interests in se-
* curing the success of the embattled reform effort underway in Rus-
sia.

Russia is perilously close to hyper-inflation. And unless its lead-
ghrs %an reassert macroeconomic discipline, there are real risks

ead.

The Clinton administration is already fully engaged in devising
and implementing, in cooperation with our allies, an effective eco-
nomic assistance package for Russia and the other states of the
former Soviet Union.

The Treasury Department brings critical economic perspectives
to the table, on matters concerning stabilization policy, debt, tech-
nical assistance, and economic restructuring.

The task of rebuilding the Russian economy is the greatest eco-
nomic restructuring job since the Marshall Plan.

If confirmed, I will work under the President’s and Secretary
Bentsen’s leadership, with the rest of the administration, and with
the Congress, to ensure that the United States does all that it pos-
sibly can to support Russia at this historic moment.

Fourth, we must work to support sustainable and environ-
mentally responsible development in the developing world. With 1
billion people trying to survive on less than $1 a day, this is a
moral imperative.

It is also an economic imperative as the developing world rep-
resents the fastest growing market for U.S. exports, and it is a se-
cﬁzllrity imperative as prosperous nations are most likely to be peace-

ones.

The Secretary of the Treasury is the U.S. Governor of the inter-
national financial institutions: the IMF, the World Bank, and the
regional development banks. These institutions afford the United
States extraordinary leverage. The World Bank, for example, has
committed about $220 billion to the less developed world over the
last 40 years, while U.S. contributions to the bank have cost tax-
payers less than $2 billion over the same period.

But if these institutions are to serve U.S. interests in the less de-
veloped world, they must be much more than financial institutions.
They must make a real, as well as a rhetorical, contribution to help
the poor and protect the environment.

The Treasury will break with tradition to ensure that the U.S.
representatives to these institutions during the course of this ad-
ministration draw on the expertise of the environment and the de-
velopment communities, as well as the financial community.

In his welcoming address to the employees of the Treasury De-
partment, Secretary Bentsen said that as the Departments of State
and Defense were the guarantors of military security during the
cold war. The Treasury Department must be the guarantor of
America’s economic security in the post-cold war world.
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It is a great privilege and honor to have been asked by Secretary
Bentsen and nominated by the President to serve at Treasury dur-
ing this critical time.
r. Chairman and members of the committee, if confirmed, I
look forward to working with you. Thank you.
di;’l;he prepared statement of Dr. Summers appears in the appen-

The CHAIRMAN. Thank you, Dr. Summers, for a vz?r concise and
a very impressive statement. I am particularly pleased to hear your
fourth point about the use of the international financial institu- '
tions, and that the Treasury will break with tradition to ensure
that the U.S. representatives of these institutions draw on the ex-
pertise of environment and development in communities, as well as
the financial community. .

Can I just ask you, what .n that sense do you mean by the devel-
opment community?

Dr. SUMMERS. I mean those organizations that have been focused
on, and advocates who have been focused on, the problem of pov-
erty in less-developed countries; organizations that have focused on
problems like hunger, roblems like inadequate health care.

The CHAIRMAN. Now, surely, every new administration has been
seeing the same old world anew and discovers the same things.

You do not mean to suggest that for the last 40 years since
Bretton Woods, the World Bank has paid no attention to the issue
of development?

Dr. SUMMERS. Oh, of course, not.

The CHAIRMAN. And acted rather like the Bearing Brothers?

Dr. SUMMERS. Of course, not. I was making a much more modest
statement about the background from which the United States has

ically drawn the people who have been asked to serve as execu-
tive directors and alternate executive directors.

The CHAIRMAN. Right,

Dr. SUMMERs. U.S. representatives to those institutions who
most frequently have been drawn from the business and financial
communities. I think it is very important in looking ahead that we
draw ({)eople into those positions with a diverse range of back-
grounds and interests. That is what the statement meant.

The CHAIRMAN. It is also the case, is it not, that the World Bank
has never had a serious default, a major one? Or that it is well
within the percentages of large banks?

. Ddxi.n SUMMERS. The bank has had occasional arrearages in its
ending.

The CHAIRMAN. Yes.

Dr. SUMMERS. But the bank has been a very strong triple A cred-
it and continues to be a very strong triple A credit.

The CHAIRMAN. Would you mind if one member of this committee
said to keep it that way?

You do not get an almost half-century record of that kind—to put
it in jeopardy—the bank has authority. And it is why it is there.

THere are two things I would like to raise. First of all, on your
third point which is the cold question of the success of Russia’s
democratic and economic reform effort, I hope we would be careful
abou}i: our generalization of what is going on and how we character-
ize them.
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You say te this important point that political science offers this
cxt'xgical lesson of history: democracies do not make war on each
other.

And I have been watching that idea make its way around. And
you and I are friends. And I have been, before your time, at times
a colleague of the person who first wrote that paper.

And it may be that this will become true. Even that we can say
this is a measure of how much we have forgotten how the twenti-
eth century began and how the age of totalitarianism began.

The great war, the traumatic and final event of this century,
what we call the first world war, was a war fought principally, nc*

- entirely, of course, amongst four nations which were by any stand-

ards of the time the most democratic nations in the world.

All four had manhood suffrage, had representative institutions,
had good independent judiciaries. They were the triutaphs of civili-
zation. And they proceeded to slaughter each other.

So let’s not let the propaganda of World War I about the Hun
and this or that allow us to forget.

Remember, in the Third Republic in France, in the Britain of
Lord George, in Germany of that time, and in the Unites States of
Woodrow Wilson, you had sur%risingly, surpassingly civil societies.
And they slaughtered one another.

It is just that basic economists do not take those courses, right?
[Laughter.]

Dr. SUMMERS. Senator, and if I might, Professor Moynihan, I
would hesitate to try to get into an argument with you on a point
of history or political science or government in private.

The CHAIRMAN. It is not an argument.

Dr. SUMMERS. And I would know better-than to even to think
about getting into such an argument with you in public. And I
would surelfy know better than to get in any argument with the
chairman of the committee that is charged with. confirming me.
[Laughter.]

The CHAIRMAN. That will get you nowhere. [Laughter.]

One question I want to get to. And then, we will hear from Sen-
ator Baucus.

And that is on this a?(uestion of dealing with Russia. And, of
course, when you speak of Russia, you wili not forget about
Belarussia and the Ukraine and Tadjikistan and Uebekistan and
so forth. And you do mean them, I am sure.™

Has the Treasury given any thought systematic or otherwise to
the extraordinary miscalculation of the Central Intelligence Agency
during the last quarter of a century as to the size and the range
and the direction of growth in the Soviet Union generally?

In the history of economic estimates, there cannot have been—
and I would like to hear you say if you think there has been be-
cause I would want to know—any instance of as massive a mis-
calculation as we made about the Soviet Union in the past, up until
the last 2 or 3 years.

And those institutions still in place are going to be guiding us
in the future. I mean, without protest from the Treasury, to the
best of my knowledge, at the beginning of the 1980’s, the United
States intelligence agencies estimated the GDP of the Soviet Union
at roughly three-quarters of that of the United States.
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And Anders Aslund and others would say it was about one-quar-
ter. You are off by a factor of three. And also, you are off by the
absolutely qualitative difference.

Are you dealing with a growing super power or a declining un-
derdeveloped nation? We thought the latter.

We prepared our military for an encounter with the latter. We
e}rllded up as the world's largest debtor. Treasury never protested
that.

In 1986, for example, the CIA formally estimated and published
estimates that the per capita GDP in East Germany was higher
than West Germany.

Now, that would never pass Orwell’s taxi drivers’s test. I mean,
get a taxi driver in Berlin and say, “Let me tell you. Drive around
here and tell me which side you think is doing better.”

And we did have Secretary Baker here at one point who said
that he had some doubts about the Soviet Union being the third
largest econoray, but that is the closest we have ever heard of a
query.

Do you agree that the estimates of those economies were mas-
sively wrong?

And two, do you have any better idea of how to make institu-
tional arrangements to keep from being wrong in the future, as we
have been wrong in the past?

I will just say, if we go back to the Draper Commission of 1957,
those projections which pretty much stayed in place, across the
river, would have the Soviet economy surpassing the United States
economy this year, this calendar year.

What do you think?

Dr. SUMMERS. Senator, 1 agree completely with your assessment
of the quality of those estimates. I think ¢he only thing that can
be said in defense of them is that the error made was not an error
that was made uniquely in the CIA, but was fairly widespread in
parts of the academic community.

I believe that error came—-

The CHAIRMAN. That is, indeed, the case.

Dr. SUMMERS [continuing]. I believe that error came as a con-
sequence of a kind of myopic emphasis on statistical measures of
how much tonnage of stuff was produced without any attention to
what the market value was of what was produced.

Somebody gave me a wonderful example of the kind of error that
went into this. When you sweep things into a dust bin in America,
it has a little ridge so that the dust stays in and that the thing
works. No such implement in Russia has that little ridge so that
the dust stays in.

But they cost an equal amount to produce. It doesn’t cost any-
thing to put that ridge in. It just works with that ridge, and it
doesn’t work without that ridge.

And so when we used our procedure which was to compare one
of theirs with an American product and ask how much it would
cost to produce, they said it would cost the same amount as it
would cost to produce one of our kind.

What would have been much more helpful was to apply the kind
of test that then Vice President Nixon suggested, which was to
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show the products of both economies to, not the producers, but the
consumers and see what they valued them at.

I think if that test had been applied a little more systematically,
we would have come to the right view much more quickly.

As far as avoiding these kinds of errors in the future, we have
had some discussions with the people who are involved in prepar-
ing estimates of these kinds.

And I am hopeful that opinion will be canvassed more widely in
the future and that the new degree of openness will permit much
greater emphasis on market information on the use of how much
things actually sell for in different places to guide the preparation
of these kinds of estimates.

The CHAIRMAN. Fine.

Dr. SUMMERS. But I think the problem is a very real and impor-
tant one. It may well be that we are now seeing with respect to
Eastern Europe and Russia, a mirror-image problem, that all that
output that we valued so highly and led to the earlier error that
you sgoke of is now not being preduced.

And we are probably showing that in our official statistics as a
rather larger collapse of output.

The CHAIRMAN. That is a nice point.

Dr. SUMMERS. And, in fact, it reflects the suffering that these
economies are really undergoing.

The CHAIRMAN. I want to get my colleagues here. But that is a
very nice point. If you had the Soviet Union at three-quarters of
American GDP when, in fact, it was one-quarter and then, you dis-
covered it is one-quarter, the report is that production has dropped
by two-thirds. That is nice.

Correction. I said the “Draper Commission.” I meant the
“Gaither Commission.”

Senator Baucus.

Senator BAucus. Thank you, Mr. Chairman.

I know that Senator Chafee has a very imminent appointment.
I will yield to the Senator.

Senator CHAFEE. Oh, aren’t you nice, Senator.

I will be very brief. I would just like to say to Dr. Summers two
things. One, your predecessor David Mulford was quite active in
the Enterprise for the Americas Initiative. This initiative, as you
know, dealt with the Latin American countries and their changing
economies.

I just want to say that the changes, particularly as they have
come about in Mexico, have been very, very important to the econ-
oml of my State. And our exports to Mexico have grown substan-
tially.

In fact, oddly enough we export to 114 different countries out of
little Rhode Island. And Mexico ranks ninth out of those markets.

So I would urge you to pay attention. I know that Russia is high
on your general radar screen, and it should be. But please do not
folrget Latin American countries like Mexico and Chile, for exam-
ple.

Second, I again would urge you on in connection with Russia. I
just feel the time is now when the chariot is drawing near.

I thought that was a very, very powerful article on Russia that
former President Nixon wrote, which you and I discussed in our
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earlier meeting. ] thought he was right on target. And I think the
time is of the essence in all of this.

Thus 1 would urge Kou with all the energy 1 have to please put
Russia very, very high on your priority list. If it requires coming
to this Congress for some money, so be it. As you pointed out, we
can leverage that with the other countries.

So I for one would supE;)rt assistance for Russia, and I hope you
come forward with something rather quickly.

Thank you, Mr. Chairman.

The CHAIKMAN. Thank you, Senator.

Senator Baucus.

Senator BAucus. Thank you, Mr. Chairman.

Dr. Summers, there are some in the environmental community
who are not exactly enamored by your nomination.

As I understand it, they say that you at some point made a state-
ment or wrote a memo something to the effect that toxic waste
should be sent to developing countries because they are poor and
have a lot of space and they can deal with it, something along
those lines.

Did you say that? And do you believe that? And what is the ac-
tual situation here as you see it?

Dr. SUMMERS. Senator Baucus, thank you very much for giving
me the chance to address that question. I have been committed to
sustainable development. And I am coinmitted to the goal of sus-
tainable development.

When I make a mistake, I make a big one. The——

The CHAIRMAN. Mayor La Guardia said, “You don’t make many,
but when you make one, it's a beauty.” g

Senator CHAFxE. Yours qualifiad.

Dr. SUMMERSs. Yes, indeed. [Laughter.]

Yes, indeed.

Senator BAucus. So what is your belief?

Dr. SUMMERS. The memo in question was drafted in my office at
the World Bank as a comment on a researc:nﬁaper that was being
prepared by part of my staff at the World B

As drafted, the memo sought to clarify the strict economic logic
by ueing some rather inflammatory language, not to make any kind
of policy recommendation. And I obviously reviewed the memo in-
adequately before I signed it.

It made no attempt and it was never intended in any wgy as a
serious policy recommendation. No sane person favors dumpin,
toxic waste near where anybody lives or thinks that places coul
be made better off with more toxic waste.

Thege are obviously internationally and particularly nationally
very difficult issues, namely not in my backyard kinds of issues as-
sociated with the handling of pollution.

But very clearly the best strategy is to avoid the production of
pollutants, to produce in less toxic and more efficient ways. That
1s what our strategy should be geared to.

The area in Treasury, which intersects with these set of ques-
tions, is, of course, Treasury’s role with the international financial
institution. _

Congress has been very concerned with environmental practices
in the multilateral development banks. And at Treasury, I look for-
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ward to advancing that agenda of greater transparency, greater
emphasis on energy conservation, greater emphasis on lending to
support education, to suppert health care rather than to support
heavy industries, and in particular, to avoid supporting the produc-
tion of energy in countries where there are large energy——

Senator BAUCUS. So you are saying you do support the concept
of sustainable development?

Dr. SUMMERS. Absolutely.

1Sef’nat:(;vr Baucus. And what does that mean to you, some exam-
ples?

Dr. SUMMERS. That means—sustainable development means eco-
nomic development in ways that allow current generations to pros-
per without burdening future generations.

It means producing in a way that conserves natural resources to
the maximum extent possible and leaves the greatest available re-
sources for the future, so what each generation passes on to the
next generation is greater than what it inherited, not less.

Senator BAucuS. I think that is a good point. And it is also clear
that as this world becomes more integrated, you alluded to that in
your opening statement, there is also a convergence of environ-
mental policy and trade policy.

And that is coming to the forefront in NAFTA as the administra-
tion attempts to negotiate side agreements with Mexico and to
some degree Canada on the environment, particularly environ-
mental enforcement and labor standards.

Have you had a chance to either be involved with or look at those
environmental side agreement negotiations. And if so, I'd like your
views on them?

Dr. SUMMERS. I have been involved generally in the administra-
tion’s internal discussions over NAFTA and have been peripherally
involved in the particular side agreements.

I think it is very clear that an acceptable NAFTA, as Ambas-
sador Kantor made clear in his testimony hefore this committee
several days ago, must be one that includes side agreements that
ensure that the harmonization that will inevitably take place, with
free trade, between environmental and for that matter, labor stand-
ards in the United States and in Mexico. That will involve leveling
up rather than leveling down in the——

Senator BAucUS. I appreciate that, but in this case, that is some-
what the problem, but not exactly the problem.

The harmonization of standards, environmental standards is not
a problem in Mexico because, as you know, the NAFTA does al-
ready provide for harmonization of standards, that is a country has
to maintain its standards. It cannot lower its standards.

And at the same time, Mexican environmental standards are
very similar to the U.S. standards because they were essentially
adopted in 1988 and 1989 from American environmental laws. That
is not the problem.

The problem is enforcement, that is we have equal standards,
equal laws. They do not have legal enforcement. And that provides
a significant competitive advantage to Mexican companies that are
competing with American companies.

s e
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So I urge you to look into this and also to urge the administra-
tion to negotiate a very strong environmental side agreement that
results in equal enforcement of environmental laws.

It cannot just be a piatitude. It cannot just be a commission that
looks into it. There has to be sanctions. There have to be provisions
which do provide for meaningful and effective enforcement, if we
are going to have sustainable development, as you and I both want.

Dr. SUMMERS. Senator, I should have spoken more precisely. I
think the commitment must be to a de facto harmonization of the
actual standards that are in place rather than simply a de jure
commitment to that, which in some sense has already been met.

Senator BAUCUS. I have another question. It is about an article
which I know you saw in this morning’s paper. Hobart Rowan
wrote a piece about the investment tax credit.

And citing clearly a work of yours, he is basically suggesting that
the investment tax credit makes no sense, that businessmen will
invest or not invest for reasons unrelated to an investment tax
credit. If they have the credit great. They will take it and run with
it, that is run to the bank with it.

Your views. Why do you think that the administration should

recommend and Congress should enact an investment tax credit?
* Dr. SUMMERS. I should say that in my current capacity, as des-
ignate for the International Affairs position, I have not been closely
involved in the investment tax credit question.

But as part of my earlier work as an economist, I did look at the
question of equipment investment. And my reading of what is ad-
mittedly a complex statistical record suggests two relevant things.

First, if you look across different countries, the strongest deter-
minant of the rate of productivity growth is their level of equip-
ment investment. Japan’s higher rate of equipment investment can
explain a very substantial part of the difference between Japanese
productivity growth and American productivity growth over the
last 20 years.

Second, if you look historically at periods when the investment
tax credit has and has not been in place in the United States, my
reading of that evidence is that performance of equipment invest-
ment relative to other categories of investment and relative to the
strength of the overall economy was considerably stronger in peri-
ods when the investment tax credit was in place than periods when
it was not.

For example, following the original enactment of the investment
tax credit in 1962, in the succeeding several years, you saw a major
boom in equipment investment.

So I believe the record suggests, equipment investment is crucial
for growth and that the provision of incentives is statistically, and
eye halling different periods, closely rclated to the periods of par-
trcular strength in equipment investment in the economy.

I am aware that there are those who think that this kind of in-
centive has no effect. It seems to me that businessmen are very
concerned with pressing their suppliers and that when their suppli-
ers are prepared to provide capital goods at a significant discount
from what they woufd otherwise cost, that seems to be something
they care about as they make purchasing decisions.
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And, of course, that is the effect of an investment tax credit, to
reduce the effective purchase price of new equipment.

The investment tax credit has a particular virtue relative to
other kinds of investment incentives, and the incremental invest-
ment tax credit that the President has proposed has virtue to an
even greater extent; it is a forward-looking incentive, an incentive
that applies only to new investment, an incentive that rewards in-
vestments companies make for the future rather than reducing
their tax burden on the one kind of capital that you cannot create
more of, namely capital that has been put in place in the past.

Senator BAUCUS. One more question that is referring to your
statement that you wish the administration to open up more mar-
kets, particularly financial markets for America. I agree with that.

Could you list which practices or which countries you think
should be at the top of your priority countries list as we attempt
to xnock down trade barriers, particularly, financing or financial
service trade barriers?

Dr. SUMMERS. Senator, I have not yet had an opportunity to get
into those issues in great detail, but I would suggest that the great-
est concerns are in Asia, and probably Japan and South Korea
would be among the areas of particular concern.

There are also issues in other parts of the world, but I think the
largest part of the problems are in Asia. I think that there are a
number of areas that we have to look at, including underwriting,
banking, and in particular, insurance, where U.S. companies have
potentially tremendous competitive strength and have not fully had
the opportunities to participate in those markets.

Senator BAucus. Thank you very much.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Baucus.

I just have a followon question to Senator Baucus’ query about
the investment tax credit.

It is a most agreeable thing we do in this committee, which is
to lower tax rates for friends and fellow Americans, but if we are
to lower this tax rate, lower the tax on these suppliers and their
friends, we are going to have to pay for it by raising taxes on some-
one else.

Would you like to give us some candidates for the someone elses?
[Laughter.]

Dr. SUMMERS. Mr. Chairman, I strongly support the President’s
program as he put it forward as the right strategy for creating
more rapid growth in the United States and laying a basis for do-
mestic renewal.

And beyond the content of the President’s program, I have no
recommendations to make at this point on tax policy.

The CHAIRMAN. Dr. Summers, when Mr. Bentsen is abroad and
you are at the cabinet meetings, you will do well. [Laughter.]

Senator Conrad.

Senator CONRAD. Thank you very much, Mr. Chairman.

And welcome, Dr. Summers. It is good to have you here. I en-
joyed our conversation the other day in my office.

Since that conversation, I have had a chance to look at some of
your writings. And specifically, the work entitled, “Taxation in a
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Small World.” I noticed in that, you spoke very favorably of for-
mula apportionment in international taxation.

As a former State tax commissioner and as former chairman of
the Multi-State Tax Commission and as a member of the working
group during the Reagan administration on taxation of foreign
multinationals, I am a strong advocate of formula apportionment.
And I am a strong advocate of formula apportionment because I am
convinced personally that trying to recreate arm’s length trans-
actions between subsidiaries of major multinationals just does not
work, cannot work. And we are spending an enormous amount of
energy and resources trying to get it to work.

Let me just ask you, in your view, should we be working with
our economic partners to move towards a formula apportionment
system of taxation of these companies that operate across borders,
across boundaries?

Dr. SUMMERS. Senator, I understand the concern you expressed
and the rather academic article that I wrote 5 or 6 years ago——

Senator CONRAD. A very good academic article.

Dr. SUMMERS [continuing]. Stresses the same kind of consider-
ation. Indeed, it makes the point that in many ways, the situation
going forward is going to—is like the situation in the United States
at the beginning of this century when different States had dif-
ficulty disentangling income.

But I think I should make very clear that that article was writ-
ten with a view to very long-term vision, and my guess is that at
some point, the world will have to move in that direction.

At this point, since coming to Treasury, I have not yet had a
chance to look into any taxation questions.

For the near term I think the priority expressed in the Presi-
dent’s program of enforcin%the tax law satisfactorily—as regards
foreign corporations in the United States and as regards U.S. com-
panies abroad—is the appropriate thing to emphasize for the next
several years, ,

I do believe, but it does not represent any current policy initia-
tive, that in the very long run tﬁere will have to be some move-
ment in the direction Yyou suggest.

Senator CONRAD. You are getting awfully cautious on me here.
Don’t get too cautious.

I understand you have to stick with the President’s plan. The
President has a game plan here for the near term. I think all of
us are supportive of that game plan.

But I just say to you that for the long run, and our sense of what
the long run might be might differ here, I think we have to move
towards a different basis. The current system just does not work.

I can tell you, serving as a State tax commissioner and reviewing
personally hundreds of returns, tax returns of companies that are
involved in multinational transactions, there is no way of establish-
ing arm’s length relationships between the dozens of subsidiaries
gg 3 major multinational corporation. It cannot be done. It cannot

one.

Anybody that tells you it can be done has never tried to do it.
I do not care how many resources we throw at it, we cannot figure
out for companies that are jointly controlled, have a parent that
controls them, what would happen in the transactions between
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those operations if they were really separately owned. To try to es-
tablish that is a nightmare.

Mr. Chairman, I say to you, this is a very important issue for the
future of the revenue base of this country because one thing you
learn—and I have a masters in business—one thing you learn in
- business school is how to engage in transfer pricing to put your
profits where there are no taxes.

The CHAIRMAN. Could I ask a question of the Senator?

Senator CONRAD. Yes. Absolutely.

The CHAIRMAN. And perhaps Dr. Summers would want to com-
ment. Would you anticipate this being carried out through a series
of tax treaties that trading partners agree to the formula appor-
tionment?

Senator CONRAD. I think it would almost have to occur in that
way, Mtr. Chairman. I do not know really any other way we could
get at it.

There are many good examples out there of how we can do it. Do
you look at the property, payroll, and sales?

Or do you look at the percentage, an- individual country’s per-
centage, of the property, payroll, and sales of a company and say,
we get t.;)hat percentage of the total worldwide profits to subject our
taxes to?

The CHAIRMAN. It is a question of applied accounting at some
level, isn't it?

Senator CONRAD. Right.

The CHAIRMAN. Yes.

Senator CONRAD. It absolutely is. I can tell my colleagues Dr.
Summers is somebody who has looked into this. And I commend
him for his article because his article was right on point. Formula
apportionment is the wave of the future.

ut I understand. You are here as a spokesman for the adminis-
tration. And I honor that and respect that.

I i'ust say for the future, I think it is terribly important that the
woild community move in the direction of formula apportionment
if for no other reason than to save resources.

The CHAIRMAN. And arguments.

Senator CONRAD. And endless arguments.

The CHAIRMAN. Endless arguments.

Well, Dr. Summers, what do you think?

Dr. SUMMERS. Senator, I hope we can discuss this question in
greater detail at some point. I think in {l(l)ur discussion with Sen-
ator Moynihan, you agreed on what I think is the crucial point,
which is that any kind of movement in this direction has to be mul-
tilateral and has to involve cooperation probably of all the major
nations.

It is okay for us to drive on one side of the street and for the
British to drive on the other side of the street, but if people try to
drive in both directions, on both sides of the street, you get chaos.
And I think exactly the same thing is true in——

The CHAIRMAN. That is called Manhattan. [Laughter.]

Where the banks come from.

Dr. SUMMERS. I think the same is true in the tax area. It would
vel:iy dangerous to have some countries operating on one system
and other countries operating on an entirely different——




18

- Senator CONRAD. Let me just say that that is really’ where we
are now. I can tell you, some of our major competitors are having
a field day under the current system, an absolute field day.

And all you have to do is look at what our Japanese competitors
are doing with respect to business activity in this country versus
the taxes they pay in this country.

And it becomes very, very clear, there is an enormous inter-
national shell game being played here. And the result is enormous
profits that are not being taxed anywhere.

They are not being taxed in the country of domicile. They are not
being taxed in the country where the business is being conducted.

And unfortunately in all too many cases, the United States’ com-
panies are the losers because they do get taxed right here at home.
And it puts our companies in an unfair competitive position.

And I hope very much that this administration will aggressively
look at moving towards formula apportionment and moving the
rest of the world toward formula apportionment so we can have
some rational basis for international taxation.

The CHAIRMAN. Dr. Summers, we are not discussing some per-
sonal matter here. This is a very public issue. Could you anticipate
that the administration might take the initiative in proposing a
round of negotiations?

They do it in the GATT. May I ask Senator Conrad, it could be
done in the GATT?

Senator CONRAD. Yes. In fact, I think it requires that kind of
venue, that kind of forum to address this issue and move toward
some resolution.

None of this will happen quickly, as the chairman so well knows,
as Dr. Summers certainly so well knows.

But it has to stevi somewhere. And right now, we have a system
that makes no sense whatsoever. It just makes no sense.

The CHAIRMAN. Mdy I say that Senator Conrad is the only pro-
fessional we have on this committee. And we take his views on
these matters with great attention. And this is the first time in my
17 years that this subject has been raised in the Finance Commit-
tee. And it is not going to go away, not while you go away.

What do you think? Could we have been hearing a lot of—let’s
be clear. And I am open to correction. But during the campaign, we
heard a lot about a transfer pricing measure which would bring in
enough money to float North Dakota down to the Caribbean. And
then, it turned out, well, maybe it won’t. [Laughter.]

So this is an issue we confront. What do you think?

Dr. SUMMERS. Senator, I am an economist who is married to a

tax lawyer. And being married to a~——

The CHAIRMAN. Mrs. Summers, would you like to help out?
[Laughter.]

Dr. SUMMERS. And being married to a tax lawyer, I have learned
that economists make statements about tax provisions more com-
plicated than the investment tax credit only at their great peril if
they have not checked with tax attorneys, but I will——

Senator CONRAD. Do not check with tax attorneys. Believe me,
this current system——[Laughter.]

This current system is a full employment act for tax attorneys.

L
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Dr. SUMMERS. I will consult with my colleagues in the tax area
of the Treasury. And Senator Conrad, 1 hope we can have a chance
to discuss this in the future.

As the article you referred to makes clear, I am attracted to it,
to the kind of scheme you suggest.

As a long-run vision, I think there are enormous issues in mak-
ing a transition. So it would be a very difficult step for us to think
:{)lout without very careful preparation and consultation with our

ies.

The CHAIRMAN. No, no. Not allies, trading partners.

Dr. SUMMERS. Excuse me. Trading partners.

The CHAIRMAN. The cold war is over. [Laughter.]

Senator Conrad, would it be appropriate for the committee to ask
of our distinguished nominee that he think of coming back in 3
months, 6 months, whatever, in this session to give us some fur-
ther thoughts on this subject? Would that be agreeable to you?

Senator CONRAD. I thank the chairman very much. I think that
would be very helpful. I think this is an issue that has to start
somewhere. It needs to start now because we have a system that
is creating a revenue hemorrhage for this country with respect to
international transactions.

It is unfair. It is irrational. It is putting our companies at a com-
petitive disadvantage. And we have an opportunity to do something
about it. But it will not happen unless it starts somewhere. It
needs to start here.

The CHAIRMAN. I think I would like to just offer the judgment
that it has started here in this committee and thanks to you.

Senator CONRAD. Well, I thank the chairman.

I have one other area if I might, Mr. Chairman, and that is the
question of exchange rates in international treaties.

For those of us who are right on the border with our friends to
the north, we have seen first hand the effect of exchange rate vari-
ation.

And in reading the Journal of Commerce recently, I noted that
there was a prediction that our friends to the south would devalue
upon the passage of NAFTA, undermining much of what the nego-
tiators thought they were accomplishing.

So one naturally turns one’s attention to the agreement to see if
there is anxnprotection against exchange rate fluctuation or a de-
valuation. And lo and behold, one finds there is no protection. Ex-
change rates are not any part of the agreement.

I would just ask the question, in your view, Dr. Summers, how
should trade polic%: and exchange rate policy be linked?

Dr. SUMMERS. The area of concern is that a decline in the ex-
change rate would lead to a surge in exports for one country and
imports for the other.

n the NAFTA, there is language addressing the question of
surges of imports in one direction or another, and that is the na-
ture of the protection that is provided.

I think the experience of the European monetary system over the
last year illustrates that efforts to gx exchange rates unless man-
aged very carefully and unless the exchange rates are set in appro-
priate ways, which is very difficult to know in advance—can lead
to a variety of kinds of difficulties.
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The place where 1 think the greatest emphasis is called for is not
in the case of free market and market determined exchange rates,
but instead, in cases where countries have entirely managed ex-
change rate schemes, where there is one exchange rate that is used
for certain classes of importers, another exchange rate that is used
for tourists, and another exchange rate that is used for certain cat-
egories of exporters, where they become like a tariff.

The CHAIRMAN. Could you give us an example, a for-instance

countrg?
Dr. SUMMERS. I think the Treasury will be reporting to the Con-
gress within a matter of months on the question of the exchange
rate manilpulation. And I am confident that China will figure
prominently ini that report.

One of the issues that, if I am confirmed, I will be working with
the Secretary on is the whole question of the Chinese exchange
rate regime and its possible role as a trade barrier.

The CHAIRMAN. I'm sorry to interrupt.

Senator CONRAD. No. I am pleased for the question.

I say to the nominee, I am very concerned about this issue be-
cause I have seen it playing hob on the border with Canada. Ex-
change rate fluctuations can just totally wipe out any reduction in
tarift barriers.

My own sense is that the surge elements of the agreement are
not going to be adequate to deal with a broad devaluation by the
Mexican Government.

We are now getting a lot of warning signs that there is some in-
tention to move in that direction by our neighbors to the south.

And I must say, it concerns me. It concerns me a great deal. I
am not at all certain and I am not at all confident that the surge
provisions are going to provide the kind of protection that really
puts the United States in the position that we can be confid:nt of
the result.

Mr. Chairman, I appreciate very much this time. And I appre-
ciate your many courtesies.

The CHAIRMAN. We thank you most particularly for these issues.
And I am looking forward to some trade negotiations on these is-
sues. Clearly, this is a matter to be dealt with. Again, thank you.

Dr. Summers, J want to return to this question of the degree of
confidence whith we should have in the economic assessments of
the executive branch of the American Government.

It is easily dismissed partly because it is not generally known.
This committee knows it and 1s worried.

Bill Jorgeson who is a colleague of yours, a professor of econom-
ics and director of the Program on Technology and Economic Polic
at the Kennedy School has written that the long-standing intel-
ligence failure in assessing the Soviet economy and the Soviet mili-
tary effort has to be one of the great failures of economics, rifht
up there with the inability of economists, along with everyone else,
to find a remedy for the Great Depression of the 1930’s.

Now, the failure of the economists to be able to cope with the De-
pression of the 1930’s, which was the prelude to the second world
war and had with it some incidental things, such as the tariff poli-
cies, led to an enormous surge of energy in the economic profession,
saying, what went wrong? How could we have been so mistaken?

439
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And you had the development, I think, of a whole—and I leave
ou to tell me what you think—new era in economics, the classical

archelian economics, the economics of the equilibrium, and such
like that, gave way to a new analysis, the Keynesian analysis, is
what is most generally used.

And there were huge debates. That is an enormous amount of
writing. Texts were changed. Reputations were made. Your uncles
got Nobel prizes.

And a new consensus emerged, the tools and balances. And that
is the normal mode by which even the dismal science tries to make
some progress.

The massive failure of the U.S. Government in its assessment of
the size of the Soviet economy and its military effort has elicited
no comparable concern.

A few persons, Frank Holtzman at Tufts and the Russian Re-
search Center at Harvard remained a skeptic, but nobody else did.

And the monopoly model, the CIA tells you. And nobody else gets
a chance to correct it because their judgment and their processes
are secret. The monopoly model is in place.

That model led us to become—we ended up the world’s largest
debtor nation. That is what you will be doing around the world,
discussing that fact.

In a few weeks’ time, this committee will first of all have to con-
sider and then take to the floor another debt ceiling extension. We
will have to raise the debt or we default.

I mean, either we raise the debt or we are about 4 weeks from
the point where you cannot cash Social Security checks. A

And when we default on our debt, I suppose the yen becomes the
reserve currency. It might save you a lot of problems. You will not
travel as much.

Dr. SUMMERS. My daughters will be grateful.

The CHAIRMAN. Sir?

Dr. SUMMERS. I said my daughters will be grateful.

The CHAIRMAN. Your daughters will be grateful. Now, we do not
want his daughters to say that the crash of 1993 was led in part
by the domestic arrangements of the Under Secretary of the Treas-

. [Laughter.]
at about that? I mean, why should we believe anything any
of you say when you have been so absolutely wrong and don’t
admit it and don’t seem even interested in the fact that you were
and insist on keeping the monopoly model in place? That is what
the administration wants to do.

I am dead in earnest about this question.

Dr. SUMMERS. I can say, I do not think I can fully answer your
question. I can make a couple of remarks that may he helpful.

The CHAIRMAN. Sure. By which you cannot fully snswer it be-
cause you do not think you have the answers, not because you are
not at liberty to say? '

Dr. SUMMERS. I am fully at liberty to say, to address your ques-
tion as fully as I can, but the abilities of the CIA, going backwards,
and the economics profession, going forward, I may not have ready
remedies for.

I would say that looking forward that because of this new open-
ness, we will have—
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The CHAIRMAN. What new openness? :

" Dr. SUMMERS. Because of the much greater public access to data

of all kinds on Russia.

q Th';a CHAIRMAN. Oh, you mean, the Russians are putting out the
ata’

Dr. SUMMERS. There are now many more independent analyses
of the Russian economy than there have been in——

The CHAIRMAN. If I ask you the size of the economic intelligence
programs of the U.S. Government, you wouldn’t be able to tell me,
would you? It’s secret.

If you do not know, I will tell you. You would not be able to tell
me. It is secret.

Dr. SUMMERS. If I knew, I probably would not be able to tell you,
but I do not know. [Laughter.]

The CHAIRMAN. Yes. That is right. It is secret. Why should you
know? You are not properly cleared. That monopoly model that got
us into those disastrous mistakes is still in place. Doesn’t that
bother you?

Dr. SUMMERS. I think it is a critical problem. I have had enough
difficulty in trying to find my way around the Treasury building so
that I have not given much thought to what the intelligence com-
munity should do differently in the future than it has done in the
past.

I have been concerned in the Treasury to make sure that we
have access to independent economic analyses prepared by staff at
Treasury and to the kinds of analyses that are being done on the
outside on these questions.

I think that the greater openness on the Russian side on this
particular qusstion is probably reducing the power of the monopoly
that you spoke of.

But I believe your question is a much broader one about the gen-
eral character of economic intelligence, and that is one that I have
nect yet had any opportunity to think about in any detail.

I agree completely with you on the magnitude of the past failure.

The CHAIRMAN. I appreciate that. I only wanted to make clear
that what you know in the Treasury is not necessarily going to be
what the President knows.

And you will not necessarily know what the President knows,
what the NID tells him. He will get the NID every morning. He
d(;ei? not get one from you. The NID is the National Intelligence

y.

I mean, a failure that massive shouldn’t just be said, oh, well,
what are you going to do? That is the way the world is.

I mean, the economics profession did not respond to the 1930’s
by saying, oh, well, everybody makes mistakes sometin.es. They
said, what do we have? What went wrong?

And I am just suggesting that that is not happening.

Dr. SUMMERS. I think, Senator, there are really two separate is-
sues here. In terms of the economics profession going forward—if
I might defend my professional brethren for just a8 moment—when
I was at the World Bank, one section of the bank published a news-
letter each month that included a list of all the conferences on
economies in transition.




23

And I would say that in various parts of the world, there were
probably 20 to 25 conferences a month, looking at the spe.ial prob-
lems of formerly socialist economies and economies in transition.

So as the economic problems of the 1930’s drew the attention of
economists, I think, this problem of reconstruction in formerly so-
cialist economies is drawing forth an enormous amount of intellec-
tual energy.

And I ﬁ)pe aud trust that the U.S. Government will draw on
that intellectual energy going forward.

I think there is a separate and second question which is the role
of monopoly in the provision of economic estimates and intelligence,
and I think that is something that does need to be very carefully
considered.

I hope that, if I um confirmed, I will have a cnance to consult
with my colleagues in different parts of the administration and
make sure that issue is addressed, and to work towards there being
some system where there is a kind of permanent, semi-permanent,
or at least more frequent Team B kind of approach to ensure that
there is some competing provision of information so that there is
at least some protection against the possibility of major error.

The CHAIRMAN. But don’'t be so careful in your statements. I
mean, you oui{ht to raise hell and ask those people, what did we
give you a trillion dollars for to give us all that misinformation?

And a Team B approach is fine, but you might also consider the
next time they estimate the economies of Central Europe, they get
a taxi cab driver to just go around and check up on the other side
of the Berlin Wall that things are really that much better.

I am just trying to make you feel that this is part of your port-
folio. And the Treasury ought to have some proper resentment be-
cause your golicies were driven by Presidents who were profoundly
misinformed.

Now, sir, I have one question for you, which Senator Hatch asked
that I address. This will be the last question. The crisis in Russia
will demand your immediate attention.

Last Tuesday, in his meeting with the French President
Mitterand, President Yeltsin called for immediate Western support.
Mitterand wants the G-7 to get involved. :

I am told there are foot draggers. Germany and France want to
heip now. Japan seems unwilling to do anything before the G-7
meeting this July. That might be too late.

What should we be doing now? For example, why shouldn’t we
act cooperatively outside of the G=7? And is tﬁe G-7 showing weak-
ness that should make us reevaluate its value to worldwide eco-
nomic cooperation which is the organization’s reason for existence?

Dr. SUMMERS. Mr. Chairman, I was one of the U.S. participants
in the meeting in Hong Kong that took place this past week where
a Russian representative sp(ﬁ(e to us about the process of economic
reform. There followed discussions among the G-7 countries.

I am optimistic. I do not think it would be appropriate at this
point to go into any detail, but——

The CHAIRMAN. But you are optimistic?

Dr. SUMMERS. Optimistic that the G-7 will be in a position to
provige significant support for the Russian reform effort in coming
months.
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The CHAIRMAN. Fine. I am sure Senator Hatch will be encour-
aged by that statement. And he was pleased to see that the Euro-
pean Bank for Reconstruction and Development agreed to a $44
million technical cooperation loan for Russia this week.

He thinks that the debt structure needs attending and generally
some of the things you have said.

Sir, it has been now a long morning, but the last time we will
see you in your present status. Senators Riegle, Dole, Packwood,
Roth, and Grassley will have some questions for the record. I will
ask that they be provided by the end of the day. Is that possible?
Of course, that is possible.

And it will give you a chance to respond in writing to them, all
of which will be part of the record.

[The questions appear in the appendix.]

The CHAIRMAN. Again, we thank you for coming this .aorning.
We will take up this nomination on an occasion when we have a
quorum which will be next week, next Wednesday I think. It will
. be soon. And it will be agreeable to you. Thank you very much, Dr.
Summers.

Dr. SUMMERS. Thank you.

'[I‘Igle CHiMRMAN. And again, Mrs, Summers, we welcome you.

ause.

The CHAIRMAN. And now, our next witness is Jane Perkins who
is president of Friends of the Earth, a Washington organization,
well known to those of us on the Committee on Environirent and
Public Works.

Ms. Perkins, good morning.

Ms PERKINS. Thank you.

The CHAIRMAN. And I do not believe you have ever been before
the Finance Committee.

Ms. PERKINS. I have never been before any committee, sir.

The CHAIRMAN. Well, then, we welcome you to your first commit-
tee and that it should be the Finance Committee is auspicious I
would think. And you have an associate with you?

Ms. PERKINS. I do. This is Dr. Brent Blackwelder who is vice
president for policy and Bro%am at Friends of the Earth.

The CHAIRMAN. Well, Dr. Blackwelder, we welcome you.

And you have a statement which we will put in the record. And
you go right ahead. I guess I will have to ask you to summarize
1t if you can because it is about 50 pages and we cannot, under
Senate rules, go past noon.

Ms. PERKINS. I would bore miself' to death if I attempted to do
that. Our statement in the package is 4 pages. And I have some
remarks that I would like to deliver.

The CHAIRMAN. Go right ahead.

STATEMENT OF JANE PERKINS, PRESIDENT, FRIENDS OF THE
EARTH, ACCOMPANIED BY BRENT BLACKWELDER, VICE
PRESIDENT FOR FOREIGN POLICY AND PROGRAMS, WASH-
INGTON, DC

Ms. PERKINS. First of all, I want to thank you for the opportunity
to address the committee today on the nomination of Dr. Summers.
And I am here to oppose the nomination.

The CHAIRMAN. Just one second.
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Now, the hearing room will be in order. If there are persons who
have conversations, if they will be so kind as to take them to the
corridor.

Ms. Perkins. '

Ms. PERKINS. Thank you.

In 1979, I became a citizen activist. I did this because I felt that
people in positions of power were having difficulty as they made
decisions affecting people like me with basic issues about right and
wrong.

This activism then led me to local politics in Harrisburg, Penn-
sylvania where I stood for election and won.

I know, therefore how politics and comraderie and loyalty at-
tempt to influence decisions which often should be judged on com-
mon sense, the values we have about right and wrong, and perhaps
the sense of justice that was instilled in us as children.

Gentlemen, I think the appointment of Dr. Summers to the post
in question is wrong on common sense and ethical grounds and his
nomination should be rejected.

It is a big government. And I would.like to see Dr. Summers pur-
sue a less sensitive, more straight- line economic centered job to
use his many talents. }

But put Dr. Summers aside for a moment. { do not believe an
economist should have the last word in such a high-level, sensitive
development job.

Development needs to be defined more broadly than the narrow
principles applied in strict conventional economic training and
thinking. There is more to the development picture than the bot-
tom line, the GNP, or abstract statistics.

There are people, their lives, their homes, their families, and a
way of life that have to be factored into this decision-makin%.

he job in question, I think, has different requirements. It needs
a thinking, but feeling person with a strong sense of justice and a
world view that values all petggle equally.

It requires a future-oriented person who has a profound respect
for the earth we are leaving to future generations. It requires a
common sense and sensitive person who ecxhibits this in his or her
dealings with others.

This is the sort of person who should be considered for the job.
And I do not believe unfortunately that I am describing Dr. Sum-
mers.

Friends of the Earth opposes his nomination for three reasons.
First of all, Dr. Summers’ confirmation would send a terrible signal
to the people of our own country, as weil as those around the world
gho already suffer from victims of environmental racism and injus-

ce.

Second, your confirmation of Dr. Summers would suggest that
Congress wes not serious in calling for the major reforms you have
championed within the multilateral development banks in recent
years.

And finally, Dr. Summers’ world view i3 too narrow for this es-
sentially development job.

You only have to pick up this morning’s Washington Post to find
outrage on the part of major institutions about racist jokes being
made at public gatherings.
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What Dr. Summers’ conventional economic theories espouse is
not a joke, but it is racist. And if one is trained as an economist K
whose interest is the bottom line, then, it may even be valid.

I would like to share with you some comments from people who
cannot he here today regard‘;ng their feelings on the Summers’
nomination.

From the General Secretary of the National Council of Churches
in Kenya, he says, “The structural adjustment policies which Larry
Summers has helped to formulate affect mostly the poor, women,
and children in the Third World. These structural adjustment poli-
cies are not a panacea to the socioeconomic problems in the south,
but add to stress and more burden. The one cure that the Clinton
administration can give the Third World is by revoking the ap-
pointment of Larry Summers.”

From the Women and Development Institute, University of West
Indies, Barbados, they say, “Larry Suu.mers is known for his ag-
gressive promotion of structural adjusument programs which leave
little room for debate on the impact of these programs on human
or natural environments. I think that his appointment to this post
by the Clinton administration will raise very serious doubts in the
minds of informed citizens from the south about the new adminis-
tration’s sensitivity to issues of equity, human rights, and environ-
mental sustainability.” ‘

Ang from Equipo PUEBLO in Mexico, they say, “We are con-
cerned that the U.S. Administration designate for such an impor-
tant position is a person who has advocated structural adjustment
policies during his employment at the World Bank. Far from pro-
moting the satisfaction of the basic needs of the majority of the
population and effectively combacting poverty, these policies have
resulted in an irrational use of natural resources and a sharp con-
centration of wealth and income in our country.” S —

Gentlemen, I believe this Under Secretary position is a big and
demanding job, a job that requires broad reach and compassionate
sensitivity. And we believe Dr. Summers has failed to demonstrate
these qualities. And we urge you to reject his nomination.

Thank you.
djJ[(’I]‘he prepared statement of Ms. Perkins appears ir: the appen-

The CHAIRMAN. We thank you, Ms. Perkins. That is not nearly
half your statement.

Would Dr. Blackwelder want to add something further?

Dr. BLACKWELDER. No. We would be glad to take any questions
you may have.

The CHAIRMAN. Well, the statement is very carefully made. I
want to get something clear here. We have a larger statement of
yours,

Dr. BLACKWELDER. Mr. Chairman, there are three attachments
referred to in the statement.

The CHAIRMAN. Right.

Dr. BLACKWELDER. The large statement is the testimony which
we gave to the House Appropriations Committee about the activi-
ties of the World Bank. The second is the law which Congress
passed governing the International Monetary Fund.

The CHAIRMAN. Oh, I see. This is the March 1. Forgive me.
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Dr. BLACKWELDER. Yes. We attach those because we refer to
them in the text itself as the background about the institutions, the
multilateral development banks over which Dr. Summers will have
ca%acity and responsibility.

he only comment I might add since you raised the question
about World Bank performance earlier, an internal review con-
ducted by the Worl% Bank last year by vice president retired
Wapenhans found that over one-third of the bank’s projects are un-
satisfactory, that 78 percent of the loan conditions are not being
complied with, and that this rate »f unsatisfactory performance is
the '%ilest in 15 years.

So the World Bank’s performance under its own criteria, apart
from applying social or environmental criteria which we might use,
is at a very low ebb.

And it is because the World Bank and IMF come first in line as
creditors, they can boast about lack of defaults and so forth, but in
terms of substantive analysis, looking at their own performance,
their own recommendations, their own evaluations is extremely
ne%ative.

he CHAIRMAN. I am sorry. But I will have to ask, the name
sounded Dutch.

Dr. BLACKWELDER. Wapenhans.

The CHAIRMAN. Wapenhans. Dutch of some kind or another. By
unsatisfactory, what was his criteria?

Dr. BLACKWELDER. To my understanding as I have looked at the
report, the economic performance of the projects for a variety of
reasons in their analysis is characterized as being unsatisfactory.
The project is just not producing. It is not producing as projected.

The CHAIRMAN. The bottom line?

Dr. BLACKWELDER. Right. And they also looked at the rate of re-
turns projected and what was realized and found that those were
getting worse and worse. They were getting less.

The CHAIRMAN. An investment bank would not have made that
investment, right?

Dr. BLACKWELDER. Or a private bank, you would have a ques-
tion. Right. Yes.

The CHAIRMAN. Yes.

Dr. BLACKWELDER. They would characterize their loan as unsat-
isfactory on these economic grounds, not because they were envi-
ronmentally unsatisfactory. :

The CHAIRMAN. I see.

Dr. BLACKWELDER. But they were on the economic conditions,
rates of return, compliance.

The CHAIRMAN. The structural adjustment problem is a hard one.
I was once an Ambassador. I was as close as I could be to that part
of the world. And the bank has begun to make conditions with the
Ir}:ldlan Government on these things. And it is not an easy relation-
ship.

1 am just now spinning my theory. Most of those governments
began with a very large confidence in planning the government in
the case of India and Beirut. They talked about' controlling the
commanding heights of the economy. And it mostly did not work.

One of the great secrets of the world is that India in 1900 was
a large steel producer. And Japan had no steel of any kind.
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But the structural adjustment programs are an intervention for
internal political life. Of that, there is no doubt. They tend to be
austere. Older men than I can say I know the answer to it.

The problem is, of course, that so much of the world, that, “Third
World,” is divided into countries where living standards are prob-
ably on the decline and regions where they are just roaring ahead.

And it is hard put to say why this is the case. The sub-Sahara
in Africa is desperate. And Asia is full of tigers they say.

And parts of India prosper. And others do not. When I was Am-
bassador to 400 million persons there. There are now 850 million.
It was not that long ago.

Senator Chafee, you have come back. And we welcome you, sir.

Senator CHAFEE. Thank you, Mr. Chairman.

I am sorry I missed the testimony of Ms. Perkins. I know Dr.
Blackwelder well. And I certainly know Ms. Perkins by reputation.
When they say there are matters of concern, then we should cer-
tainly pay heed to them.

I was disturbed by the Summers memo. I guess you get to the
ggint of asking when can you forgive. Dr. Summmers was contrite,

ﬁgh in his testimony here and when he came to visit me in the
office.
I would like to read over what Dr. Blackwelder and Ms. Perkins
are saying in their testimony, however.

The CHAIRMAN. Fine.

Senator CHAFEE. I will also say that one of the advantages of
being on this committee is I feel I am getting a Harvard education
without paying the tuition. [Laughter.]

aiAlf I listen to these very thoughtful remarks our chairman
makes.

Mr. Chairman you might be interested to know that last night
there was an interesting TV series on a man who is, in a light-
hearted way, proceeding around the world in 80 days.

The portion of his trip shown last night was from Bombay to Ma-
dras by train. And there, he was trying with difficulty to catch a
freighter to Singapore.

It was a wonderful view from the train of India, portions that
you are very familiar with, but that regrettably I am not. So I
thought it might bring back a bit of nostalgia to hear about this.

The CHAIRMAN. He would have gone across the Malibar Moun-
taine and went through Bangalar in southern India, a very special
part of the world.

Senator CHAFEE. I just want to say one other thing, and this is
completely digressing from the subject at hand. I am the possessor
of some ancient turn of the century silver mugs that somehow
came into our family, because somebody, no relation, was Brigadier
so and so who won the Puna Horse Show in 1903.

. I do not even know what took place in Puna. It must have been
sort of a retreat place for British officers. Was it?

The CHAIRMAN. Puna was a hill station where the weather is liv-
able in the summer.

Senator CHAFEE. Because the train stopped in Puna last evening.
And the voyager recounted that he had a cap that belonged to some
Brit who participated in the shell races on the Puna River, which
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he ;lllowed us, although there was no river there anymore, just a
trickle.

But it all brought back memories of the silver goblets that for
some reason are in our family.

The CHAIRMAN. That whole subject of development links up with
populations though. And the key to all of it is two things. One is
water. Water is so profoundly important.

And of all the environmental issues on someplace like the sub-
continent where a billion people live, India will have a larger popu-
lation than China, the demographic profile.

Their principle environmental problem, their overwhelming envi-
ronmental problem—I mean, in Bhopal and all—is that the water
is not clean.

- Pflnddthe World Bank does what it can. I think it can be short-
sighted.

About the time those mugs were made, there were three cities
on the Bay of Bengal. Each had been founded by the British East
India Co. Cach had a hotel where Somerset Maughm stayed. Each
{li?d a race track. Each had a very interesting, satisfactory way of

e.

A century goes by. Then, at the end of the century, one of those
cities is a place where 1 million people sleep on the sidewalks every
day. Another of those cities is no longer a city. It has gone back
to grass.

Angd the third city has an air conditioned subway and one of the
highest standards of living in the world. That is Calcutta, Rangoon,
and Singapore. Don’t think government doesn’t make a difference.
You cannot explain it any other way. :

But that is by way of thanking you for your testimony.

Please, Ms. Perkins, you want to say something?

Ms. PERKINS. Well, I wonder if I could comment briefly on Mr.
Chafee’s reference to the infamous Dr. Summers’ memo.

The CHAIRMAN. Please.

Ms. PERKINS. And I think that——

The CHAIRMAN. No, no. The infamous memo of Dr. Summers.
{Laughter.] :

Mzs. PERKINS. The infamous memo of Dr. Summers, Professor.

I think that Dr. Summers has done a good job recanting the
memo. And that is fine. However, what bothers me and what both-
ers a number of people in the environmental community and, I
think, a lot of people you have heard from with letters and cor-
respondence about this particular appoiniment is the underlying
principles that are espoused in that letter.

They are straight-line, conventional economic thinking that actu-
ally has some logical value to it, but when you try to apply it in
the kind of position that Dr. Summers is seeking here, it creates
a lot of hardship for people in Third World countries.

And at its worse extreme, it is racist. And it provides for a lot
of injustice in lending policies. And so you can throw out the words
and you can accept apologies for shortsightedness or not paying
enough attention, but what the underlying problem is for a lot of
us is the theory and the principles that go with it.

67-167 0 - 93 - 2
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And we think that they are alive and well in the World Bank
and in the MDB’s. And we do not want them at the level of the
Under Secretary in the Treasury. That is why we are here.

Senator CHAFEE. Mr. Chairman, if I might. I am not an apologist
for Dr. Summers by a long shot.

I might say with a little irony here that if this had been a Repub-
lican nominee with these credentials, this room would be filled.
Certainly, that side would have been pour ~ing all over this individ-
ual, showing no meraci'. I think that is important to bear in mind.

I do believe in salvation. Sometimes when people have been
scorched a bit—and I am afraid he was not very badly scorched
here—they are extra cautious. -

Wally Hickel, for example. Wally Hickel came in and was chas-
tised for his positions, but I think he bore that in mind and turned
out to be a very good Secretary of the Interior. Now he is the Gov-
ernor of Alaska.

So I think people can bear these lessons in mind. Now, it does
not always prove true—l mean, Jim Watt did not change his
stripes when he became Secretary of the Interior.

I would be interested—just briefly because I know we all have
other engagements—but Mr. Summers is being nominated for
Under Secretary of the Treasury. True, he will be dealing with the
World Bank. But I somehow envision him spending his first areas
of concentration on Russia. So I do not see the World Bank situa-
tion quite the way you do. Am I missing something here?

The CHAIRMAN. Igr. Blackwelder.

Dr. BLACKWELDER. Yes. What we are saying is that it appears to
us that you are putting into a position of authority someone who
at the World Bank has resisted all of the reforms which Congress
has enacted, urging our own executive directors at the World Bank
and the IMF to change.

For example, as part of last year’s Russian bill, accompanying
our testimony, there were instructions for the International Mone-
tary Fund to start looking at the environmental and poverty im-
pacts of its structural adjustment programs.

And here in the case of Russia, pendency of the G--7 is to turn
everything over to the IMF and the World Bank to solve Russia’s
problems.

And our experience in trying to analyze structural adjustment in
Africa and other places is that it has been a massive and serious
failure and that these hiFh level, macroeconcmic policies are totally
liading 11:0 destruction of the environment and impoverishment of
the people.

The programs that first suffer are education, women’s programs,
and environmental protection programs as part of the structural
adjustment.

And Dr. Summers’ writings, for example, on the economy sug-
gests that he applies just the straight-line econemic approach.

He speaks about and spoke this morning about sustainability, he
is being supportive of that. Yet, he resisted in this article incor-
porating a sustainability criterion or anything like that looking to-
wards future generations into economic benefit cost analysis.

The bottom line rate of return was what we had to look at. And
if you do the right thing with your benefit cost analysis, all these
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other concerns yov are taking care of, don’t worry. And that is ex-
actly what we ge]ieve Congress has for 10 years been legislating,
trying to get these institutions to change, to take a different im-
pact. .

Sure, on one level, great benefit cost analysis is terrific. And you
want to make it as good as possible.

But in our judgment in the case studies we attach in the testi-
mony, we tried to illustrate that these policies are failing regularly.

And it was similar, Mr. Chairman, to what you were describing,
I think, with the failure of our intelligence on the economy in Rus-
s sia.
We have found the same thing that the IMF and the World

Bank’s failure to look at the actual impacts of the structural ad-
v justment.
L They do not. They refuse to gather that information, that data.
. We have tried using U.S. laws to ask them and force them to do
an ex-post analysis of whether they succeeded or failed.

And our own directors are doix;g their best. The previous admin-
istration and the Congress worked together. And we still could not
get these institutions to do those analyses.

The CHAIRMAN. May I just say, I think you are getting their at-
tentilon. You certainly have mine. I mean, I read that memo, for ex-
ample.

And I thought that one of the clear mistakes just at the simple
economic level of analysis is that it assumed that pollution is short
term with no long-term effects. Wouldn't you agree? And it is sup-
posed to have long-term effects. That is not a wrung assumption.

We thank you. I thank you.

Senator CHAFEE. The same here.

The CHAIRMAN. Thank you, sir.

The hour of noon having arrived, our allowed period for a hear-
ing is concluded.

If there are any questions that the Senators wish to address to
Ms. Perkins, they will do so in writing by the end of the day.

We thank our guests. We thank our witnesses.

And the hearing is now concluded.
di}["lihe prepared statement of Senator Hatch appears in the appen-

[Whereupon, at 11:55 a.m., the hearing was concluded.]
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APPENDIX

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR ORRIN G. HATCH

Mr. Chairman, I want to join my colleagues in welcoming Dr. Summers to this
session. Of all the quirks science has identified in human genetics, a “tendency to-
ward economics” is certainly one of the lesser known. Dr. Summers’ mother and fa-
ther, along with his uncle, Nobel Laureate Kenneth Arrow, are among the most dis-
tinguished scholar-economists in this century.

course, Dr. Summers has earned his own spurs, many times over, in fact.
There are probably few Americans with his credentials for this important job.

Iam enoourageg by the thinking and writing that Dr. Summers has done on some
of the vexzri:aues that he will encounter, if the nomination succeeds.

I refer first to his comments made at a G-7 Special session in Tokyo in November
1991. In his ts_ipeech, Dr. Summers refers, somewhat iropheticall , [ might add, to
the types of financial problems facinithe world at the end of World War 11, and
which, he adds, could just as well be the agenda for today’s G-7. The four problems
are: controlling inflation while promoting growth; integrating nations into the world
economy; directing capital to high-productivity uses; and promoting trade.

I would like to see Dr. Summers use the great influence of his office, to promote
this agenda, using the G-7, OECD and other international economic bodies and in-
stitutions. There are three specific issues that I would like Dr. Summers to address
that seem to further this goal.

First, the G-7 and the OECD can play a much greater role in coordinating na-
tional macroeconomic policies to premote growth. :

Second, this country cannot relent on its long-standing commitment to workable
foreign investment go icies that promote growth. In fact, I would urge that we take
the experience of the dozens of bilateral investment treaties negotiated over the
years and combine it into a workable multilateral treaty, spearheaded by the OECD,
and open to all countries. ‘

Third, we need to assure ourselves that domestic economies do not harbor fiscal
policies that distort trade and investment, or other policies on competition. I am
thinking specifically of taxation policies, which can discourage U.S. investment
abroad, lead to retaliation by others, and obstruct the competitiveness of American
companies.

I am very hopeful that Dr. Summers’ great talents will lead to significant im-
provements in international ooog:ration along the lines that I specified.

With those thoughts having been enunciated, Mr. Chairman, I would like to re-

- quest that the balance of my comments be-placed in the hearing record.

Let me elaborate on the first issue. The G-7 and OECD should cooperate and co-
ordinate in assisting countries review structural economic issues that hinder com-

titiveness and growth. The International Labor Office should be brought into this
old where its activities promote flexible labor policies to accommodate such growth.
The U.S. should have a new voice on these deliberations in light of our own strong
steps now being taken to remedy our structural deficit. But we, too, have to do
more, to include promoting more savings and investment while concentrating the
use of such capital on high-productivity projects, something that Dr. Summers
raised in his November 1991 speech. :

As regards the second issue, we cannot foolishly ignore the tremendous benefits
that cur political and economic stability invites through foreign investment. Not
only is this a source of growth capital, but also jobs and, as we have geen through-
out our history, innovations that improve our economic efficiency and way-of-life.
Assaults on foreign investment ere, for the most part, short-sighted. A very small

(33) !




share of U.S. assets are foreign held, and our growing economy has been well-served

br foreign investment. National treatment must become the U.S. standard in its
global effort for enlightened foreign investment.

-~Let me add that apprcaches like the Fair Trade in Financial Services Act, as

g;ggoaed, is not the way to go. It seeks reciprocity and absolute parity across

ers, ignoring to its peril inherent legal and social system differences that

are matters of sovereignty. Rather, national treatment can be achieved within

the framework of existing national systems. Fairness and equity are not foreign

words in any domestic legal system.

Finally, there needs to be a universal set of foreign investment standards. These
would establish rights to national treatment, the protection of foreign investment
and the repatriation of fair profits.

—We need to guard a%amst attacks on the generally liberal investment policies
that the U.S. stands for. The bilateral investment treaties (BIT) were negotiated
to create a favorable investment climate. They guarantee protections of prop-
erty, and limit host, country inclinations to expropriate it.

—The OECD has provide’ the bedrock for universal rules on investment protec-
tion. The Codes of Liberatization and National Treatment Instrument are useful

recedents, although non-binding. We need to move to the next plateau, with

ECD’s assistance. This has been done in the Dunkel Draft Agreement of the
Uruguay Round of GATT. There, for example, we limit trade-distorting invest-
ment measures, and give GATT enforcement capabilities.

Mr. Chairman, I appreciate the opportuaity to raise these issues and to invite Dr.
Summers’ views on them.

PREPARED STATEMENT OF SENATOR DANIEL PATRICK MOYNIHAN

This morning we welcome to the Finance Committee Dr. Lawrence Summers, who
is the President’s nominee to be the Under Secretary of the Treasury for Inter-
national Affairs.

Dr. Summers, you will be assuming this job at a time when our international eco-
nomic challenges are mounting. Your plate will be full,

The G-7 is grappling with the difficult question of how to assist the states of the
former Soviet Union—at a time when their commitment to economic reform appears
to be wavering. The world is looking increasingl%to the international lending insti-
tutions—the International Monetary Fund, the World Bank and the regional devel-
opment banks—to play a much greater role in coordinating Western aid to Russia
and assisting the developing countries with their economic development goals. And
the Uruguay Round of multilateral negotiations is looking for a jump-start, just as
the United States is trying to wrap up the NAFTA through the negotiatior of sup-
plemental agreements on labor, the environment and import surges. You will play
a key role in all of these matters.

Your resume suggests to me that you are well-prepared to tackle this job. You
come, a8 | understand it, from a family of economists: I am told that gour parents
and two of your uncles are highly regarded in the field. You became a full professor
at Harvard at the ripe old age of 28. You served as domestic policy economist at
the Council of Economic Advisers under President Reagan. And your tenure at the
World Bank has given you a great deal of international experience.

It also gave you a great deal of international grxfosure. As you know, a number
of environmental groups oppose your nomination. They will be ably represented here
later this morning bf Jane Perkins, who is the President of Friends of the Earth.

The Committee will want to hear your views on the role the international finan-
cial institutions should play in promotinf environmental protection and economic re-
forms and in improving the standard of living throuil&out the developing world. And
we will listen carefully to the concerns expressed by Ms. Perkins and others.

It is my intention to schedule a vote on this nomination relatively soon, but after
the Committee has had an opportunity to digest the testimony and comments.
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PREPARED STATEMENT OF JANE PERKINS

Friends of the Earth opposes the nomination of Lawrence
Summers to the position of Undersecretary of Treasury for
International Affairs for three main reasons:

First, Summers' confirmation to such a position would
send a terrible signal to those people in the United
‘States and around the world who are victims of
environmental racism and injustice;

Second, Summers' confirmation would suggest that Congress
was not serious in calling for major reforms of the
multilateral development banks (MDBs);

Third, Summers' world view is too narrow for this job.

A SIGNAL TO THE WORLD:

We would like to call to the Committee's attention the
worldwide reaction to Mr. Summers' infamous memo advocating dumping
of toxic wastes in developing countries because they are ‘'under-
polluted.' One of the main reasons this memo brought out the ire
of the world's environment, development, and social justice
communities was that it captured in writing the actual impact on
the ground of far too much World Bank activity; namely the
institution's callous disregard for the suffering of the poor, and
in particular to the very suffering caused by the Bank's own
projects and lending policies. That Summers was the World Bank's
chief economist simply added fat to the fire. .

Attached to this testimony are examples of the reactions of
leaders from around the world to his memo and nomination. Typical
of the reactions was that of Brazil's environment secretary, Jose
Lutzenberger, who wrote to Summers, "Your thoughts are a concrete
example of the unbelievable alienation, reduc' ionist thinking,
ruthlessness, and arrogant Jignorance of muny conventional
'econonists' concerning the nature of the world we live in." The
Development Grouvn for Alternative Policies has received some 20
statements from citizens' organizations around the world opposing
his confirmation. Some of these comments are as follows:

From the General Secrvetary of the National Council of Churches of
Kenya:

The structural adjustment policies (SAPs) which Larry
Summers has helped to formulate affect mostly the poor,
women and children in the Third World. The SAPs are not
a panacea to the socio-economic problems in the South but
only add distress and more burden. The one cure that the
Clinton Administration can give the Third World is by
revoking the appointment of Larry Summers.

From the Women and Development Institute, University of the West
Indies, Barbados:

Larry Summers is known for nis aggressive promotion of
structural adjustment programmes which leave little room
for debate on the impact of these programmes on human or
natural environments. I think that his appointment to
this post by the Clinton Administration will raise very
serious doubts in the minds of informed citizens from the
South about the new Administration's sensitivity to
issues of equity, human <rights and environmental
sustainability.




FRERE VL

36
From Equipo PUEBLO in Mexico:

We are concerned that the U.S. Administration designate
for such an important position is a person who has
advocated structural adjustment policies during his
employment at the World Bank. Far from promoting the
satisfaction of the basic needs of the majority of the
population and effectively combatting poverty, these
policies have resulted in an irrational use of natural
resources and a sharp concentration of wealth and income
in our country.

To understand their rage, it is perhaps useful to imagine how
this Committee would feel if the gross insensitivity exhibited in
Summers' memo had been directed at poor communities in the United
States rather than poor Third World countries.

Viewed in the context of last June's Earth Summit in Rio de
Janeiro with its strong emphasis on environmental justice, it would
be hard to find a more inappropriavn person to serve the U.S. in
such a sensitive position. Approving this nomination will send a
signal to the World that as far as U.S. policy in the arena of the
MDBs is concerned, business is proceeding as usual.

A 8IGNAL T7 CONGRESS:

Summers' confirmation would not simply be disesppointment
because of his personal views, but because his selection would
indicate that the United States, which has long been the leader in
seeking reforms of the MDBs, has decided to back down.

For the past decade, the U.S. Congress has led the world in
examining the true environmental and social impacts of the MDBs
lending programs. It has helped expose disasters such as the
Brazil Power Sector loans which would have flooded thousands of
acres of tropical rainforest and displaced thousands of Kayapo
Indians. In that case, the project was ultimately stopped. Now
the Congress is keeping the spotlight on disastrous projects such
as the Narmada Dams in Tndia which will displace hundreds of
thousaid * of people.

Tne Congress has issued specific instructions for a reform
agenda at the World Bank, IMF and other MDBs. Most dramatically,
the so-called Pelosi Amendment forced the World Bank to undertake
Environmental Impact Assessments of its projects. Now, attention
is being focused on the effects of IMF structural adjustment
programs. Iast year, in conjunction with the Russian Aid package
Congress amplified its concern that the IMF was not looking at the
poverty and environmental impacts of its structural adjustment
lending. Attached to this statement is a copy of that legislation.
We would encourage you to question Mr. Summers to determine whether
he supports the legislation and how he would go about pursuing the
goals it spells out.

Also attached is testimony we presented to the House
Appropriations Committee on March 1 concerning U.S. policy and
support for the MDBs. It provides many uetails of the poor record
of the World Bank, for which Summers shares part of the
responsibility. It also may provide the Committee with an idea of
the depth and complexity of the problems that the Underse-retary's
post must address. R -

This reform agenda, while conceived by Congress, must be
executed by Treasury; i.e., by the very office that Mr. Summers now
wishes to head. On his shoulders will fall the responsibility for
implementing the will of Congress.
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During his tenure at the World Bank, Summers has been part of
these problems, not part of the solution. Summers has no track
record o reform or achievement at the World Bank. Instead, he
stands f.: the very international economic development strategy
which Congress has been trying to change for the past 10 years. In
our review of Summers' performance at the World Bank we have found
that the only area in which he distinguished himself and for which
he should be commended is women's education. But his work here is
overshadowed by his espousal of the structural -~3inctrmant nroarams
which have failed to consider impacts on women, poverty or the
environment.

SUMMERS' VIEW 18 TOO CONSTRICTED FOR THIS JOB:

Today Summers claims that he did not read the infamous memo or
that it was intended ag ironic counterpoint. Either answer does
not assuage our concern. (It does, however, strike us as
unacceptable for someone in such a high position not paying
attention to the key memoranda which leave his office.)

Whether ironic or inadvertent, the vision of the famous memo
is something this Committee should keep foremost in its mind as it
deliberates because, the limited, purely economic standpoint of Mr.
summers leads directly to the morally repulsive conclusions that a
person who earns less is worth less and that Afri: is ‘'vastly
under-polluted’'.

We would also point out to the Committee that, while unusually
blunt, the sentiments expressed in the memo are consistent with
other statements made by Mr. Summers. For example, he belittles
concerns about global warming, claiming that several months of GNP
growth would more than offset any costs occasioned by climate
change. He believes moral criteria and sustainability conditions
should not be built into foreign aid. The rate of return is the
sole criterion to use, he argues in a piece written for the

Economist.

We believe that the job of Treasury Undersecretary and the
task of reforming the MDBs, requires a far broader vision than that
of the laser-lines of conventional economics. This vision should
start from the standpoint that all human lives are of equal value
and that transferring pollution to other countries is not an
acceptable development path. The vision should extend to taking
into account the long term social and environmental costs of
projects and structural adjustment conditions. And, this visior
should be tempered by a fundamentally democratic viewpoint that
seeks to involve affected citizens from the outset in the planning
and development of projects that will profoundly affect their
lives. ’

This Undersecretary position is a big and demanding job -- a
job that requires broad reach and compassionate sensitivity. Mr.
Summers has failed to demonstrate these qualities and we urge you
to reject his nomination.




38
PUBLIC LAW 102-511—OCT. 24, 1992

FREEDOM FOR RUSSIA AND EMERGING
EURASIAN DEMOCRACIES AND OPEN
MARKETS SUPPORT ACT OF 1992
(FREEDOM SUPPORT ACT)

- * * L * ] .

TITLE X—INTERNATIONAL FINANCIAL
INSTITUTIONS

SEC. 1001. INTERNATIONAL MONETARY FUND QUOTA INCREASE.

The Bretton Woods Agreements Act (22 U.S.C. 286 and fol-
lowing) is amended by adding at the end the following:

“SEC. 536. QUOTA INCREASE,

“The United States Governor of the Fund may consent to an
increase in the quota of the United States in the Fund equivalent
to 8,608,600,000 Special Drawing Rights, linited to such amounts
as are provided in advance in appropriations Acts.

“SEC. 87. ACCEPTANCE OF AMENDMENTS TO THE ARTICLES OF
AGHEEMENT OF THE FUND.

“The United States Governor of the Fund may agree to and
accept the amendments to the Articles of Agreemunt of the Fund
as proposed in the resolution numbered 463 of the Board of Gov-
grsmixés 9(;)(' the Fund that was approved by such Board on June

“SEC. 58. APPROVAL OF FUND PLEDGE TO SELL GOLD TO PROVIDE
RESOURCES FOR THE RESERVE ACCOUNT OF THE
ENHANCED STRUCTURAL ADJUSTMENT FACILITY TRUST.

“The Secretary of the Treasury is authorized to instruct the
United States Executive Director of the Fund to vote to approve
the Fund's pledge to sell, if nee.’ed, up to 3,000,000 ounces of
the Fund's gold, to restore the re.ources of the Reserve Account
of the Enhanced Structural Adjustment Facility Trust to a level
that would be sufficient to meet obligations of the Trust payable
to lenders which have made loans to the Loan Account of the
Trust that have been used for the purpose of financing programs

to Fund members previously in arrears to the Fund.”.
SEC. 1002, INTERNATIONAL MONETARY FUND POLICY CHANGES.

The Bretton Woods ments Act (22 U.S.C. 286 and fol-
lowing) is amended by adding after the sections added by section
1001 of this Act the following:

“SEC. §9. FUND POLICY CHANGES,

“(ay PoLiCY CHANGES WITHIN THE IMF.—The Secretary of the
Treasury shall instruct the United States Executive Director of

22 USC 286e-1L

22 USC 286e-5b.

22 USC 286e-13.

22 USC 28611.
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the Fund to promote regularly and vigorously in program discus-
sions and quota increase negotiations the following proposals:

“(1) POVERTY ALLEVIATION, REDUCTION OF BARRIERS TO ECO-
NOMIC AND SOCIAL PROGRESS, AND PROGRESS TOWARD ENVIRON-
MENTALLY SOUND POLICIES AND PROGRAMS.—(AXi) Consider-
ations of poverty alleviation and the reduction of barriers to
economic and social progress should be incorporated into all
Fund programs and all consultations under article IV of the
Articles of Agreement of the Fund.

“ii) Preparation of Policy Framework Papers should be
extended to all nations which have Fund programs nnd active
Bank or International Development Association 'e. ding J)ro-
grams, and existence of a Policy Framework Pap :r should be
a precondition for new lending to such nations by the Fund.

“iii) All Policy Framework Papers should articulate the
principal poverty, economic, and social measures that the bor-
rowing nation needs to address, and this portion of the Policy
Fiamework Paper (or a summary thereof that includes specific
measures and timing) should be made available when the Policy
Framework Paper is submitted to the Executive Directors of
the Bank and of the Fund for consideration.

“(iv) In considering whether to allocate resources of the
Fund to a borrower, the Fund should take into consideration
the nature of the program and commitment of the borrower
to address the issues referred to in clause (iii).

“(v) The Fund should establish procedures to enable the
Fund to cooperate with the Bank in evaluating the effectiveness
of the measures referred to in clause (iii), at the levels of
policy, ?roject design, monitoring, and reporting, in the inter-
national financial institutions and in the borrowing nations.

“LEXi) The Fund should be encouraged to make further
progress toward environmentally sound policies and programs.

“(ii) The Fund should incorporate environmental consider-
ations into all Fund programs, including consultations under
article IV of the Articles of Agreement of the Fund.

“(iii) The Fund should be encouraged to support the efforts
of nations to implement systems of natural resource accounting
in their national income accounts.

“(iv) The Fund should be encouraged to assist and cooperate
fully with the statistical research being undertaken by the
Organization for Economic Cooperation and Developr-ent and
by the United Nations in order to facilitate developr. :nt and
adoption of a generally applicable system for taking account
of the depletion or degradation of natural resources in national
income accounts.

“(v) The Fund should be encouraged to consider and imple-
ment, as appropriate, revisions in its national income reporting
systems consistent with such new systems as are of general
applicability.

“(2) PoLicY AUDITS.—A) The Fund should conduct periodic
audits to review systematically the policy prescriptions rec-
ommended and required by the Fund in the areas of poverty
and the environment.

“(B) The purposes of such audits would be—

‘“(i)dto determine whether the Fund’s objectives were
met; an ~
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“(ii) to evaluate the social and environmental impacts
of the implamentation of the policy prescriptions.

“(C) Such audits would have access to all ongoing tngrams
and activities of the Fund and the ability to review the effects
of Fund-supported programs, on a_ country-by-country basis,
with respect to poverty, economic development, and environ-

ment. -

“D) Such audits should be made public as appropriate
with due respect to confidentiality. .

*(3) ENSURING POLICY OPTIONS THAT INCREASE THE PRODUC- .
TIVE PARTICIPATION OF THE POOR—The Fund should establish
procedures: that ensure the focus c¢° ! ture economic reform
programs approved by the Fund on } )licy options that increase
the productive participation of the poor in the economy.

“(4) PUBLIC ACCESS TO INFORMATION.—(A) The Fund should
establish procedures for public access to information.

“B) Such procedures shall seek to ensure access of the
public to information while paying due regard to appropriate
confidentiality.

“C) Policy Framework Papers and the supporting docu-
ments prepared by the Fund’s mission to a country are exam-
ples of documents that should be made public at an appropriate
time and in appropriate ways.

“(b) PROGRESS REPORT.—Each annual report of the National
Advisory Council on International Monetary and Financial Policies
shall describe the following:

“(1) The actions that the United States Executive Director
and other officials have taken to convince the Fund to adcpt
the pro set forth in subsection (a) thmu%}:l:onnal ini-
tiatives before the Board and management of the d, through
bilateral discussions with other member nations, and through
any further quota increase negotiations.

“(2) The status of the progress being made by the Fund
in implementing the pro 8 set forth in subsection (a).

“(c) STUDY.—~The Secretary of the Treasury shall instruct the
United States Executive Director to the Fund to urge the Fund—

“(1) to explore ways to increase the involvement and partici-
pation of important ministries, national development experts,
environmental experts, free-market experts, and other legiti-
mate experts and representatives from the loan-recipient coun-
try in the development of Fund pro ; an

“2) to report on the status of Fund efforts in this regard.”.

SEC. 1003. REDUCTION OF MILITARY SPENDIN } AND PROMOTION OF
LONG-TERM SUSTAINABLE ECONOMIC GROWTH BY
DEVELOPING NATIONB.

The Bretton Woods Agreements Act (22 U.S.C. 286 and fol-
. lowing) is amended by adding after the sections added by sections
1001 and 1002 of this Act the following:

*“SEC. 60. MEASURES TO REDUCE MILITARY SPENDING BY DEVELOP- 22 USC 286mm.
ING NATIONS.

“(a) DEVELOPMENT BY THE FUND OF MEANS TO MEASURE MILI-
TARY SPENDING.—

“(1) POSITION OF THE UNITED STATES.—The United States
Executive Director of the Fund shall use the voice and vote
of the United States to ur%: the Fund, in consultation with
the Bank, to continue to develop an economic methodology
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22 USC 5812
note.

to measure the level of military spending by each developing

country.

“t(% PROGRESS REPORT TO THE CONGRESS.—No later than

1 year after the date of the enactment of this section, the

Secretary of the 'I‘reaama' shall submit to the Committee on

Banking, Finance and Urban Affairs_of the House of Rep-

resentatives and the Committee on Banking, Housing, and

Urban Affairs and the Committee on Foreign Relations of the

Senate a report on the status of the development by the Fund

of a workable economic methodology to measure military spen '

ing by developing countries.

“b) AL REPORTS BY FUND ON LEVELS OF MILITARY SPEND-
ING.—The United States Executive Director of the Fund shall use
the voice and vote of the United States to urtge the Fund, beginnin
with 1994, to provide the Executive Board of the Fund with annu
reports stating the estimate by the Fund of the level of military
spending by each developing ccuntry in the immediately precedin
calendar year (or, with respect to developing countries whose fisca
years are not calendar years, in the most recently completed fiscal
year of the developin‘f country), not later than the date of the
annual fall Interim and Development Committee meetings.

“(c) ANALYSIS AND ASSEGSMENT OF MILITARY SPENDING To BE
INCLUDED IN ARTICLE IV CONSULTATIONS BY THE FUND.—The
United States Executive Director of the Fund shail use the voice
and vote of the United States to urge the Fund, beginning no
later than the date of the first report provided as described in
subsection (b), to include in every article IV consuliation with
a developing country an analysis of the level of military spending
by the developing country in the immediately preceding calendar
year (or, with respect to developing countries whose fiscal years
are not calendar years, in the most recently completed fiscal year
of the developing country).”.

SEC. 1004. SUPPORT FOR MACROECONOMIC STABILIZATION IN THE
INDEPENDENT STATES OF THE FORMER SOVIET UNION.

(a) IN GENERAL—In order to promote macroeconomic sta-
bilization and the integration of the independent states of the
former Soviet Union into the international financial tem,
enhance the opportunities for trade, impiove the climate for forei
investment, and strengthen the process of transformation of the
former socialist economies into free enterprise systems and thereby
progressivelg enhance the well-being of the citizens of these states,
the United States should in appropriate circumstances take a lead-
ing role in orEanizing and su %ortmg multilateral efforts at macro-
economic stabilization and debt rescheduling, conditiocned on the
appropriate development and implementation of comprehenasive eco-
nomic reform programs.

(b) CURRENCY STABILIZATION.—In furtherance of the purposes
and consistent with the conditions described in subsection (a), the
Congress expresses its (a)ggport for United States participation, in
sums of up to $3,000,000,000, in a currency stabilization fund
or funds for the independent states of the former Soviet Union.

{(c) STUDY OF THE NEED FOR AND FEASIBILITY OF A CURRENCY
STABILIZATION FUND FOR UKRAINE.—The Secretary of the Treasury
shall instruct the United States Executive Director of the Inter-
national Monetary Fund to use the voice and vote of the United
States to urge the Fund to conduct a study of the need for and
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feasibility of a currency stabilization fund for Ukraine, and, if
it is found that such a fund is needed and is feasible, which
considers and makes recommendations with respect to the economic
and policy conditions required for the success of such a fund.

SEC. 1008. ROLE OF THE INTERNATIONAL FINANCE CORPORATION IN
SUPPORTING ECONOMIC RESTRUCTURING IN THE
INDEPENDENT STATES OF THE FORMER SOVIET UNION.

The International Finance Corporation Act (22 U.S.C. 282~
282k) is amended by adding at the end the following:

“SEC. 15. AUTHORITY TO VOTE FOR CAPITAL INCREASES NECESSARY
TO SUPPORT ECONOMIC RESTRUCTURING IN THE
INDEPENDENT STATES OF THE FORMER SNVIET UNION.

“The United States Governor of the Corporat >r may vote in
favor of any increase in the capital stock of the Corporation that
may be needed to accommodate the requirements of the independent
states of the former Soviet Union (as defined in eection 3 of the
Freedom for Russia and Emerging Eurasian Democracies and Open
Markets Support Act of 1992).”.

SEC. 1006. AUTHORITY TO AGREE TO AMENDMENTS TO THE ARTICLES
OF AGREEMENT OF THE INTERNATIONAL FINANCE COR-
PORATION.

The International Finance Corporation Act (22 U.S.C. 282-
282k} is amended by adding after the section added by section
1005 of this Act the following:

“SEC. 16. AUTHORITY TO AGREE TO AMENDMENTS T0 THE ARTICLES

OF AGREEMENT.
“The United States Governor of the Corporation is authorized
to agree to amendments to the Articles of ment of the Cor-
poration that would—

“(1) amend Article II, Section 2(cXii), to increase the vote
by which the Board of Governors of the Corporation may
increase the capital stock of the Corporation from a three-
fourths majority to a four-fifths majority; and

“(2) amend Article VII(a) to increase the vote by which
the Board of Governors of the Corporation may amend the
Articles of Agreement of the Corporation from a four-fifths
majority to an eighty-five percent majority.”.

SEC. 1007. REPORT ON DEBT OF THE FORMER SOVIET UNION HELD
BY COMMERCIAL FINANCIAL INSTITUTIONS,

The Secretary of the 'l‘reasu%:ai.nghinformnt n available
from the International Monetary Fund, the Intern. .ional Bank
for Reconstruction and Development, and other appropriate inter-
national financial institutions, shell report to the Congress, not
later than one year after the date of enactment of this Act, on
the debt incurred by the former Soviet Union that is held by
commercial financial institutions outside the independent states
of the former Soviet Union that are obligated on such debt.

SEC. 1008. HUMAN RIGHTS.

(a) ADVANCEMENT OF HUMAN RiGHTS THROUGH THE IMF AND
EBRD.—Section 701(a) of the International Financial Institutions
Act (22 U.S.C. 262d(a)) is amended by striking “and the African
Development Bank,” and inserting “the African Development Bank,

-

22 USC 282m.

22 USC 282n.

22 USC 5812
note.
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Reports.

the European Bank for Reconstruction and Develcpment, and the
International Monetary Fund,”.

(b) ACCOUNTING FOR AMERICANS MISSING IN ACTION CONSID-
ERED IN ASSESSING HUMAN RIGHTS IN THE INDEPENDENT STATES.—
Section 701(bX4) of such Act (22 U.S.C. 262d(b)X4)) is amended
by inserting “Russia and the other independent states of the former
Soviet Union (as defined in section 3 of the Freedom for Russia
and Emerging Eurasian Democracies and Open Markets Support
Act of 1992),” after “Laos,”.

SEC. 1009, MULTILATERAL INVESTMENT GUARANTEES FOR THE
INDEPENDENT STATES OF THE FORMER SOVIET UNION.
Not later than 60 days after the date of enactment of this

£ :t. the United States Director of the Multilateral Investment
Cuarantee Agency shall transmit to the Congress a report

analyzing—
%1) the investments in the independent states of the former
Soviet Union which have been guaranteed by the Agency; and
(2) the demand for investment guarantees of the type pro-
vided by the Agency for investments in the independent states.

Approved October 24, 1992.

LEGISLATIVE HISTORY—S. 2532 (H.R. 4547):

HOUSE REPORTS: No. 102-569, Pts. 1 and 2 (both from Comm. on Foreign Affairs),
both accompanying H.R. 4547, Pt. 3 (Comm. on Armed Services),
and Pt. 4 (Comm. on Agriculture); and No. 102-964 (Comm. of
Conference),
SENATE REPORTS: No. 102-292 (Comm. on Foreign Relations). N
CONGRESSIONAL RECORD, Vol. 188 (1992): - e
June 29, July 1, 2, considered and passed Senate.
Atlsg. 6, H.R. 4547 considered and passed House; S. 2532, amended, passed i1
ieu.
Oct. 1, Senate agreed to conference report.
Oct. 3, House to conference report.
WEEKLY COMPILATION OF PRESIDE; DOCUMENTS, Vol. 28 (1992):
Oct. 24, Presidential staternent.
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THE DEVELOPMENT GROUP FOR ALTERNATIVE POLICIES, INC.

The Development GAP
1400 | Street, N.W. » Sutte 520 ¢ Washington, DC 20005
Telephone: (202) 898-1566

STATEMENT OF DOUGLAS HELLINGER, MANAGING DIRECTOR
THE DEVELOPMENT GROUP FOR ALTERNATIVE POLICIES
(THE DEVELOPMENT GAP)

TO THE SENATE COMMITTEE ON FINANCE
ON THE NOMINATION OF LAWRENCE SUMMERS

18 MARCH 1993

Thank you, Mr. Chairman, for the opportunity to address the Committee on the
matter of the nomination of Mr. Lawrence Summers to be Undersecretary of the
Treasury for International Affairs.

My colleagues and I at The Development AP worked extensively as consultants
in the World Bank during the 1970s, demonstrating in the field how to support
sustainable, equitable and more self-reliant development at local levels. Over the past

decade, however, we have joined colleagues around the world in fighting policies of- -

indiscriminate economic liberalization pushed by the Bank and IMF because of the
highly negative impact these have had on the people and the environments of the South.

Mr. Sumumers’ record at the Bank as its Chief Economist must be examined in
connection with the promotion of these policies. The attention paid to his suggestion in
his now infamous memo that toxic waste be dumped in developing countries has
overshadowed the deeper significance of his work at the Bank. Consistent with the
memo’s arguments in favor of toxic dumping, Mr. Summers and his fellow Bank
economists have advocated, in the form of structural adjustment programs in some 75
countries, unregulated economic activity regardless of its devastating social and
environmental impact and the economic and political polarization it has wrought. While
Mr. Summers has disavowed his comments proposing toxic-waste dumping in the Third
World, he has yet to renounce the trickle-down economic policies of the Bank that have
even more dire consequences.

/—'\_-

In his memo, Mr. Summers recognized that the arguments against dumping
pollution on the people of developing countries -- “intrinsic rights to certain goods,
moral reasons, social concerns, lack of adequate markets, etc.” -- could be used against
every World Bank proposal for liberalization.” Yet he continted to dump-adjustment
programs and their tragic social and environmental fali-out on the people of the South.

Reaction of Third World Citizen Groups

Not surprisingly, the nomination of Mr. Summers has incensed citizen groups
across the Third World because of his record at the Bank. Many question his
qualifications to hold a post in which he would have direct policy responsibility for the
international financial institutions.

These organizations have reacted as much to Mr. Summers’ consistent promotion
of socially and environmentally destructive structural adjustment programs across the
Third World as to his infamous statement on toxic-waste dumping. To them, the two
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are linked because they both demonstrate an insensitivity to the interests and
perspectives of the people of the South. They question, as we do, Mr. Summers’ ability
to put aside his personal views and carry out a full and objective evaluation of the
economic-reform programs of the World Bank and the International Moretary Fund.

But beyond matters of policy, there is the equally troubling problem of the public
perception of the Clinton Administration both here and abroad. While we have
communicated to our many partner organizations working at grassroots and policy
levels around the world our positive perception of the Clinton team as respectful of
common people and their concerns, we have heard from them a consistent refrain over
the past few months: that they and their constituencies are insulted by the inclusion of
Mr. Summers in the Clinton Administration and see it as a sign that the indifference to
Third World concerns of the past twelve years will continue. These groups understand,
as do we, that Mr. Summers’ memo is indicative of deep-seated attitudes that have been
reflected repeatedly during his tenure at the Bank and that would undoubtedly affect
policymaking in the Administration.

The international outrage over Mr. Summers’ appointment is captured in the
following statements by citizen leaders representing some of the principal non-
governmental organizations (NGOs) in Africa, Asia, Latin America and the Caribbean.
As representatives of these organizations are not able to testify before your Committee,
we appreciate the opportunity to present the views of these leaders. Their constituencies
are voiceless in the confirmation process, despite the fact that they will be affected
significantly by the actions of whomever assumes the responsibilities of Treasury
Undersecretary. These groups call upon the US. Senate to reject the Summers
nomination and to conduct a thorough re-examination of the structural adjustment
programs imposed by the Bank and IMF. We believe that the Committee needs to hear
and reflect upon these views before it proceeds with a vote on Mr. Summers’
confirmation.

Views from Africa, Asia, the Caribbean and Latin America

Church leaders in Africa have been particularly vocal on Mr. Summers’
nomination. According to the All Africa Conference of Churches, “[M]ost people in the
Third World saw the election of Bill Clinton as a sign of hope....[The] nomination of
Lawrence Summers has, however, come to them as a shock and har i~*=~dnrad rather
too soon, an element of disillusionment..." The prestigious National Council of Churches

““of Kenya also "strongly opposes” the appointment of Mr. Summers to the Treasury post.

The organization’s General Secretary, Rev. Samuel Kobia, states that “The structural
adjustment policies (SAPs) which Larry Summers has helped to formulate affects mostly
the poor, women and children in the Third World. The SAPs are not a panacea to the
socio-economic problems in the South but only add distress and more burden. The one
cure that the Clinton Administration can give to the Third World is to revoke the
appointment of Larry Summers." Likewise, the Evangelical Lutheran Church in
Tanzania, the Church Province of Tanzania, the Moravian Church of Tanzania and the
Christian Council of Tanzania "...urge the U.S. Senate not to confirm this nomination
because it will diminish the hope we have for Clinton’s government. The nomination
of Summers is not consistent with U.S. policies that are geared to eradicate misery in the
Third World."

Church leaders in the Caribbean have been equally troubled by Mr. Summers’
appointment. According to E.R. St. John Cumberbatch, General Secretary of the
Caribbean Conference of Churches, “The peoples of the developing world eagerly
anticipated a change after twelve years of Reagan/Bush policies, which in many cases
have proved irlimical to the so-called Third World... The nomination of Mr. Larry
Summers...has caused consternation, since Mr. Summers’ record is such as marks him
as very unfriendly to developing countries.” The Caribbean Policy Development Center,
which services NGOs throughout the Caribbean, states that “The Caribbean, and the
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South as a whole, has already suffered enormously from insensitive and ill-advised
policies emanating frcm the IMF, the World Bank, and associated agencies. During his
tenure at the Bank, Lzrry Summers consistently blocked initiatives to make the Bank
more sensitive to environmental and social issues in its policies and programs.” Peggy
Antrobus, who coordinates the Women and Development Institute at the University of
the West Indies in Barbados, writes that the Summers appointment will "...raise very
serious doubts in the minds of informed citizens from the South about the new
Administration’s sensitivity to issues of equity, human rights and environmental
sustainability."

Leonor Briones, President of the Freedom from Debt Coalition, a grouping of over
250 labor, community, environmental and business groups in the Philippines states: “To
us, Summers sums up the World Bank -- cold, calculating, inhuman -- high officials who
claim to represent freedom and democracy yet see Third World people as third rate...
We want the American government officials to hear our say on this. In a world gearing
for less aggression and more cooperation between nations, Summers is an anachronism
that deserves to be buried in the toxic wastebasket of history.”

The opposition to Mr. Summers’ nomination has been partic ularly vigorous in
Latin America. The president of the Instituto Latinoamericano de Servicios Legales
Alternatives (ILSA), which represents more than 3,000 groups providing legal services
to low-income people in Latin America, claims that Summers’ work at the World Bank
“..showed contempt for such key universal issues as environmental! protection,
transparency and international accountability. His standings on structural adjustment
programs proved he has no commitment to the gradual changes that may protect the
standard of living of Latin Americans.” In Chile, the President of the Instituto de
Ecologfa Politica asks the Senate to reject the Summers nomination, "...which would be
a sign that would indicate that the era of Reagan and Bush is finished, [and] that there
exists a better understanding of the needs of the people in the South.”

Humberto Campodonico of the Centro de Estudios y Promocion del Desarrollo
(DESCO) in Peru points out the "..contradictory economic policies of the Clinton
Administration. On the one hand (at least in theory) it attacks the old Reaganomics
fcrmula that the reduction of taxes for the rich and the ‘free market’ will allorate
resources in the best way. Thus, it favors state ‘industrial policies’ so that U.S5.
enterprises can compete against foreign companies and improve their productivity.
Also, the Clinton discourse advocates public spendiag (o reconstruct the infrastructure
and promote employment. But, for Third World countries, the nomination of Lawrence
Summers gives exactly the opposite formula. They keep the old recipe of
‘Reaganomics’... Why the double standard? We see this as unacceptable and we protest
vigorously. For that reason we oppose Mr. Summers’ nomination..."

Arturo Gallese, Executive Secretary of The Coordinadora Regional de
Investigaciones Econdmicas y Sociales (CRIES), the largest economic- and social-policy
research network in the Central American and Caribbean region, writes that "The
inflexible structural adjustment programs promoted by {the World Bank and IMF] have
proven ruinous to our region over the past twelve years of highly politicized Republican
administrations. The fact that Mr. Summers has been an outspoken advocate of these
policies, and is the author of unacceptable opinions concerning the world environment,
leaves us with the impression that § . possibility for a constructive shift in U.S.
development policy may be in danger.’

Carlos Heredia, Director of Projects for Equipo PUEBLO, a Mexican NGO which
works with popular organizations in the formulation of public policy, states that the
Summers appointment is “..inconsistent with the pledges of Mr. Clinton during his
electoral campaign to nominate for his work team persons whose record has been
distirguished by defense of the environment and the promotion of sustainable
development. We are concerned that the U.S. Administration designate for such an

v
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important position a person who has advocated structural adjus tmeat policies during Fis
employment at the World Bank. Far from promoting the satisfaction of the basic needs
of the majority of the population and effectively combatting poverty, these policies have
resulted in an irrational use of natural resources and a sharp concentration of weatth and
income in our country."

Mr. Chairman, I would like tc submit for the record the full text of statements on
the Summers nomination from some 19 groups in 16 different countries.

Conclusion

With the appointment of Mr. Summers, President Clinton has missed his firs*
opportunity to disavow the Third World economic policies of the Reagan and Bush
Administrations and to establish a respectful and forward-looking relationship with the
people of the South. Both the Administration and Mr. Summers himself have a long
way to go before those people, who have suffered so much over the past twelve years,
are convinced that the recent transfer of power in Washington truly signifies change.
The Clinton Administration needs to take seriously its commitment to support real
democracy in the Third World by opening up the economic policymaking process to the
ordinary women and men who have paid the price for the policies that Larry Summers
has come to symbolize.

The Senate also has its obligations. It must challenge Mr. Summers and all other
nominees with responsibility for our economic policy in the Third World to develop
policy positions based on more than economic theory and to ensure that these policies
serve more than narrow financial interests. The policies must take into account the lives
of real people overseas, as well as the broader interests of the American public. If the
Senate should choose to confirm Mr. Summers, it must then take seriously its oversight
function of reviewing his work and ensuring that local views are reflected in the policies
he promotes.

Thank you, Mr. Chairman.

INTERNATIONAL REACTION TO
THE NOMINATION OF LAWRENCE SUMMERS

-

AFRICA

The National Council of Churches of Kenya (NCCK) strongly opposes the appointment
of Mr. Lawrence Summers to the post of Undersecretary for International Affairs at the Un:tzd
States Treasury... The structural adjustment policies (SAPs) which Larry Summers has helped
to formulate affects mostly the poor, women and children in the Third World. The SAPs are
not a panacea to the socio-economic problems in the South but only add distress and more
burden. The one cure that the Clinton Administration can give to the Third World is by
revoking the appointment of Larry Summers.

Rev. Samuel Kobia, General Secretary, National Council of Ciurches of Kenya

Apart from the crooks and violators of human rights, most people in the Third World saw
the election of Bill Clinton as a sign of hope after decades of disenchantment with American
administrations which showed thern only cynicism....Quite favorable reports have announced
President Clinton's intention to make democratizadon tkroughout the world a major policy
«ssue....Much work is going to be done to educate, to urganise, and present the voice of

Sy, L
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various community groups, development organizations, and other citizens groups clearly
calling for democratic processes in the governance of their countries and their lives....Such
groups throughout the world considered his election as a triumph for their own vision as
well. [Thel nomination of Lawrence Summers has, however, come to them as a shock and
has introduced, rather too soon, an element of disillusionment.

In Clinton’s inaugural address he disdained Washington, D.C. because it is “a place of
intrigue and caleulation”. It is hard to imagine a mind more coldly calculating than that
which would advocate, on the basis of "impeccable logic”, that the less developed countries
accept dirty industries and the dumping of toxic waste in their territory. The people of the
Third World did not miss the insult in Mr. Summers’ 12 December 1991 memo. No, they will
be justified to feel under direct threat if Mr. Summers is appointed Undersecretary for
International Affairs at the U.S. Treasury.

Mosi Kisare, All Africa Conference of Churches

The nomination of Lawrence Summers will certainly work to the detriment of people as
they continue to suffer under the structural adjustment programmes designed by the World
Bank in which Summers served as Chief Economist. The receipt of Summers nomination is
thus bad news to us. We urge the U.S. Senate not to confirm this nomination because it will
diminish the hope we have for Clinton's government. The nomination of Summers is not
consistent with U.S, policies that are geared to eradicate misery in the Third World. We are
in support of all other NGOs that are opposed to Summers nomination and hope that the
Senate will revoke such a nomination in favor of a progress.ve person.

The Evangelical Lutheran Church in Tanzania, The Church Province of Tanzania
The Moravian Church of Tanzania, The Christian Council of Tanzania

We have sincerely, and deeply in our heart, welcomed Bill Clinton as the 42nd president
of the US.A. The day of his inauguration was a' day of hope. We are sure that the
forthcoming years will witness a real interaction with people in the South. But how can this
be possible with the nomination of Larry Sumnmers? Summers has insulted all the South by
promoting dumping toxic waste on the people of the South. And we cannot forget it.

Thiemo Kane, Federation des Associations du Fouts pour le Developpement, Senegal

ASIA

Lawrence Summers stings the Filipinc memory... How can we forget this World Bank
Chief Economist who boldly stated that de:th is no big deal to us Third Worlders because we
have high infant death rates anywav? To us, Summers sums up the World Bank — cold,
calculating, inhuman — high officials who claim to represe.t freedom and democracy yet see
Third World people as third rate, less developed, thus deserving of dirt.

It is with much surprise and pain that we learn Mr. Summers is going to figure more in
Third World affairs....We do not understand why Clinton, a man who is presumably for equal
rights and the environment, is considering a racist responsible for policies that scorched the
earth. Surely the American concept of justice and a clean environment is not to dump all the
toxic waste in "less developed" countries such the Philippines?

The Filipinos absolutely oppose such a man as Summers to influence American policy
over the "Third World". We want the American government officials to hear our say on thus.
In a world gearing for less aggression and more cooperation between nations, Summers is an
anachronism that deserves to be buried in the toxic wastebasket of history.

Leonor Briones, President, Freedom from Debt Coalition, Philippines
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THE CARIBBEAN -

¢ The peoples of the developing world eagerly anticipated a change after twelve years of ~__
Reagan/Bush policies, which in many cases have proved inimical to the so-called Third

- World. When Mr. Clinton was elected President, a huge sigh of relief was expelled, as people

i began to look forward to improved relationships and a cessation of the economic and political

measures which have contributed to immense suffering.

-, The nomination of Mr. Larry Summers...has caused consternation, since Mr. Summers’
record is such as marks him as very unfriendly t» developing countries. His infamous memo
: about the dumping of toxic waste on uountries 2. the South and his vltra-conservative posture
as Chief Economist at the World Bank...cannot be ignored or forgotten. His behavior has been
most offensive to peoples of developing nations. We feel sure that President Clinton was
unaware of this gentleman’s history and that he will not disappoint the peoples of the South

by sustaining this ill-advised nomination.

E.R. St. John Cumberbatch, General Secretary, Caribbean Conference of Churches

The appointment of Larry Summers...is 2 blow by the Clinton Administration against the

most fundamental aspirations of Third World people. The Caribbean, and the South as a

whole, has already suffered enormously from insensitive and ili-advised policies emanating

- from the IMF, the World Bank, and associated agencies. During his tenure at the Bank, Larry

Summers consistently blocked initiatives to make the Bank more sensitive to environmental

and social issues in its policies and programs. How much more will we suffer if such a man

is now given more power by President Clinton to unleash his inhuman policies from a key
position within the U.S. Administration?

¥ Mr. Summers’ conternpt for the poor and the peoples of the South exhibits...tendencies

: which run counter to the image of tolerance, reccnciliation and democracy which the Clinton
Administration has tried to establish within the United States and abroad. We call on
President Clinton to revoke immediately the appointment of Larry Summers to the post of
Undersecretary for International Affairs at the United States Treasury, and to ensure that he
is not appointed to any other post...

Carnibbean Policy Development Center

1 object very strongly to Larry Summers’ appointment as Undersecretary for International
Affairs at the US. Treasury. The international community was shocked when Summers’
memo about dumping toxic waste on the people of the South was released. He is also known
for his aggressive promotion of structural adjustment programmes which leave little room for
debate on the impact of these programmes on human or natural environments. I think that
his appointment to this post by the Clinton Administration.will raise very serious doubts in
the minds of informed citizens from the South about the new Administration’s sensitivity to
issues of equity, human rights and environmental sustainability. I certainly hope that the
Administration will reconsider its position...

Peggy Antrobus, Women and Development Institute, University of the West Indies, Barbados

LATIN AMERICA

The entire network of the Instituto Latinoamericano de Servicios Legales Alternatives
(ILSA) — more than 3,000 groups providing legal services to low income people ~ is both
aware of and concerned about the intended appointment of Mr. Lawrence Sumraers. Mr.
Summers has demonstrated in the past little or no concern for the well-being of the vast
majority of our people. His memo about dumping toxic waste on the people of the South is
considered by ILSA as a violation...of human rights and a crime against our people. His work
at *he World Bank showed contempt for such key universal issues as environmental
prcrection, transparency and international accountability. His standings on structural
adjustment programs proved he has no commitment to the gradual changes that may protect
the standard of living of Latin Americans.
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We can only hope that oar views will serve the purpose of strengthening the domestic
and international campaign to prevent Mr. Summers’ appointment to the new Clinton
Administration. Were Mr. Summers’ appointment to be confirmed by the Senate we and
other international networks of NGOs would closely monitor his work and conduct
infermation and action campaigns whenever necessary.

Fermando Rojas, President, ILSA, Colombia

it is hard for us to believe that a Democratic Administration would appoint Lawrence
Summers to a post in the American Treasury. His ideas regarding development threaten the
chances for a better understanding between the U.S. Government and the people of the South.
We hope that this serious mistake will be reconsidered by President Clinton.

Maria Clara Couto Soares, Instituto Brasileiro de Andlises Sociis e Econdmicas (IBASE), Brazil

With ihe election of Bill Clinton to the Presidency of the U.S. the people of the South had
high expectations concerning a highly needed change in U.S. policies regarding Latin America
and all the developing countries. However, the appointment of Larry Summers is a serious
disappointment. As one of the World Bank’s economists responsible for blocking any
progressive reform in the areas of the environmental and social consequences of the Bank’s
projects it is hard to imagine any positive evolution of U.S. policies under Clinton. This is
why we would really appreciate...the U.S. Congress rejecting Larry Summers’ appointment,
which would be a sign that would indicate that the era of Reagan and Bush is finished, that
there exists a better understanding of the needs of the people in the South and that they also
are working on sustainable development in the whole world.

Manuel Baquedano, President, Instituto de Ecologia Politica, Chile

We have learned with great concern that Lawrence Summers, former Chief Economist at
the World Bank, has been named by the Clinton Administratior. to the post of Undersecretary
for International Affairs at the US Treasury. Mr. Summers is widely known in Latin America
and the Third World for promoiing structura! . djustment poliries that have ageravated the
living conditions of the poor in the city and in the countryside. Also, Mr. Summers wrote
unacceptable declarations last year about the dumping of toxic waste in the Third World
because of a supposedly favorable cost-benefit advantage for these nations.

In the specific case of Peru, the World Bank has supported since March 1991 the most
profound structural adjustment program in Latin America. Under this program, subsidies for
the poor have been removed; labor laws have been modified, causing prejudice to the
workers; tariffs protecting industries have been removed, favoring the entry of foreign
merchandise thus ruining local industries and fostering unemployment; state enterprises have
been sold at disadvantaged prices for the state. All these measures.. have caused recession
and aggravated unemployment and living cond’tions. Mr. Summers has been responsible for
these policies in his position as Chief Economist at the World Bank.

We would like to point out the contradictory economic policies of the Clinton
Administration. On the one hand (at least in theory) it attacks the old Reaganomics formula
that the reduction of taxes for the rich and the "free market" will allocate resources in the best
way. Thus, it favors state "industrial policies” so that U.S. enterprises can compete against
foreign companies and improve their productivity. Also, the Clinton discourse advocates
public spending to reconstruct the infrastructure and promote employment. But, for Third
World countries, the nomination of Lawrence Summers gives exactly the opposite formula.
They keep the old recipe of "Reaganomics".... What does this mean? That what is good for
the USA is not good for Third World countries? Why the double standard? We see this as
unacceptable and we protest vigorously. For that reason we oppose Mr. Summers’
nomination...
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Humberto Campodonico, Centro de Estudios y Promocion del Desarrollo (DESCO), Peru

We want to express our disagreement over the appointment of Lawrence Summers....Since
the Rio ‘92 Conference, Costa Rica has witnessed new initiatives of international cooperation
that are seeking to promote sustainable development and fight poverty and environmental
degradation in the Third World. We strongly believe that in this pursuit the U.S.
Government's position is essential...It must build with our countries respectful and
cooperative relationships in which the preservation and educated maragement of our natural
resources will be a central factor.

[Slome European governments are beginning to support in Costa Rica...the participation
of diverse popular groups in the formulation of environmental policies. The present U.S.
government has to play a more responsible role..on a topic as crucial as cooperation on
sustainable development in our countries.

José Cazango, Centro de Capacitacién para el Desarrollo, Costa Rica

The Coordinadora Regional de Investigaciénes Econdmicas y Sociales (CRIES) fecls
compelled to register deep concern over the nomination of Mr. Lawrence Summers....As the
largest economic and social policy research network in the Central American and Caribbean
region, CRIES recognizes the importance of this post in formulating U.S. policy towards the .
World Bank and the IMF. The inflexible structural adjustment programs promoted by these
organizations have proven ruinous to our region over the past twelve years of highly
politicized Republican administrations. The fact that Mr. Summers has been an outspoken
advocate of these policies, and is the author of unacceptable opinions concerning the world
environunent, leaves us with the impression that the possibility for a constructive shift in U.S.
development policy may be in danger.

Our region desperately needs a break from its recent past of war and declining living
standards. Yet in Nicaragua, after years of war, economic policies designed by the World
Bank, the IMF and USAID have further impoverished the nation. In fact, in 1993 the
Niceraguan GNP per capita is expected to fall below that of Haiti. Just as’President Clinton
hz; sejected ‘trickle down’ formulas for resolving the fundamental economic ills within the
United States, many within the region’s governmental, private secter and non-profit
communities now realize that these inequitable formulas are even less capable of resclving
the dramatic problems these nations face.

If our regicn is to avoid present.  many of the dilemmas to U.S. policy now evoked by
the Haitian exodus of political and economic refugees, the new admini.tration must accept
the challenge to accompany its Southern neighbors in 2 realistic process of development of
human, productive and environmental resources. We hope that President Clinton will
reconsider the appointment of Mr. Summers and help construct a spirit of creativity and
cooperation needed to meet the challenges of the 21st century in our hemisphere.

Arturo Gallese, Executive Secretary, CRIES, Nicaragua

The appointment of Larry Summers frustrates the desires and hopes of a people that
thought that, with the arrival of President Clinton to power, changes would be produced in
U.S. policy towards our country, changes that would signify halting in great measure the
effecis of structural adjustment programs which have committes an outrage against the people
of our country. Summers is an ideologue and a major oftender on this issue, and his
appointment will negatively impact the efforts of environmental groups that oppose making
countries like ours toxic waste dumps for the United States.



52
Narda Meléndez, Asociacién Andar, Honduras

The appointment of Mr. Larry Summers is inconsister:t with the pledges of Mr. Clinton
during his electoral campaign to nominate for his work team persons whose record has been
distinguished by defense of the environment and the promotion of sustainable development.
We are concerned that the U.S. Administration designate for such an important position a
person 1/ho has advocated structural adjustment policies during tus employment at the World
Bank. Far from promoting the satisfaction of the basic needs of the majority of the population
and effectively combatting poverty, these policies have resulted in an irrational use of natural
resources and a sharp concentration of wealth and income in our country.

Carlos Heredia, Equipo PUEBLO, Mexico

BTATEMENT OF FRIENDS OF THE EARTH BEFORE THE

e BOUBE ArriCTRUATIONS SUBCOMMITTEE ON POREIGN OPERATIONS

CONCERNING APPROPRIATIONS FOR THE WORLD BANK, IMF, ABIAN
DEVELOPMENT BANK, INTER-AMERICAN DEVELOPNKENT BANK, EXPORT-

IMPORT BANK, UNEP AND OTHER UN AGENCIES, BERD, AND AID

March 1, 1993

1. Introduction

Friends of the Earth is pleased to have the opportunity to
testify today about a group of internaticnal institutions that
ought to be playing important roles in protecting the environment
and promoting sustainable development. Unfortunately, in spite of
excellent advice and recommendations from Congress in recent years,
there has bheen little progress on the part of the World Bank,
International Monetary Fund and a number of the other institutions
thac we will describe. For fiscal year 1994 we would like to see a
fundamental shift in the U.S. foreign aid program.

We call on Congress to be even more demanding on thcse
institutions that are continuing to harm the environment and the
very people they are supposed to be helping. In some cases, this
will mean cutting the U.S. share of the funds they have requested.
In others, it means being more explicit in instructing U.S.
representatives how to promote the reform agendas outlined in
previous laws.

II. Overview of Failure at the World Bank

The World Bank is widely viewed as an institution that has
demonstrated its inability to promote environmentally sustainable
projects. Its withholding of most of the information geflerated in
project preparation, its failure to provide for local participation
on the part of its putative beneficiaries, and the poor quality of
its projects are causes for deep concern.

Two recent reports--by the Independent Morse Commission on the
~votesque <ituation existing around the Narmada Sardar Sarovar Dam
. tvject, and the Bank's Vice-President Willi Wapenhans--describe an

astitution whose overwhelming priority is to move money quickly,
~nazaver the price in systematic violation of its environmental,
«conomic and social policies. Mr. Chairman, we submit that
prfound chanvy-s are required to make environmental quality and
s -t ial equity the WB's top priorities, rather than lending targets.

-
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As a start, the U.S. should seek G-7 support for withholding
funding for IDA, the GEF and other World Bank affiliates until a
reform plan is in place and operating successfully. In this
context, we urge that Congress outline a new plan for changing the
nature and behavior of the Bank. The WB needs to change its
direction and procedures to make it possible to promote sustainable
development that is socially, environmentally and culturally sound.

The US should put forward an agenda for change at the WB that
includes the following points:

* full implementation and enforcement of existing Bank
policies on environmental assessment, forcible resettlement, and
all substantive policies, coupled with a concerted effort to make
project guality and poverty alleviation the highest priorities.
This should require appropriate benchmarks and measures of success:;

*# @nsure that affected people and knowledgeable NGOs are
involved in WB projects from the earliest planning to monitoring
after construction, and in structural adjustment plans proposed by
the Bank. An indispensable condition is that affected populations
have full access to information on Bank activities, as well as the
general public in member countries:

+ revise national income accounts to take into account loss
and degradation of biological and natural capital, and the impact
of pollution on human health and ecological systems. The Bank
(along with the International Monetary Fund) should be leading the
effort to develop new methodologies along these lines. This will
require creation of a new Working Group composed of experts from
other institutions and the private sector, which we hope Congress
will endorse this year:;

+ empower women, through a new commitment to investment in
resources for women, including access to capital, land, education
and health clinics. Women's participation is essential in the
design, development and implementation of programs, and women
should be much better represented at all levels of the Bank and
Fund hierarchies. A related objective should be to ensure (in
concert with other organizations and aid programs) that every woman
desiring family planning information, services, and products is
provided with them:;

* focus on basic societal infrastructure by investing mostly
in schools, health clinics, clean water, sewerage, justice systems,
libraries, mass transit, etc., to prepare people and societies with
the tools allowing them to live productive and decent lives;

+ update agricultural policies to integrate environmental
considerations into all agriculture sector lending;

* reorient the Bank's energy portfolio toward least-cost
investments in energy efficiency and renewable energy, and develop
and implement a program to fight global warming. Involvement with
some energy projects should be closed out, including Narmada, in
close consultation with the country and.people inveolved about
alternatives; and

* create an Independent App2als Commission, which would hear
and act on complaints of environmental and social abuses in
specific projects, and would have full access to BanV project

files.

We would note that the Development Committee has the mandate
to advise the Boards of Governors of the World Bank and the IMF on
all aspects of the transfer of resources to developing countries.
Its next regular meeting is in April, here in Washington. 1In the
past the Development Committee has not been a very effective forum
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for promoting U.S. proposals regarding reforms of the World Bank
and IMF. We urge that the Clinton Administration make it a high
priority to use the Development Committee in new ways, to lay the
foundation for change.

A. Energy lending

The World Bank approved funding for 28 energy sector projects
in Fiscal 1992. Appendix IV provides a breakdown of these 28
projects. Not a single loan had as its primary purpose the support
of end-use efficiency improvements among electricity consumers, and
only a handful of projects contain even small components targeting
efficiency increases. 1Instead, many of the projects funded large
scale energy generation, including five projects designed to
promote oil and gas development, seven projects to construct
thermal power plants, and five projects to construct hydropower
plants. While several loans were made for "Energy Efficiency
Projects," these funds will actually be used to rehabilitate or
expand countries' generating and distribution capacity and not to
increase efficient energy end-use in those countries.

The World Bank has spent the last six years struggling to
systemically incorporate enviror.nental concerns into its project
approval process, and, according to

H , "The important events of 1992 can be
thought of as marking the transition from the first phases [of this
process), one of efforts to integrate the goals of environment and
development, to a new phase in which particular attention will be
given to the implementation of these policies, so that actions will
more consistently correspond to agreed principles.” However,
Friends of the Earth's examination of the energy sector projects
funded by the World Bank suggests that there is no such transition.
In Fiscal 1992, as in previous years, the vast majority of money
disbursed by the Bank as energy sector loans supported the
construction of large fossil fuel power plants and dams. In
funding these projects, the Bank missed the opportunity to help
developing nations meet their power needs in the most cost-
effective and environmentally sound way possible: by funding
projects designed to improve energy efficiency.

Many of the loans are funding energy projects that are
environmental disasters. The Ertan Hydroelectric Project in China
will force 30,000 people out of their homes, while elsewhere in
China the Daguangba Hainan Project will displace another 21,400
people. Another World Bank loan will help Egypt fund the expansion
of the Kureimat Thermal Power Plant on prime riverfront land along
the Nile that is now home to five endangered species. The Malawi
V Project on the Shire River in Malawi will flood part of the
Majete Game Reserve that provides critical protected habitat to the
fifth largest elephant population in the country. The Third Power
Systex Development Project in Thailand includes a dam that will
submerge 60 square miles of diverse riparian habitat and will fcrce
1,500 people from their honmes.

Even the projects with less visible impacts will significantly
atfect the global environment. The new thermal plants funded by
the World Bank will add tons of greenhouse gases and chemicals that
create smog and acid rain to our atmosphere each year. They will
also generate solid wastes and effluents that can contaminate
drinking water in rivers and underground aquifers.

Improving energy efficieicy is now widely accepted as the
Cheapest way to meet increasing demand for electricity. Pacific
Gas and Electric, the largest priv..ce utility company in the U.sS.,
plans to meet 75 percent of the incrsased demand it will face in
the next decade by increasing its customers' energy efficiency.
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Many developing nations have the potential for energy efficiency
gains even greater than the U.S. because much of their technology
base is significantly outdated and inefficient. Efficiency
improvements not only provide the least cost means for developing
countries to meet their growing energy needs, they also strengthen
the industrial sector in the developing world by making its
industries more productive and competitive in global markets.

Improving energy efficiency is also the key method of meeting
expanding electricity demand that has a positive impact on the
environment. Improved efficiency allows an economy to produce more
goods that people need without requiring additional generating
capacity. This conserves limited nonrenewable energy resources for
the future and avoids impacts associated with thermal,
hydroelectric, and nuclear power generation. 1In short, increased
efficiency not only leads to a healthier economy, but a healthier
environment as well.

The social environmental impacts of the World Bank's 1992
energy portfolio include increased air pollution: destruction of
very important wildlife; massive dislocations of rural people:;
habita for endangered species; degradation and destruction of free
flowing rivers.

Since many developing nations already have crushing foreign
debt bhurdens it is critical that they meet their energy needs in
the least costly way possible. Increasing efficiency not only
provides this least cost solution, it also increases local
industrial competitiveness while protecting the overtaxed natural
resources of the developing world. Yet the World Bank's energy
sector loans for fiscal year 1992 go in precisely the opposite
direction: they continue to feature large scale, destructive energy
generation projects. This policy will hurt the economic and
environmental health of developing nations, both of which the World
Bank is pledged to help. The developing world, the contributing
nations, and the global environment cannot afford the costs from
the World Bank's shortsighted energy policy. It is far past time
for the Bank to dramatically increase its efforts to fund energy
efficiency improvements in the developing world as the primary
focus of its energy sector loans.

B. IFC and Structural Adjustment’

Friends of the Earth would like to call the Committee's
attenticn to two important trends in MDB lending: first, the
increase of Structural Adjustment 1lending and second, the
increasing importance of private sector lending. Both trends have
profound environmental consequences and allow the MDBs to evade
considering their operations' long-term impact.

As pressurc builds on the MDBs to lend ever more monhey,
Structural Adjustment loans are becoming more and more common. For
example, in Central and Eastern Europe, where lending has boomed in
the last 3 years, 30 percent of World Bank lendiny is for
Structural Adjustment loans. In the rest of the Bank's portfolio,
around 12 percent is for Structural Adjustment. Although these
loans may have tremendous long-term consequences, the World Bank
does not undertake environmental agsessments on the conditions that
it attaches to these lcans. A recent study by Robert Repetto at
the World Resources Institute analyzes the effects of structural
adjustment programs on the Philippines' environment and finds that
adjustment programs led to rapid liquidation of the country's
natural resources. This study, along with similar stories we are
hearing fyom around the world, show that the environmental
consequences of adjustment programs must not be ignored.
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At the same time that MDBs escape environmental scrutiny by
expanding structural adjustment lending, they are also escaping it
through their private sector 1lending. Industries are often
privatized as part of the conditionality of MDB and IMF adjustment
programs. These newly-privatized bodies then become candidates for
loans from the private sector arms of the MDBs such as the IFC and

the Merchant Banking division of the EBRD. This allows
environmental assessments to be evaded. For example, we believe
the Rio Bin rdar project in Chile (see below) would have had areat
difficulty passing the World Bank's regula:r environmental
assessment procedures. Now that the Chilean power sector has been
largely privatized it has become possible to channel funds to the
project through the IFC without the same environmental analysis or
citizen involvement that would have been required if the IBRD had
undertzken the project.

Consequently, while this Committee has over the years helped
propel the Banks to new procedures and environmental awareness, the

in lending seem to be moving more and more money outside the
channels where new procedures have been established.

In 1992 the IFC took the initial step to destrcy the "Grand
Canyon" of Chile, by providing money for the first dam on the Bio
Bio River. The IFC took this action despite widespread opposition
to the project in Chile, despite litigation pending against the
project in Chile, despite the existence of superior energy
alternatives, and despite the fact that the Bio Bio River is of
world heritage calibre and merits the highest 1level of
environmental protection. Furthermore, the IFC made a mockery of
environmental assessment when it indicated that it would review the
cumulative impact of dams on the river when it proceeds with
support for the second of six planned dams.

We are also concerned that the IFC has loaned money for the
construction of a dam in Belize which would destroy tropical
rainforests, again without thorough environmental assessment.

C. Wapenhans Report

The seriousness of the present situation is verified by Mr.
Willi Wapenhans, World Bank VP and head of the Portfolio Management
Task Force, in his confidential internal review of World Bank
projects. Specially appointed by World Bank president Lewis
Preston to review the Bank's supervisicn of its $140 billion in
outstanding loan disbursements, Mr. Wapenhans has written a damning
indictrent of the declining trend in quality of the Bank's
portfolio.

The problems that Probe International and Friends of the Earth
found with the Three Gornes feasibility study, and the problems the
Independent Review Team found with the Sardar Sarcvar dam project
in India, Mr. Wapenhans found were rife throughout the Bank's
portfolio. 1In this, he verifies the more generalized ccnclusions
of the Morse Comrission's Independent Review of Sardar Sarovar.
Every director and public official connected with the World Bank
should read the entire text of these two documents.

The Bank's pervasive preoccupation with new 1lending, Mr.
wapenhans discovered, has resulted in & "promotional -- rather than
objective -- approach to appraisal,” and the Bank's "reluctance to
take a firm stand with Borrowers is reflected ir the prolonged
survival of 'problem projects'." Borrowers' non-compliance with
legal covenants in loan contracts - especially financial ones - is,
as the Wapsenhans report describes it, gross and overwhelming.
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More than one-third of all World Bank projects are failing,
wWapenhans found, while he described the deterioration in the Bank's
portfolio performance as gradual, steady and pervasive. "It is
easy," Mr. Wapenhans warned, "to become alarmist about these
trends.” The study shows that the bigger the project, the more
likely it was to fail. Bear in mind that this analysis is only
based on the Bank's economic criteria. The record would be even
sorrier if environmental and social criteria were also honestly

evaluated.

D. Yacyreta Dam (Argentina)

This project illustrates the folly of throwing good money
after bad. Having provided $460 million to this construction
boondoggle in 1979 and 1988 in prior loans, the Bank approved
another installment of $300 million last fall (with conditions
which are discussed below).

There is serious concern that the dam will be filled to a
height of 83 meters above sea level which would cause an estimated
50,000 people to be evicted from their homes and businesses, as
substantial parts of the cities of Posadas (Argentina) and
Encarnacioin (Paraguay) are inundated. This reservoir would
destroy or permanently alter four biologically distinct ecosystens,
including one of the southernmost tropical rainforests in South
America. Unique wetland and grassland eccsystems, riverine
forests, and freshwater marshes would also be inundated.

The history of the Yacyreta Project is one of corruption,
mismanagement, and cost overruns with completion costs now
estimated at 4 to 6 times that of the original estimate. The
implementing agency Entidad Binacional Yacyreta has a huge debt
with arrears to contractors on. the order of $300 million.
Considering that several billion more would be needed for
satisfactory completion of the project, it is past time to say
enough is enough; yet the Bank proceeded with another loan.

The project as it proceeds violates four major World Bank
policies: on environment, large dams, involuntary resettlement, and
indigenous peoples. The same nistakes made at the Narmada Project
are being repeated at Yacyreta,

Despite these serious concerns, the World Bank aporoved the
loan for Yacyrata, hoping that some loan conditions would help
remedy the worst aspects. Such exhortation and promises have been
made on the Narmada Project and many other big Bank projects, but
when 78% of loan conditions zre not complied with (as the Wapenhans
Report Indicated), there is little prospect for a sound outcome.

E. IDA Replenishment

The U.S. Government's Negotiating Points for IDA 10 were not
bad, but given the record of IDX lending furing the past few years,
we don't think our representatives went far enough. The NGO
community put forward a detailed set of suggestions, which are
attached as Appendix 1 to this testimony.

As the December negotiating session began, Friends of the
Earth called for a moratorium on US funding. Evidence of 1IDA
practices and projects in the field has led us to conclude that IDA
is not worthy of financial support from U.S. taxpayers. The often
cited "progress" at the World Bank in recent years has amounted to
little more than exercises on paper. Harmful IDA projects continue
to be pushed through the pipeline.
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1. IDA-9 Negotiation

In the IDA-9 negotiations Deputies asked that IDA make poverty
reduction central to its focus. To that end, the staff have
produced volumes on the topic, namely the Poverty Policy Paper, the
Operational Directive on Poverty, and the Poverty Reduction
Handbook. In concert with the IMF, Policy Framework Papers have
also been churned out.

On the environment, IDA-9 Deputies asked for National
Environmental Action Plans for all active borrowers, and more
application of environmental assessments. IDA points to these
plans, the revised Environrental Assessment Operational Directive,
its new Forestry Policy, and the 1992 World Development Report on
the environment, as proof of its progress on the environment.

But writing tomes and making promises - which anyone can do -
has done nothing to stop IDA projects currently underway from
hurting the poor and their environment. Even worse, they have doue
nothing to stop more harmful IDA projects from entering the
planning pipeline and getting approval.

2. The IDA Record

The most telling example of this flagrant gap between rhetoric
and reality is the Sardar Sarovar project in India. This project

will force over 240,000 people off their land, causing untold
economic, physical, social, cultural, and spiritual hardship. 1IDA
management has known about this human crisis for many years and yet
never suspended disbursements of the IDA credit. It is no defense
that the credit was originally approved in 1985, prior to IDA-9 and
its poverty focus. At the time of signing, IDA projects were
subject to numerous policies which, had they been rigorously
applied, would have made it virtually impossible for the project to
get the green light.

Given that the Sardar Sarovar Project was approved, IDA staff
had the duty to ensure that the Indian and state governments abided
by the minimal conditions in the loan contract. When they did not,
IDA had the duty to suspend disbursements. It did not.

Some IDA Governors may say that Sardar Sarovar Project is an
exception, but it is not. The Independent Review Team concluded
that "the problems besetting the Sardar Sarovar Projects are more
the rule than the exception to resettlement operations supported by
the Bank in India." The same could be said for numerocus other
countries. The following projects - all in the planning pipeline
funded by IDA-9 - illustrate the fact that IDA continues to
routinely fund harmful projects, giving lie to its rhetoric. Here
are some examples, which were compiled by Probe International
researchers in Canada, with whom FoE works closely:

1. As part of the Bangladesh Flood Action Plan (FAP), $115 m.
of IDA funding is earmarked for the "River Bank Protection"
project. The multi-billion dollar FAP will attempt to tame the
highly mobile and silt-laden Ganges, Brahmaputra, and Meghna Rivers
with the construction of thousand of kilometers of continuous
embankments along the lengths of the rivers to funnel water from
Nepal and India out to tne sea. If the FAP goes ahead, it will
displace five million people. According to Mohiuddin Ahmad, a
Bangladeshi environmentalist, "the displaced people are likely to
squat around urban centers joining the pool of slum-dwellers, as no
investments are likely to be made for their rehabilitation in the

near future."
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2. In China, IDA $37 m. is slated for the
, which will resettile about 21,400 people.

3. Also in China, $400 m. of Bank/IDA loans is in the works
for the Xjaolangdi dam on the Yellow River, which will require the
forcible resettlement of 190,000 peocple.

4. Tn India, two more loans worth US$475 m. are in the works
for the controversial Sardar Sarovar Projects: Sardar Sarovar
canals Il proisct, IDA $150 m./Bank $225 m., and the Narmada River
Basin Development project, IDA $100 m.

S. In Nepal, a $115 m. IDA l-~an is slated f»>r the Arun III
Dam. According to Dipak Gyawali, a Nepali engineer/ecnnomist, the
Arun III dam "has been propagandized as cheap but whose estimated
cost is reaching the one billion dollar mark...the assumptions that
have gone into NEA's ({Nepal Electricity Authority’ "least Cost
Generaticn Expansion Plan", which Jjustified Arua 1III, were
shamelessly concocted." And USAID has warned tnat the 200
kilometer access road, required to construct the dam, sould result
in "unregulated and illegal removal of marketable timber and other
forest products during and after construction...se’ere gully
erosion can occur."

6. In Malawi, the IDA $55 m. Power V loan will financz, among
other things, the Kapichira Dam. This dam will destrny the
fisheries on which thousands of people depend for their liveiihood
and their protein. It will also flood part of a game reserve. A
wholly inadequate environmental assessment was done (omitting, for
example, the need to control soil erosion and the subsequent
problem of sedimentation); and the families who will be forcibly
resettled by the dam have not been informed.

7. In Benin, the Adjarala Hydroelectric Dam, IDA $30 m. on the
Mono River will displace about 10,700 people.

8. In China, the World Bank's record to date on the Three
Gorges Dam on the Yangtze River is worth considering briefly.

o In 1986 the Canadian International Development Agency
financed a $14 million feasibility study for the Three Gorges dam,
and the World Bank supervised the study to ensure its soundness.
The purpose of the study was to "form a basis for securing funding
from international institutions." The Canadian engineers who
carried the study out recommended that the dam be built at a height
that would displace three-quarters of a million people, nearly the
entire population of Saskatchewan. The benefits of doing so
outweighed the costs, they claimed.

o When Probe International heard of the engineers' conclusion
they and other NGOs were stunned. But NGOs that wanted to look at
the calculations were rebuffed by the World Bank, which refused to
provide a copy of the Three Gorges feasibility study. Eventually
the bulk of the study was made public informally.

© Probe contacted nine colleagues from around “he world - an
engineer, an economist, a chemical limnologist, a..a so on - and
asked them to go through the feasibility study carefully, to look
at how CIDA, the engineers, and the Bank had valued the costs and
benefits for the millions of people that would be affscted. Their
findings were published in the book "Damming the Three Gorges: What
Dam-Builders n~~'t Want You To Know" -- which has been made
available to U.S. decision makers.
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o What these experts found was shocking. The 7easibility
study was inconsistent, systematically biased, anad incorplete. For
example, the Bank, CIDA, and the Canadian engineers laft 500,000
people to live in the active flood control area around the
perimeter of the reservoir, where they would be sibjected to
flooding: moving then would have increased the project's costs by
20%. As for the submerged spillway bays ~ 27 in all - the
engineers were confident they could design, construct, and operate
them, even though their discharge would be "“well beyond the proven

world experience."

© When it came to predicting the dam's flood benefits - its
main purpcse - the engineers used an analytically crude method
because the data wasn't available to 4o a proper hydrodynamic
analysis. Their seismic analysis was incomplete and unjustifiably
optimistic, and as far as we can tell (the ergineers managed to
delete certain sections of the feasibility study before releasing
it to Probe), they didn't even review the Chinese data on
sedimentation before declaring the Yangtze's massive silt load a
non-problen.

© The uxpected costs &nd benefits of this development schene,
it appears, werv based on unsubstantiated engineering and
compromised economics: costs were systematically underestimated
and benefits overestimated.

© The Three Gorges feasibility study - the first feasibility
study for a mega-development project ever released for public
scrutiny and independent peer review - was supposed to be,
according to CIDA and the World Bank, the best feasibility study
ever done, a state-of-the-art study to which all others would
strive. But if this was the best, no wonder so many World Bank
projects are failing to perform as plainned.

Tk

All of these projects are being instigated, planned and/or
implemented right now, making a mockery of the claim that the
conditions of the IDA-9 replenishment have made any difference to
the environment or the poor.

Even if IDA did scrupulously abide by all its guidelines -
every policy, framework paper, plan, report, operational directive,
and handbook it had ever produced - and that is a big if, IDA would
still be a dictatorial institution. It would still be essentially
unaccountable to the people whose lives are directly affected. The
people affected by IDA projects wouid still not have the final say
over those projects; all the ultimate decision-making power would
still reside in the Executive Directors, who do not have to live
with the consequences of their decisions, and in essence would
remain in the hands of the World Bank's staff, which hides many
important details of projects even from its Directors and

Governors.

No law of any land can, apparently, touch IDA or the World
Bank. People hurt by IDA projects cannot sue the institution, its
staff, or its Executive Directors. They cannot sue when IDA
policies and guidelines are flouted, nor when harmful projects are
approved, nor can they sue for damages suffered as the direct and
proximate result of World Bank misfeasance, non-feasance and
malfeasarce. IDA and the World Bank are elusive, unaccountable,
and secretive, changing the tune to suit the mood or the day: the
environment one year, the poor the next.

Legal immunities, the Articles of Agreement, the procedures
for amending those articles, the voting structure of the Board of
Executive Directors, the multilateral nature of the Bank and the
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demands of diplomacy that flow from that nature, and the coinciding
interests of member governments at the expense of their peoples,
all have helped make democratization of the World Bank an illusion.

world Bank guidelines indicate a deeply embedded notion that
experts know what "development” is better than the billions of
people in the Third world do. The guidelines ip the Bank's
"pirective on Involuntary Resettlement® are particularly insidious:
these guidelines are based on the fundamentally flawed premise that
it is right and proper for the Bank and its borrower governments to
violate the property rights of Third World citizens in the name of
progress and the national interest.

The livelihoods and environments destroyed because of this
authoritarian attitude are incalculable: just a sample of the World
Bank hydro dams for which we have numbers indicate over 1.5 mil}ion
people were forcibly displaced, most without proper compengation.
At least another half-pillion are slated to lose their land to
hydro dams and other projects now in the World Bank's pipeline.

The consequences of forced resettlements carnot be
underestimated. Eminent anthropologist Thayer Scudder calls forced
resettlement the worst thing you can do to a people, next to
xilling them. What should be unthinkable has become routine, and
the World Bank's "Directive on Involuntary Resettlement" has become
an instrument in a dreadful form of institutionalized abuse.——

The guidelines in the "Directive on Environmental Assessmept"
also reject the right of those hurt by a project to negotiate yxth
its proponents, and to ultimately decide whether a project
proceeds. Affected parties have no right to see project documents,
nor to examine and challenge the often compromised interests of the
proponents. ‘The Bank's "Directive on Disclosure of Information"
instructs World Bank staff to consider who is requesting the
information, their reason for seeking the information, and the
purpose to which it would be put, before releasing that
information.

3. The NGO Response to the IDA Record

During tlie past few years, grassroots groups in the Third
World have started getting the information out to their
counterparts in the North. Those counterparts have tended to be
not the traditional development NGOs, but environmental and
indigenous-rights groups. These activists didn't have a history
with the World Bank. They weren't in awe of the Bank and they
weren't impressed by what they saw. The Bank was treating Thirad
World people and their environments in ways that would never be
tolerated in the Northern countries, in ways that would land
Northern governments in court, or bring people out on the streets
in opposition. These activists, working together with southern
grassroots groups, started exposing the evidence and demanding
justice from the Bank.

For many years Friends of the Earth and its partners have been
working with citizens groups from around the world to stop
environmentally disastrous projects financed by the World Bank. For
ten years we have been accumulating more and more evidence of
environments destroyed and economies undermined by World Bank
loans.

This growing worldwide movement of groups has made a sincere
and concerted effort to reform the World Bank. Countless petitions
have been collected, endless meetings held, regular telephone calls
made, proposals for disclosure of information and environmental
reviews submitted, and demands made to shift the decision-making
power to the citizens who must pay for World Bank activities with
their environments and their economies. The U.S. Congress has been
an honest partner in this effort, on a bipartisan basis.

67-167 0 ~ 93 - 3
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Now, on reviewing the past decade, and especially in light of
the extraordinary events surrounding the Sardar Sarovar dam project
in India, we regretfully conclude that these global efforts have
failed. While soms changes have occurred at the World Bank as a
result of this unprecedented attention to its activities, we
believe these changas have been superficial. They have failed to
make the World BRank an instrument of good government and have
failed to stop harmful projects froxm being approved.

We have succeeded at only one thing. After years of
experience with the day-to-day operations and decision-making
procedures of the Bank, the public today is better informed about
World Bank operations than at any other time in its history. what
ve have learned suggests that the World Bank is not reformable.
Changes in response to the criticisms leveled against the Bank have
been toothless and, ultimately, largely irrelevant. Additional
environmental staff have been relatively powerless to change the
actual outputs of the institution.

The annual environmental report is nothing more than a
public-relations document, and one that embarrasses the Bank rather
than redeeming it. The first report claimed that the notorious
Polonoroeste project, which was responsible for massive destruction
of the Amazon rainforest, wasn't all bad because it helped to raise
public consciousness about the need to protect the Amazon.

The billion-dollar Global Environment Facility (GEF), now
housed at the World Bank, is a blatant attempt to buy environmental
respectability for the Bank while the Bank continues to allocate
its current $20 billion annual budget on environmentally and
socially destructive projects.

The Bank implies that its environmental problems are trivial.
It portrays them as something that MNorthern NGOs are irrationally
preoccupied with, as something that can be fixed by operational
directives, by a World Development Report, or by a "Green Fund".
In rfact, the Bank's environmental woes are just the tip of a very
big iceberg, and the environmental scrutiny to which the Bank has
been subjected over the past decade is forcing the truth to
8 rface.

Widespread and unvelenting evidence of environmental and
social harm caused by the Bank, growing evidence of financial
mismanagement, and the experience of the past few Yyears have
demonstrated to citizeas around the world that the World Bank does
not operate with the accountability that make public institutions
legitimate and that foster sustainable, constructive development.

But it is the Bank's response to the crisis in che Narmada
River valley which is so revealing and which must guide policy
makers now. Despite {:he overwhelming evidence that the Bank should
wvithdraw from Sardar Sarovar, and despite opposition from the
Canadian, American, Japanese, German, Australian, and Norwegian
executive directors, the World Bank's Board voted to accept the
staff's business-as-usual approach.

The message to us, as the taxpayers who keep the Bank going,
is clear: As the U.S. Executive Director to the Bank said, it sends
a signal that "no matt:er how egregious the situation, no matter how
flawed the project, no matter how many policies have been vioclated,
and no matter how clear the remedies prescribed, the Bank will go

forward on its own terms."
4. Present Position o! Friends of the Easth
For all these reasons Friends of the Earth calls upon the U.S.

Congress not to agree o fund IDA-10. To the extant that there are
elements of IDA's lending, such as its "Population, health and
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nutrition™ and "Education® projects - currently 19% of IDA's budget

~ are doing valuable things and are actually benefitting people
without harming them, those elements should be covered through
dirsct bilateral grants and other forms of concessional aid.

Although this statement does not include an evaluation of
projects in these categcrries - it is worthwhile noting that there
are anecdotes about universities being built with no provision for
professors’ salaries, and of 1libraries being built with no
provision for books. In other words, just bacause a project falls
into the "Population, health, and nutrition" and "Education®
categories does not necessarily mean it is a good project. The
fact that IDA does fund the occasional benign project provides no
justification for replenishing IDA as the institution is presently
set up and run.

It is not as if IDA is the only game in town for supporting
development. Development that is truly sustainable - that comes
from, and is for, the 1local community - can be financially
supported through a myriad of other mechaniswms. Local
cooperatives, credit banks for the poor, like the Grameen Bank,
small sums of foreign aid channeled throuch NGOs, user fees and
tolls, savings bonds, and shares, are just some of the ways that
communities around the world finance projects and programs that
better their livas in spite of IDA.

F. GEF

Restructuring of the GEF, a critical issue related to
North/South assistance that has been addressed in UNCED and other
fora, noeds to be completed at the end of 1993 when the GEF's
current pilot phase comes to an end. GEF governance reform is
needed to accommodate the Climate and Biodiversity Conventions and
to increase the GEF's legitimacy as the world's principal
mult.ilateral mechanism in control of green aid flows. To its
credit, the Bush Administration took the provisions of US law
seriously, which call for public access to information on GEF
projects and associated World Bank loans, public participation in
GEF projects throughout the project cycle and improved oversight of
the quality of GEF projects ~- benchmarks which must be met before
direct US contributions to ¢“he GEF core fund can be made. However,
the Bush Administration's lack of strategy and political will to
gain international support for these vital issues and its generai
lack of environmental credibility was counterproductive.

An independent and open evaluation of the GEF pilot phase is
nesded to learn from its successes and failures betore decisions on
expanding the scale and scope of the GEF are taken. While defending
a tough position on transparency, public participation and quality
control cf projects, the Clinton Administration should actively
pursue a strategy of consensus building with other governments.
This will require that the US be ready to contribute its fair share
to any global financial mechanisn as soon as these basic conditions
are met. The current lack of environmental leadership on a global
level offers the Clinton Adnministration a unique window of
opportunity.

The Congress and the Clinton Administration should make it
clear that independent of the many possible governance mechanisms,
there are two bottom 1line issues that are non-negotiable:
Transparency, access to information and public participation on the
one¢ hand, and project quality control on the other. Concrexe US
initiatives should include:

1) whatever voting mechanisms the GEF will establish, projects
should only be approved if there is a very high degree of consensus
among all parties represented (for example 80% of the vote). The US
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should call for an independent and public evaluation of the GEF
pilot phase, which would look at both the effectiveness of project
execution and monitoring as well as the process whereby projects
are chosen and funding decisions taken. The evaluation should also
examine the basic premises of the GEF and its impact on the main
body of World Bank lending, since Bank lending dwarfs by comparison
the GEF's lending portfolio. The US also should cail for NGO
observer status at all meetings of GEF participants; and

2) request that the option of making the GEF Secretariat
independent of the GEF implementing agencies be seriously explored
and taken into consideration.

Appendix II to this testimony contains the text of an Open
Letter to GEF Participants dated February 24, which provides more
details about our critique and our proposals.

III. Asian Development Bank

Tre record of the ADB is in many ways better than that of the
World Bank and the other regional banks. NGOs have an open
dialogue with senior officials, and on occasion have been able to
stop or modify a project based on direct meetings with officials.
Having said this, however, the Bank still has a long way to go.

Since last year's Annual Meeting in May, there have been two
official "consultations" between ADB staff and regional NGOs.
Frirnds of the Earth has actively participated in both. Although
these have not gone as smoothly as NGOs would have liked, the
consultations have afforded the chance to discuss a number of
problem projects, with NGOs from the country in question able to
come to Manila and make a presentation to Bank officials.

In addition to the case studies, the major issues that NGOs
have raised were as follows:

1. The Bank has (o treat NGOs as equal partners in the development
process and not as extension agents.” Governments and the Bank must
recognize NGOs as civil institutions as responsible as the
government for societal change. ADB should play an enabling role
in this process.

2. As partners, NGOs should work with the government in the
planning of ADB country programme and its priority sectors.

3. NGOs, the government and ADB should form a tripartite group that
meets regularly to formulate Bank policy on NGOs.

4. NGOs should be involved in project design and implementation.

The general sentiment of the participants is that nothing
concrete happened during the consultation. ADB's answer to
the issues raised by NGOs is the establishment of the Social
Dimensions Unit and they will study the recommendations made.

To its credit, however, ADB officials, including Mr. In Yong
chung, Vice President (Projects), are now stressing the importance
of an ongoing dialogue between ADB and the NGOs. He said that "the
role of NGOs is to motivate the people to participate. These are
the areas we can rely on you." He said that they tried to
accomodate the issues raised by NGOs since 1989 and interpret them
into action. He emphasized the importance of maintaining our geood
working relationship to achieve our common goals. We appreciate
this willingness to engage in a constructive dialogue.
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Appandix III to this testimony is the Open lLetter that NGOs
wrote to the President of the ADB, Kimimasu Taramizu, at last
year's Annual Meeting. We still have not received a response!

The fc¢llowing summaries of three loans were prepared by
colleacues in Manila who are following the ADB's activities. They
offer food for thought about the Bank's activities. The first is
an action alert about a loan that will be very destructive and is
actively opposed by the local communities. The second is a model
small grant that is based on community needs and input. The third
demonstrates a project that has both substartial benefits and some
problems, where the process of dialogue and consultation appears to
be working.

A. Masinloc Coal-Fired Thermal Power Plant

1. Background

A 600MW Coal-Fired Thermal Power Plant Project of the National
Power Corporation (NPC) in Masinloc, Zambales, is posing danger to
the livelihood of some 3,000 families in Barangay Bani and heavy
damage to the environment.

Considered as one of the most controversial energy projects of
the government, the project has been issued an Environmental
Compliance Certificate (ECC) by the Department of Environment and
Natural Resources (DENR) last December 18, 1992. The said ECC
contains 37 conditions including one that would require community
endorsement before construction takes place. Ironically, the ECC
was issued despite NAPOCOR's inability to gain social acceptance
for the project. Meanwhile, opposition from the local communities
heightens as the projected environmental and social cost is
considered toc high for the people to bear.

Dredging activities for the power plant are expected to cause
heavy damage to Oyon Bay, from which milkfish (bangus) fry are
harvested as the major source of income to the number of
fisherfolks in Bani. Oyon Bay is a productive estuarine system
possessing significantly high species diversity to include
endangered blue corals and colonies of aquarium fishes. The
damage is feared to extend further to a marine sanctuary in San
Salvador Island.

The major source of freshwater of the nearby communities is
likewise endangered. The projected freshwater intake of the
plant would dry up the Masinloc river, consequently damaging
their irrigation project which services 300 hectares of rice
lands. One hundred six hectares of land planted with century-old
mango trees, which is the primary source of livelihood of the
majority from the marginal areas, is programmed to be cleared.
This is no less
than equivalent to physical and ecconomical dislocation of the
farmers directly depending upon the land.

The experience of the local comxunities with the first coal
plant in the country, the Calaca I Coal-Fired Thermal Plant in
Batangas sr~nsored by the NPC, was enough to justifv the arowing
concern and resistance to this second project. As lands were taken
from the farmers, the communities' living patterns drastically
changed. Dubbed by the Philippine environmentalists as an
"anvironmental fiasco", Calaca I bred environmental problems which
posed health hazards to the communities. The effects of fly ashes
from coal combustion which contain carcinogenic trace elements were
feared to have caused the increase of the respiratory disease
cases. Another cause of alarm for the local residents was the
contamination of ground water and soil by trace elements leached
from the ash disposal area.
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Meanwhi.e, as protest against the project mounts, military
presence in the area is notably increasing. Presently, a Regional
special Action Force (RSAF) is deployed within the nearby areas,
inciting fear and tension among the communities. Cases of threats
and harassments have been reportad by several vocal leaders of
the campaign against the power plant's construction.

The opposition is continually drawing support from the
Zambales residents, local officials and national environmental
organizations. Several neighboring municipalities have passed
resolutions objecting to the construction of the plant. The
local mayor was joined by majority of the members of the
municipal council and the provincial board in expressing their
resistance to the project. A provincial coalition against the
project has been formed to strengthen and consolidate protest
actions and facilitate information dissemination to the public.
To date, two successful human barricades have already been staged
to prevent government and NAPOCOR representatives from conducting
exploratory work in the area.

2. The Role of the ADB

These facts did not deter the Philippine government, as the
major proponent of the project, from securing financial support
from the Asian Development Bank (ADB) for the construction of the
600-mw coal-fed power project. This is the government's response
to the increasing power peak load demand in the country. The
approval of the loan for the strongly-opposed project garnered
once again heavy criticisms for the ADB.

In 1989, the ADB approved a loan of $200 M under the XVI Power
Sector loan to the Philippines. This approval came amidst the
already growing massive protest against the plant and lack of
clearance from the DENR. Part of the conditions imposed by the
ADB for the effectivity of the loan were the issuance of the ECC
and the participation of the Export-Import Bank of Japan as co-
financier of the project. In a recently held dialogue between the
Masinloc residents and the Manila representative of the ExIm Bank
of Japan, the latter assured the community representatives that
they will not get involved in the project so long as there is
opposition from the local communities.

The decision now lies with the ADB. The Bank has played a
major role in other similar controversial development projects.
This is yet another chalienge for them to make true their
commitment to the environment. The Masinloc Coal-Fired Thermal
Plant has proven to be a socially non-acceptable and
environmentally dangerous project. ExIm Bank has made its stand.
It is now the ADB's turn to take a decisive position.

As the Philippine energy crisis worsens, more energy projects
are rushed for development. And more loans are solicited by the
Philippine government from multilateral development institutions.

As we urge the government to take the other option of looking
into alternative strategies of solving this crisis, we enjoin ADB
to lend its support in this kind of endeavor.

Let us push for the development, not of these
environmentally-sensitive and capital-intensive projects, but of
renewable sources of energy: promotion of energy conservation as
well as energy-efficient measures.

Let us make them understand and realize that we cannot solve
the crisis we face today by sacrificing the future of our people
and the environment.
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B. Provincial Government of Bukidnon (Philippines)

The ADB has decided to provide a $100,000 technical assistance
grant for this project.

Basic transport, social infrastructure and agricultural
support services for the development of agriculture, agro-
industry, irrigation, and rural industry will be given to the
province of Bukidnon in Northern Mindanao through a $100,000
technical assistance grant approved by the Asian Development
Bank.

Bukidnon province is a major producer of rice, corn,
sugarcane and pineapple in the Philippines. Bukidnon, a
predominantly rural and agricultural region, is found in the
northern part of Mindanao. Most of the residents are small farmers

and landless poor.

Given the natural resources of the project area, Bukidnon
has a high potential for reduction of rural poverty but
experiences of widespread forest destruction resulting from
excessive exploitation of the forests for the past 30 years is a
continuing impediment to the improvement of the people's living
condition. As of 1989, 50% of the Bukidnon area has ercoded.
Extensive logging activities especially in the province's major
watershed areas caused massive loss of soil and fertility in the
uplands. There results to lowland floods and consequently to the
destabilization of agricultural land.

The ADB-funded Bukidnon Integrated Area Developnment (BIAD)
Project aims to develop the agricultural and forestry aspect of
the province by providing support services to small-scale rural
industries. The technical assistance funds will be used to
prepare a program projected to upgrade farm-to-market roads and
social infrastructure. The fuids will cover other socio-
agricultural services like construction or rehabilitation of
communal irrigation systems. As part of the project, too,
training programs will also be developed. These will help
improve agriculture and rural-based livelihood industrial
productivity. . e

A team of consultants comprised of economists, financial
analysts, civil engineer, and agronomist is currently conducting
feasibility studies in the project's target area. A social
design study on the profile of the project beneficiaries and an
outlay for benefit monitoring and evaluation will be carried out
by Central Minadanao University. The technical assistance
service will be carried out over a period of 6 months.

While the executing agency for this project is primarily the
provincial government of Bukidnon, non-governmental agencies,
community-based organizations and other concerned groups are
encouraged to participate in the formulation and the
implementation of this development program.

C. Umiray-Angat Transbasin Project (UATP)

The Asian Development Bank (ADB) has agreed to extend
financial assistance to a major infrastructure project of the
Metropolitan Waterworks Sewerage System (MWSS). The Umiray-Angat
Transbasin Project (UATP) seeks to enhance the reliability of
supply from the Angat Water Supply Optimization Project (AWSOP)
by diverting water flows from the Umiray basin. It is expected
to provide the future water demands of Metro Manila and other
suburbs. The project extends from the upper reaches of the
Umiray River in General Nakar, Quezon and its tributaries on the
eastern side of the Sierra Madre mountain range, to the Macua
River which is a tributary to the Angat Reservoir in Bulacan. It
traverses the provinces of Quezon, Aurora and Bulacan.
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The Umiray-Angat project is actually the second stage in the
development of AWSOP, also a Bank-financed project. This seeks
to ultimately increase the water flow diversion to MWSS by 24
cu.n/sec. from the Angat Reservoir. During the first stage of
AWSOP, multiple-use of Angat water resources for hydropower and
irrigation will be observed. This will divert an extra 15
cu.m/sec. to Metro Manila's Water Supply System. With the
transbasin project, the proponents aim to divert an additional 9
cu. m/sec. of water from the Umiray river to complete the
projected 24 cu.m/sec. increase in diversion to Mwss.

This is to be funded primarily by a $119.6 million loan from
the Asian Development Bank which would account for about 70% of
the P4.6 billion financing required. The remaining funding
requirements will come from the local resocurces of MWSS.
Furthermore, a Primary and Secondary Mains Improvements technical
assistance is attached to the loan commitment which seeks to
rehabilitate existing MWSS water distribution lines.

The main components of this proposed project include run-
off-river type diversion weirs, a 13.1 km. main transbasin
tunnel, two minor branch tunnels, a 4.8 km. long access road
along the Matulid~Macua River branch of the Angat reservoir and,
a 500 Mld water treatment plant. The three diversion weirs to be
built on Umiray River and its tributaries are of the overflow-
type spillway structures measuring 3-4 meters high. The main
transbasin tunnel expected to traverse the Sierra Madre mountain
range will convey streamflows from the Umiray basin in Quezon to
the Angat Reservoir in Bulacan.

A new technology developed in Germany will be utilized for
the excavation. A Tunnel Boring Machine (TBM) allows higher
excavation progress rate than the ordinary drilling and blasting
method. This project is so far the only attempt in the
?hilippines to operate with the TBM.

MWSS has already secured an Environmental Clearance
Certificate (ECC) for the project which was issued by the
Department of Environment and Natural Resources last October 7,
8992. Consultations with the local community, however, are still
underway.

The series of dialogues between the proponent agency and the
Gen. Nakar community and local officials started when the ADB,
ordered MWSS to conduct more consultations. This came as a
response to the requests made by the local community. The Tribal
Center for Development (TCD), an organization based in Quezon,
sent a letter to the Bank through the Philippine Executive
Director expressing concern over the potential social and
environmental impacts of the Transbasin project especially to
indigenous Agta communities in the area. The municipal mayor of
Gen. Nakar. likewise, has compelled the proponent agencies to hold
more consultations prior to the signing of a Memorandum of
Agreement.

During the consultations, several aconomic, social and
environmental issues pertaining to the potential impacts of the
project were presented by local residents, NGOs, local government
officials, church representatives and, indigenous communities.
Major concerns raised include potential impact of the project's
construction on the Umiray River, 2 primary water source of the
local community for multiple domestic purposes; s0il erosion from
the tunnel excavation; clearing of forested areas for
infrastructures; possible displacement of Agta communities and:;
potential effects on irrigation.
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Even the MWSS projected several significant environmental
impacts of the project. There will be a change in land-use and
landscape as well as loss of forest cover due to the clearing of
job sites. These are attributed to the creation of the lake rim
access road, the opening of quarries and areas for disposal of
tunnel excavation material. Two-thirds of the total area
occupied by the project are presently covered by thick forest.

Moreover, it is expected that there will be an increased
turbidity and siltation of the Angat reservoir as access roads
are constructed and excavations conducted. The problem of
siltation is further compounded by risks of soil erosion with the
creation of a disposal are for a large quantity of materials
from tunnel excavation.

As of date, MWSS is awaiting the endorsement of the Gen.
Nakar local officials for the commencement of the project's
construction phase. The local mayor has delayed the decision on
the project pending the completion of an independent Fact-Finding
Mission to the area. This was organized to assess the potential
social and environmental implications of the project. ADB, on
the other hand, has likewise deferred tle approval of the total
loan commitment as it awaits the completion of the consultation
process. It has, however, disbursed an initial $2.6 million for
the project's engineering phase.

IV. European Bank for Reconstruction and Development

In Friends of the Earth's report on federal environmental
spending, Earth Budget, we discuss the MDBs and come to the
conclusion that, "On balance, eliminating all U.S. taxpayer support
for these banks would be good for the environment.® This 1is
particularly true of the newest, and in its way most disappointing,
of the MDBs, the European Bank for Reconstruction and Development.
We recommend that the Committee withhold funding for this Bank.

A. An Optimistic Start

When the EBRD was created in 1990, optimism ran high that this
Bank would be different from its brethren. Its mandate charged it
with "promoting in the full rznge of its actiwvities environmentally
sound and sustainable development.”™ In addition, it was to promote
"democracy." Such goals, of course, are absent from the Charters
of the other older MDBs.

The MDBs themselves estimate that cleaning up Central and
Eastern Europe will cost several hundred billion dollars. Since
environmental degradation siphons off an estimated 10 percent of
the region's GNP, environmental improvement could be one of the
tastest ways of raising living standards. The EBRD's opportunities
to simultaneously clear the environment and turn profits seem
enormous.

B. Disappointing Environmental Procedures in the Development
Banking Unit

The first major policy document on the environment brought
forward by the EBRD was its environmental procedures. These
procedures, passed in January, 1992, do not screen projects for
positive environmental gains but stress mitigation and primarily
aim to protect the Bank from incurring environmental liabilities
which might undermine the financjal soundness of investments. The
EBRD's Charter's active charge of promoting sustainable development
was largely lost in this passive policy.
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In addition to stressing environmental defense, these
procedures do little to promote democracy. Around the world it is
becoming clear that the best development projects are those where
local people are involved from the outset, where the decision-
making process is transparent, and where citizens have access to
the imporiant documents. Nowhere should these principles be more
vigorously promoted than in Cantral and Eastern Eurcpe, where state
secrecy and repression drove the economies into their environmental
morass.

Yet the EBRD's environmental procedures waffle. While they do
require public consultations on the most environmentally damaging
projects, they do not require that the resulting Environmental
Assessment reports be made public.

The U.S. 'Pelosi Amendment', passed by this Committee in 1989,
requires Environmental Assassments of MDB projects be available to
both Executive Directors and affected publics 120 days before
votes. This provision make assessments meaningful by ensuring that
people and governments have a chance to consider projects carefully
before votes.

The EBRD environmental procedures do not meet the Pelosi
Anendment requirements and for this and other reasons the U.S.
Government rightly voted against the Bank's procedures.

Subsequently, the EBRD has flaunted the amendment and the U.S.
has abstained from a number of votes on projects since
Environmental Assessments have not been provided in a timely
fashion. For example, the U.S. abstained on a 114 wmillion ECU
powver plant upgrade at Maritsa in Bulgaria. The EBRD screened the
Maritza East II Pover Project as a "B" project -- requiring a
partial environmental analysis. This is despite the fact that
thermal power developments are listed as an example of an "A"
project requiring full environmental assessment in Appendix 1 of
the Environmental Procedures. According to the same Appendix the
partial environmental analysis will normally require more limited
and specific environmental analysis. In this case EBRD has
identified that within the environmentsl analysis required there
must be an EIA of alternative FGD and ccal and ash handling
facilities of the plant. Neither of these had been carried out
before approval for the project was given. In addition no public
consultation was carried out despite the fact that Maritza is
a major pollution source. Moreover, in a letter to Friends of
the Earth from the EBRD dated 12 October 1992 flatly declared that
once the EIA identifed as necessary was finally carried out "it is
not anticipated that these studies will involve participation from
the general public".

'C. No Public Participation and Private Sector Redundancy

According to its charter, 60 percent of the EBRD's lending
should be for private sector projects. For such projects, the EBRD
does not provide public access to information about the proposed
project. According to EBRD officials the reason for withholding
information is that the EBRD sees itself ip competition with the
rest of the private sector. If it were to make information about
projecte public, the argument goes, private sector borrowers would
be spooked or even would sue the Bank for releasing information.

Such arguments fall down on three grounds. First, to avcid
lawsuits the EBRD could quite simply make it clear that it requires
a publicly-available Environmental Assessment on all projects as a
pre-condition for receiving its intsrnationally-guaranteed loans.
Second, if the EBRD is only able to make loans by bsating out other
private banking concerns then we believe there is absolutely no
justification for the U.S. Government to be providing money which
is competing with the private sector. In theory the EBRD should be
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taking the lead in putting together new money for innovative
investments in the region. Instead it is making loans such as the
$78 million provided to General Motors' Hungarian operations --
funds which GM officials confirmed in a washington Post article,
"tabgolutely' could have been raised from other sources."' Third,
the EBRD has so far squandered the opportunity to be innovative 1n
“promoting™ sustainable development. Its private sector lending
could have been at the forefront of challenging the rhetorically
more prograssive sector of the corporate world which has
collectively calling for business interests to "“expand our
concept of those who have a stake in our operations to include
not only employees and shareholders but also ...., neighbours,
citizens' groups, and others" (Business Council on Sustainable
Development) .

V. Agency for International Davelopaent

Given that the Administration has announced a 90-day analysis
of the structure and future of AID, Friends of the Earth wishes to
submit comments to the Committee subsequently concerning budgetary
levels. We believe that substantial reform of AID is long overdue.
Friends of the Earth worked to obtain $15 million for environmental
protection and restoration in a previous aid bill for Nicaragua and
Panana. We are still trying to determine whether positive results
were achieved with this money.

About $3.2 billion of AID's 1993 budget of $10.3 billjon went
to grants and loans for military equipment and training in foreign
countries. Egypt and Israel get substantial foreign assistance.
Friends of the Earth asks the basic question: why isn't a part of
this money devoted to environmental protection and restoration?

In summary, AID needs a major overhaul and a new mission of
rescuing developing nations from environmental catastrophe.

A. Somalia Lessons

Governments around the world need to recognize that starvation
in Somalia and in other parts of Africa can only be eliminated by
a long-term program of environmental rehabilitation of the land.
The Horn of Africa has experienced 4 mdjor famines in last 20
years, but each time the almost exclusive focus on short-term
relief misses essential actions necessary to prevent the recurrence
of this type of tragedy.

Well before the present disaster in Somalia and the departure
of the dictator Siad Barre, there had been repsated warnings about
food shortages facing many African countries. The 1988 World Bank
task force on food security in Africa estimated that 2.3 million
Somalis, which is aboul 42% of the population, did not have enough
food. The report stated that more thant 40 percent of the
populations of Somalia, Uganda, Chad, and Mozambique suffered from
a food shortage.

In 1984 and 1985 it is estimated that more than a million
Africans died of malnutrition and related diseases, primarily in
Ethiopia, Sudan, Somalia, Niger, Mali, Mozambique, and Chad. The
World Resources Instituted noted that the food crisis of the 1980's
in Africa showed little had changed:

'. Washington Post, 12 April, 1992.
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"Both the famine and the relief effort were haunting
repetitions of a similar catastrophe that struck the
continent in 1973-74. Although the recent relief
campaign was bigger (and) better-coordinated...
the agricultural debacle was stark proof that, on
the policy level, little hac been learned since
the previous famine."

Countries involved in the current Somalian relief effort must
discuss a long-term strateqy that address the root causes of hunger
and its connection to destructior. of the natural resource base.
Something must be done about the state of lawlessness in Somalia,
but the challenges to put the country back on its feet are nuch
greater that a mission of a few months in duration.

Unless something is done about desertification and the
destruction of the natural resource base, the world will continue
to wintess massive starvation episodes. The United States dealt
with the Dust Bowl through comprehensive control of soil erosion.
This sort of effort is needed in Somalia and other parts of Africa.

Such a land and water restoration program needs to be
significantly different from the large engineering projects that
are typically financed by the multilateral development banks. We
hope that this Committee will take the lead in convincing the
Administration to take a long-range view of the problem in Africa,
to look at the diversity of actions which might be put in motion
while our troops remair. there, and not to walk away leaving scome of
the root problems unaddressed.

VI. Export-Import Bank

As discussed elsewhere in this testimony, Friends of the Earth
is very disturbed by the Export-Import Bank's loan of $136 million
for a nuclear reactor in Czechoslovakia. Our analysis of Export-
Import Bank activity over the past several years suggests that this
Bank pays little or no attention to the Congressional directives
given to the multilateral development banks or to environmental
concerns generally. Friends of the Earth is opposed to providing
more funds to the Ex-Im Bank until it pledges to implement the
following basic reforms:

1) pay attention to the environmental directives of Congress
concerning foreign aid:

2) prepare environmental impact assessments of its loans;

3) cease lending for conatruction of more nuclear power
plants;

4) provide energy loans only for solar, wind, biomass, and
energy afficiency improvements.

As the U.S., Executive Director to the World Bank was voting
against the Yacyreta Dam (see discuss elsewhere in this testimony),
the Ex-Im Bank was providing a loan for the hydroelectric turbines
for the Dam. The Ex-Im Bank acted in utter disregard of the
concerns being expressed by the U.S. Treasury Department on this
project.

We are concerned that the Ex-Im Bank is in the process of
lending for a geothermal project on Mount Apo in the Philippines at
the very time citizens have convinced the World Bank and the Asian
Development Bank not to fund such an environmentally and sccially
disruptive project. The Mount Apo project threatens to destroy one
of the last intact primary rainforests in the Philippines and to
ruin an area which is sacred to the indigenous people.
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VII. International Monetary Fund

The IMF is not now promoting sustainable development. It is
failing to carry out even its own 1limited notion of its
responsibilities effectively, in that "structural adjustment" as
articulated and implemented has been a failure in most countries.
The IMF employs no consultation mechanism with affected populations
in designing structural adjustment packages, does not consider the
longer-term. implications of its policy prescriptions, and in
general does not analyze the effectiveness of its packages.

Congress recently snacted a.detailed blueprint for IMF reform,
contained in the Russian Aid Bill and Foreign Aid appropriation.
We congratulate Congress for passing these bills. To summarize,
the legislation now requires the US Executive Director to promote
(1) ircorporatiun of poverty alleviation and reduction of barriers
to economic and social progress into all Fund programs and
consultations; (2) incorporation of environmental conpsiderations
into all Fund programs snd consultations; (3) Fund partIcipation in
the design and operationalization of a revised national income
reporting system; (4) creation of an audit system to review, on a
country-bv-country basis, the impact of the implementatinn of IMF
required or recommended policy prescriptions on poverty, economic
development, and environment; (5) insurance of policy options that
increase the productive capacity of the poor; (6) establishment of
procedures for public access to information; (7) development of
procedures to measure the levels of military spending ana
incorporation of analysis and assessment of military spending in
Fund consultations. Furthermore, the US Treasury is required to
explore ways to incorporate the involvement and participation of
important ministries, social, environmental, and other legitimate
experts from the recipient country in the development of Fund
prograns.

The job now is to see that these directives are implemented.
This will require hard diplomatic work by the U.S. to gain the
support both of cther aonors and of borrowers. Congress should
insist that the Administration aggressively prormotes the full
package of IMF reforms articulated in US legislation. We urge the
U.S. to launch a diplomatic initiative to commission an independent
review of the environmental and sccial impacts of all structural
adjustment lending by the MDBs.

We also note that the Interim Comnittee is composed of Finance
Ministers from all member countries of the Fund, and that it is a
forum that may be useful in prcmoting the reforms. Like the
Development Committee, the Interim Committee has not featured
prominently in efforts to advance U.S. proposals. It is time for a
change. NGOs have no access to these committees, or to other
formal meetings of the Bank and Fund. It would be very useful for
an NGO to be added to the US delegation as a public sector
representative.

A. Background

Friends of the Earth started the IMF (International Monetary
Fund) reform campaign ten years ago. It has been Friends of the
Earth's primary purpose to bring about a fundamental shift in the
structural adjustment policies (SAPs) of the IMF and to make the
institution accountable to the public for its actions.

Friends of the Earth's involvement has been based upon the
recognition that structural adjustment programs are shaping the
economies of most developing nations. During the last decade mcre
than 70 countries have turned to the IMF for assistance with their
bziance-of-payments problens. Under IMF conditionality, these
countries are required to restructure their economies in an attempt
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to prevent a balance-of-payments crisis, while at the same time
meeting debt obligations, maintaining assentjal imports, and
struggling to return to economic growth. Many of thea have been
also experiencing increased environmental and social s*resses,
vhich are gravely exace bated by the IMF's prescriptions.

The Fund itself is not only a major creditor to developirg
nations hut also provides the seal of approval nseded if countries
want to be eligible for additional commercial bank loans.
Moreover, without a debtor country's commitment to an IMF
structural adjustment program, the Paris Club will not consider
debt reduction programs or debt renegotiations schedules. Both
through the conditions that are connected with its adjustment loans
and through the amounts of money that ars being transferred, the
IMF has a strong impact on national and iocal politics, economies
and populations.

The Pupd's traditional prescription for restoring a country's
economy includes a combination of rolicies: accentuating export-
oriented growth, reduction in public spending mostly happening in
social areas like education and health, cutback of the role of the
state sector in the economy, removal of subsidies on _basic foods
and transportation, devaluation of the national currency, and
freezing the real wages of workers.

In response to NGO critiques, The Executive Board of the IMF
has mandated that the IMF staff should (1) develop a greater
understandirg of interplay between economic policies, economic
activity and enviconmental change; (2) draw extensively upon the
research and information from other institutions with environmental
competence and responsibilities; and (3) use these findings to help
staff carry out informed discussions with national authorities who
may face difficult macroeconomic policy choices in the context of
country's serious environmental problens.

This mandate of the IMF Executive Board reflects the Fund's
answer to the pressure from the NGO community around the quota
increase and the legislation that was passed by the U.S. Congress
in response to these concerns. It is striking that after three
years of research on the issue the IMF still does not have better
understanding of the link betwsen SAPs and the environment.

There is no doubt that we all can benafit from more research
but there comes a time that one has to act upon the findings of the
research. The IMF's unwillingness to undertake any significant
action in response to the findings of the already existing research
is indicative of its general rzluctance take social and
environmental considerations seriouzly. Instead the IMF prefers to
focus all its time spent on environmental research on the
justification of its traditiona)l SAPs.

The Fund should take the finding of the existing research
seriously and engage in a pilat project to design a SAP based upon
a wide consultation prccess incorporating the various af?fected
ninistries, environmental and poverty experts and natioral NGO
representatives.

B. Main NGO Concurns At Present.

Friends of the Earth started the IMF work by analyzing the
structure of the IMF on an institutional level, comparing it to the
World Bank and other multilateral banks which we and other NGOs
have bzen studying for several years. We concluded that certain
obvicus things were missing from the IMF's structure, staff and
bazic policies.
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Unlike the World Bank, the IMF has not conducted studies of
possible environmental and social consequences of its actions and
has not given any indication of being concerned about these issues.
This is partly the result of the absence of qualified personnel on
the IMF staff, in the areas of natural resources, development,
poverty and other related subjects. But it is also a result of the
IMF's explicit policy of ,not holding consultations with affected
ministries and populations or even considering their interests.

We obtained and analyzed available case studies on the impacts
of IMF structural adjustment programs cn social sectors. That
effort ir continuing. In this context, we became aware that the
World Bank carried out a confidential analysis in 1988 of the
effects of its structural adjustment lending in Africa. The study
showed that those countries receiving adjustment loans were doing
significantly worse economically than the African countries not
recaeiving loans. There was a large increase in the debt-export
ratios of countries receiving the adjustment loans, and inflation
escaiated in most of the countries. This study was important for
two reasons. First, it showed the IMF was not meeting its own
macroeconomic goals. Second, it showed that the IMF should analyze
the impacts of its actions and hire appropriate staff with the
mandate to do so.

Another leading institution, UNCTAD, stated in its 1989 Trade
and Development Report that SAPs had so far produced mixed results
and achieved, at best, limited success. The report criticized the
Fund for its short-term focus on balance of payments management,
thereby neglacting to develop longer run potentials of the national
econony.

NGOs in many countries provided us with various types of
specific information about negative impacts of IMF activities in
their countries. We assembled the information and produced a
report on the structure and functioning of the IMF and the impact
of SAPs on the social sectors of Developing countries which was
translated into Spanish and distributed to our collsagues in the
South. The study reports on the impact of SAPs on countries’
economic performance, the poor, women and children, and the
environment.

1. Macxoeconomic Perfcrmance

IMP structural adjustment measures have not led to the
resurzection of Third wWorld nations' economies but have aggravated
the economic crisis. The total Third World debt has continued to
increase steadily from $668 billion in 1981 to $1,281 billion in
199). Batween 1980 and 1991, the debts of the highly indebted
nations, including muit Latin American nsountries, increased nearly
60% (approximately $240 billien), and the debts of Sub-Saharan
Africa have increased by more than 80% (approximately $50 billion}.
The situation of economic growth looks equally bleak. Per capita
GDP in Sub-Saharan Africa declined by 3.6% in 1980~85, by v.5% in
1936, and by 5.1% in 1987. -Latest World Bank projections for the
year 1995, for example, show zero per capita growth in Sub-Saharan
Africa.

In 1987, rising interest rates escalated debtor countries'
debt service payments. The increase is estimated to be around $6-
8 bidlion annually. The higher interest rates resulted in a sharp
increase of resource transfers from debtor countries to the
creditors. For thus highly indebted countries this transfer was
twice as large {n 1988 than in 1987, reaching $42 billion.
According to mainstream economists the debt crisis is over because
countries are honoring their interest payments. They tend to
forget that this is happening at the expense of the poor. Social
sector and productive investment has halted as resources are
channeled to the debt servics payments. Countries are exporting an
unsustainable amount of, often unrenewable, natural resources, and
theraby consuming their long term capital.
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The IMF has not made any significant attempt to review and
change its structural adjustment policles. According to IMF
officials, the failure to improve the external debt situation of
most Third World countries should be attributed to the lack of
commitment to the strict implementation of the structural
adjustment measures. Bu! even countries, such as Korea, that have
been portrayed as the success stories of structural adjustment are
now showing signs of social unrest and snvironmental decay.

2. Poverty

IMF adjustment policies have be:n based upon the implicit
assumption that where structural adjustment policies are followed,
the poor would benefit in the long run. No evidence could be found
to back up this "trickle down" theory. What has seemed to trickle
down is economic hardship. The most vulnerable sectors of society
paid the highest price in structural adjustment programs. Not only
have the poor carried the heaviest burden of economic recession,
they also have been struck wuost severely by the adjustment
measures, such as cuts in government expenditure and social
services. Severe cut-backs in heal’h care, education services, and
food subsidies have threatened the very existence of the poor.
Their wages (if they have bean ablaz to Keep their jobs) have fallen
steeply in relation to the cost of living. The cost of their basic
food has increased as the governnent subsidies have been lifted.

For the past several years,the idea behind the IMF structural
adjustment facilities has been that adjustment and growth must be
mutually reinforcing. Evidence, however, has indicated that the
IMF's stabilization and structural adjustment programs, such as
policies feocused on increased exports and the curtailment of
domestic consumption, have been in most instances eroding the basis
upon which future economic growth and social well-being depend.

o Investment incentives and credit policies under SAPs have
favored capital-incentive industries, retarded employment
generation, and worsened the distributional inequities.

o Cuts in government expenditure have resulted in layoffs of
lower-rank civil servants and an overall rise of unemployment.

o During the 80s, SAl>s have induce economic contraction
leading to a general income decline, increased unemployment and
underemployment.

o Even when wages remained unchanged, inflation, increased
taxes, devaluation of the national currency, and reduction in
government expenditure have increased the cost of 1living and
therefore decreased the real value of people's income.

o Economic recession and structural adjustment policies have
put extra pressure on women's working and living conditions. They
have tended to impose even greater derand on women's limited
resource base, especially time and energy. Growing unemployment
and declining wag2s have forced woman to make up for the loss of
cash earnings by increasing their contribution to the family income
to meet banic subsistence requirements.

o Children have been suffering unnecessarily through. the
neglect of their needs in the making of economic policies,
nationally and internationally. UNICEF declared that after three
decades of remarkadble progress the condition of children in
third-world countries started to deteriorate in the 1970s. The
rate of reduction in infant mortality slowed, as did the progress
of raising economic welfare, schooling, and provision of other
basic needs.
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o A decline in government expenditure on education has caused
an overall decline in educational quality because of an
insufficient number of teachers, a lack of appropriate local
infrastructure, school books, etc. The effacts have been seen in
an increase in number cf school drop-outs, failure rates, and
illiteracy rates.

Whethar IMF structural adjustment policies have been solely
responsible for this deterioration of living conditions of the poor
is unclear. Neither has it been possible to attribute the cause of
deterioration of the economic situation of these countries solely
to the IMF. 1In many cases the effects of the world recession,
declining capital flows, high interest rates, and local weather
conditions have contributed to the duration of the econonic
recession of third world countries.

But, one thing is strikingly clear: the IMF has not taken any
efficient measure to protect the poorest sectors of society and the
environment. Analysis showed that the heaviest burden of
adjustment has been placed on the poorest in the society. This
alone should have indicated the need for change in the traditional
IMF structural adjustment policies, and in the way the IMF is
staffed and operated.

The Fund's decision not to provide basic human needs of the
population can be evaluated morally on the basis of the African
proverb: "Give a rich man less food and he becomes thin, give a
poor man less food and he dies.®™ Not to respond to the needs of
the poor is not only unethical, it is also very inefficient. When
the significant part of the future generation consists of
illiterate or malnourished people, it is hard to imagine they can
form the base of an productive society.

3. Environment

While initjally little research had been done on the impact of
SAPs on the environment, the available studies indicated linkages
between structural adjustment measures and the depletion of natural
rasources in at least three ways. Recent studies, produced by the
World Resource Institute, and the World Wildli'e Fund confirmed the
original findings. .

Structural adjustment programs have caused governments of
developing nations to reduce government expenditure on natural
resource management, ¢ elling these governments to cut or delay
the implementation of conservation measures that could preserve
environmental quality.

The emphasis on increased export production has mainly led to
an acceleration of the exploitation of natural resources without
ragard to longer term sustainability and other values. Examples are
the cutting of the rainforest, the huge loss of wetlands and
mangroves, and the shift away from the traditional subsistence
farming to the export driven monoculture crop agriculture.

Measures taken by the governments in order to comply with the
two main requirements of structural adjustment policies ~-
increased expcrts and decreased domestic consumption -~ have
increased hardships on the poor. Having less access to resources
and being pushed onto marginal lands has forced the poor to overuse
the scarce resources available to them.

VIII. Nuclear Power in Central and Eastern Europe (CEE)

One of the most pressing environmental issues in Central and
Eastern Europe is the fate of the Soviet-built nuclear power
reactors that could well produce another Chernobyl-type disaster.
Indeed 15 Chernobyl-design reactors are still operating in the
region. U.S. and multi-lateral policy towards these ecoclogical
time-bombs has been notably complacent.

67-167 0 - 93 - 4
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Friends of the Earth England recently completed an analysis of
Western aid to the nuclear power sector in CEE as of 15 November,
1992. The report reveals that:

1) The total sum of money provided to date by Western governments
to the CEE nuclear sector -- less than $800 million is tiny
compared to multi-billion dollar needs to close down and
decommission the region's chronically unsafe reactors, including
15 of the Chernobyl design; while expensive compared to the costs
of an accident, addressing the problem now is cheap:

2) Twice as much of that money is going toward expanding nuclear
power generation as is going towards improving reactor safety:

3) The U.S. contribution exemplifies this imbalance. While a
paltry $15 million is going into reactor safety through AID, the
NRC, and the DoE, the Export-Import Bank has offered a $136
million loan to Westinghouse to complete a partially constructed
reactor at Temelin in the Czech Republic.

The British report follows Friends of the Earth U.S.'s earlier
publication of Russian Roulette, a report which showed that closing
Soviet-built nuclear power plants throughout CEE was ecoloqigally
imperative and economically sensible given that energy efficiency
measures and safer gas-fired power stations could comfortably cover
the region's energy needs. CEE countries are between one half and
one fifth as efficient in their use of energy as the countries of
the West. World Bank analysis indicates large efficiency
improvements coming with the introduction of market economics.
Oover time, the region should need lesg, not more, electricity
generating capacity. We would also like to point out the- U.S.
support for the completion or operations of reactors in this
region, or indeed anywhere in the world, opens up murky questions
of liability should a plant explode. Keep in mind that, while the
astimates are 'soft', the Chernobyl disaster's economic costs have
befn of a magnitude comparable to tche U.S.'s Savings and Loan
bailouts.

This situation points to three important necessary policy
changes:

a) It should be a policy of the U.S. Government not to provide
assistance for expansion of nuclear power in Central and Eastern
Europe through either bilateral bodies such as the Ex-Imp Bank or
multilateral institutions such as the EBRD.

b) The Ex-Imp Bank should require Fnvironmental Impact Statements
in accordance with the National Environmental Policy Act (NEPA)
for the projects it funds.

C) The U.S. needs an aggressive n:tional policy to close these
reactors. If one blows up, not only will the human and
environmental costs be devastating but the economic losses could
well upset one or more nation's whole economic recovery plans.
The State Department, AID, DoE, EPih and other relevant Agencies
should bring forward & plan to clcse down and decommission the
dangerous reactors in Central and Eastern Europe. At the same
time through both bilateral and multilateral assistance the U.S.
should be promoting efforts to improve the region's energy
efficiency, which would not only allow for the shutdown of the
nuclear plants, but would also cut other energy-sector related
pollution.

IX. Inter-American Development Bark
The Inter-American Developrent Bank has made progress on

environnental issues in the past three years, especially within the
Bank's Environmental Department. There are more qualified
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environmental specialists reviewing locans for their potential
environmental impact; the number of large infrastructure projects
being funded by the Bank has decreased; and the Bank seems in
general to be giving greater weight to environmental considerations
in its regular lending activities. For example, the Environment
Department now provides Executive Directors with environmental
briefs on mos: loans. These briefs attempt to identify, at early
stages of the loan cycle, some potential environmental impacts of
the proposed loan. However, racent changes in the environmental
screening process, the structure of the Bank's Environmental
Management Committee, and a persistent hostility by non-U.s.
Executive Directors to the Pelosi Axendment threaten to undermine
these gains. It is particularly troubling that the Environmental
Management Committee no longer has a representative from the
Environment Department. This committee, which assigns environmental
categories to loans that determine whether an environmental impact
assessment is required, is now officially made up of management and
staff from a number of departments but curiously excludes its own
Environment Department from decision-making. This is not a good

sign.

Nor is it encouraging that the Bank's environment and natural
resources policy dates back to 1979. While related policies have
been updated (for example for forests and urban development) and
environmental assessments on loans likely to have a negative impact
are carried out as part of the project cycle, the fundamental
guiding policy statement is hopelessly outdated and should be
revised to reflect current issues and trends.

Morecver, environmentalists in Latin America are also
concerned about a number of projects that the IDB is currently
carrying out or in the process of preparing. The following
highlights a few problem projects:

* Ecuador Cuenca-Molleturo-Naranjal Road, Azuay, Ecuador: A report
from an environmental group in Ecuador, dated June 1, 1992, raised
serious concerns about this IDB-financed road project, construction
of which began in November, 1988. During the Ecuadoran wintar of
1992, poor environmental safeguards of the 112 km road caused
disastrous flooding, erosjon, and other problems. A special
comnission, formed by affected communities and the environmental
group Tierra Viva (which is a mnember of FoE International}),
inspected the and reported that in the worst affected areas,
several houses, fields of crops, a school, and a road to a mine
were destroyed. About 450 hectares have been affected by
landslides. Changes to drainage patterns have exacerbated soil
erosion, and caused the destruction of forested areas, footpaths,
reservoirs and water pipes. Four pedestrian briciges across the
river, connecting several comnunities, have lheen destroyed.
Ultimately, the road project has changed the course of surface
drainage, causing floods, disruption of irrigation canals,
siltation of the Rio Tamarindo, and loss of wildlife habitat.
Because the affected communities are now inaccessible, public
health is threatened as it is impossible to carry out vaccination
campaigns. Six cases of cholera have been diagnuosed and other cases
will be difficult to tend.

* Hidrovia: The IDB is currently financing, through a technical
assistance grant, several feasibility studies for an enormous
project covering two river systems and five countries (totalling
about 1.75 million square kilometers) called the Hidrovia, or
Waterway. The concept of the project is to make the Paraguay and
lower Parana Rivers navigable to ocean-going ships and barges 24
hours a day, 365 days a year. To do this, ¢he rivers would need to
be dredged, straightened, and otherwise "tazed". While the studies
are not yet underway, there is already serious concern among
environrmental, indigenous, and development NGOs as to the
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ecological and social implications for the regién of Hidrovia,
which includes one the lzrgest and most important inland wetlands
in all of South America, the Pantanal, in the Brazilian state of
Mato Grosso.

* Indigenous People's Fund: At the initiation of the Bolivian
government, the IDB has established an Indigenous People's Fund to
support the “"self~-development process" of indigenous peoples of the
region. The Fund currently has no money in it; moreover, there have
been questionr raised about the effective participation of
indigenous leaders in the creation and operation of the fund. While
the Fund is a good idea, it can only work if it is conceptually and
adninistratively led by indigenous peoples rather than well-meaning
bureaucrats in Washington. Indigenous peoples organizations need to
be directly involved in formulating the Fund's operational policies
and priorities, and in decision-making once the Fund is
operational.

An opportunity to make significant changes in the IDB's role
in the region 1is during the negotiations for the Bank's
Replenishment during 1993. The U.S. should pay special attention to
improving the environmental assessment process, strengthening the
environmental department, and updating environmental policies.
Further, tre current review of the loan portfolio, similar to the
World Bank's "Wappenhans Report", should include an audit of the
environmental affects of IDB lending.

X. United Nations

As a preliminary note we believe that all the I,0, and P
accounts should be separate from anything the US decides to do on
the Global Environmental Facility.

A. United Nations Environment Programme (UNEP)

In constant 19387 dollars the U.S. contribution to UNEP shrunk
from $16 million in 1979 to about $15 million in 1992. For 1993
President Bush proposed to cut UNEP from last year's level, but
Congress increased funding to $22 million, of which $1 million
actually went to the State Department.

UNEP has a new executive director Elizabeth Dowdeswell, whom
Friends of the Earth finds very impressive. We urge the Committee
to substantially increase the UNEP contribution to $30 million for
fiscal 1994. The increase is justified for several reasons. The UN
Conference on Environment and lopment in Rio de Janeiro with
Agenda 21 has placed large new responsibilities on UNEP,
Furthermore, there is a need for UNEP to have special environmental
asgessment teams to plug into development proposals of UNDP and
other UN agencies throughout the world on an as-needed basis in
order to get better quality in development projects.

B. 1International Union for the Conservation of Nature (IUCN)

IUCN estimated that the U.S. provided 4.6% of its total
contributions for 1991. Congress appropriated about 31 million for
IUCN for 1993. Th: current IUCN budget is approximately $30
million, and Friends of the Earth would like to see the U.S.
contribution increased to about $8 million or roughly 25% of IUCN's
total.

C. World Heritage Fund

This important Fund was established to identify and protect
areas of unusual natural, historical, or cultural value. There are
currently over 300 designated sites worldwide. The Fund provides
about $:.9 million in grants to member nations annually for
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technical assistance, training, and management. Significantly
increased funding is Jjustified, especially for biodiversity
projects. In 1993 Congress appropriated $450,000.

D. Ramsar Convention on Wetlands of International Importance

Under this treaty, to which the U.S. became a party in 1986,
participating nations designate wetlands within their jurisdiction
for inclusion on a list of significant sites. More than 400 sites
covering roughly 30 million hectares have been listed to date. The
U.S. provided $250,000 for the first time to Ramsar in 1991. 1In
1993 Congress increased funding to $750,000. Increased funding is
needed to provide urgent help to monitor listed sites and to
conserve wetlands in developing countries.

E. Convention on International Trade in Endangered Species (CITES)

The CITES secretariat is chronically short of funds and has
been forced to accept contributions from private organizations,
including interest groups such as the Japan Ivory Traders
Association. In 1991 Congress appropriated $750,000 to pay back
dues. In 1993 Congress appropriated $1 million. The US
contribution to CITES should be raised to approximately 25% of its
budget or about $1.23 million.

F. UN Gulf war Claims Commission

The House of Representatives passed a resolution (K.Con.
Res.246) last year, urging the Claims Commission to devote
substantial attention to environmental restoration of the Persian
Gulf in the aftermath of the wvar. Tha Claims Commission dces not
have environmental concerns high on its agenda. We urge this
Committee to reiterate the message that environmental quality in
the Gulf needs to be addressed for the long-term well-~being of the
people and that at least some portion of the initial Fund should be
devoted to addressing the environmental damages of the largest oil
spill ever on land as well as the largest ever on sea.

Friends of the Earth's discussion with the Claims Commission
last year revealed some interest in environmental problems, but its
first priority was to pay the airplane tickets of people who had to
leave Kuwait.

APPENDIX I:
Suggested NGO Points Regarding the Tenth Replenishment of IDA

In negotiatiating the tenth capital replenishment of IDA, the
following items should receive consideration for implementation -

(1) the World Bank ensure public accountability and public
participation in the use of IDA resources by --

(A) revising the World Bank's Directive on Digrclosure of
Information to ensure that complete information on all 1IDA
operations is fully available to the public at every stage of the
project cycle;

(B) establishing written procedures requiring consultation
with and participation of affected populations and interested
non-governzental organizations (hereinafter "NGOs") in all stages
of all IDA operations; and

(C) establishing an independent appeals mechanism to
receive and investigate complaints from members of the public on
violations of World Bank policies and loan and credit agreements:

67-167 0 - 93 - 5
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(2) IDA undertake a review, to be completed no later than July
31, 1993, of all ongoing projects involving forced resettlement of
populations in order to ensure their compliance with the World
Bank's policy on involuntary resettlement; -

(3) IDA disqualify countries engaging in patterns of gross
violations of in ternationally recognized human rights from
receiving IDA credits; (4) IDA make poverty reduction a higher
priority by -~

(A) implementing extensive poverty assessments, involving
NGOs and affected peoples,in each country where IDA is active:

(B) shifting lending to countries whose governments
maintain pro-poor policies as defined in consultations with local
populations;

(C) conducting annual reviews of progress toward
poverty reduction in all borrowing countries;

{D) increasing the number and amount of credits for
targeted interventions to reduce poverty; and

(E) integrating gender analysis fully into all IDA
operations:;

(5) The World Bank reduce IDA structural and sector adjustment
lending and ensure that remaining adjustment lending is focused on
poverty reduction and environmental sustainability by --

(A) reducing structural adjustment lending so that, as soon
as possible and no later than IDA Fiscal Year 1993, adjustment
credits approved for any borrowing country shall account for no
more than ten per centum of the value of all IDA credits approved
for that country in that year;

(B) providing documentation for all proposed adjustment
credits demonstrating how such credits will support poverty
reduction efforts in the borrowing countries;

(C) revising the World Bank's Operational Directive on
Environmental Assessment to require preparation of full
environment.) assessments for all proposed adjustment loans and
credits;

(6) IDA assist borrowing countrises to adopt environmentally and
economically sustainable energy development strategies by --

(A) establishing a policy that all credits in the energy
sector be based on, or vhere necessary support development of,
integrated energy resource plans that consider investments in
ongzulo snergy efficiency and non-conventional rsnewable energy
options;

{B) hiring new staff with professional training and
experience in implementing end-use energy efficiency programs and
developing non-conventional renewable energy technologies and
establishing training programs in these areas for existing staff;

(7) IDA assist borrowing countries to develop sustainable
freshwvater supply systems by --

(A) establishing a comprehenaive wat.er resource policy that
requires IDA and its borrowers to implement an integrated,
least-cost approach to planning for and investing in water resource
development projects; and

(C) giving highest priority in the identification and
preparation of IDA credits to water cnnservation programs, water
use efficiency improvements, and water~conserving technologies.
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APPENDIX II:

February 23, 1993

OPEN LETTER
TO THE GEF PARTICPANTS'

MEETING ON GOVERNANCE AND

REPLENISHMENT
(Rome, March 4-5, 1993)

Dear Participant,

We welcome your ongoing efforts on the restructuring of the Global Environment
Facility (GEF) to ensure that it ma?' become a transparent and accountable financial
mechanism that is able to effectively help address the growing global environmental
crisis.

We would like to reiterate some of our central concerns with regard to GEF
Governance, which have so far not been successfully addressed by the GEF. In
addition we describe the areas that should be covered by the terms of reference for
the evaluation of the GEF pilot phase. This paper is focused on the World Bank's
role because of its present control over most aspects of GEF management. The 78
organizations from 24 countries which have signed this letter look forward to a
productive dialogue with you about our concerns and proposals.

Governance Issues:

(1) Transparency

Discussions on restructuring the GEF began at a special meeting of participants in
Geneva in February 1992. A central request put forward by participants at this
meeting was for GEF activities to be carried out in a transparent manner, with open
disclosure policies and with full and timely availability of information. As a result,
the World Bank prepared a draft information disclosure policy which was
distributed to the garticipants at the last regular Participants’ Assembly meeting in
Abidjan in December 1992. That draft outlined an information policy that would
have upheld the World Bank's current practice of withholding project documents
that are critical for informed decision-making from the Participants, the Scientific
and Technical Advisory Panel, and the communities directly affected by the
projects. Several g;rticipants objected to the proposed information policy and
prevented it from being adopted as official GEF policy in early January 1993.

Now, more than a year after participants first called for transparency, no progress
appears to have been achieved on this critical issue. We urge theczarticipams to
demand that the World Bank formulate a crolicy that will grant full access to
information on GEF projects and associated World Bank loans throughout the
project cycle to the Participants, the STAP and affected communities. The World
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Bank as trustee of the GEF, should not be blindly trusted with managing GEF funds
without public scrutiny, consultation and input.

The Worsld Bank should be making special efforts to develop participatory and
consultative mechanisms that will dramatically improve its performance.

(2) Quality Control of GEF Projects

A recent internal World Bank study (the Wapenhans Report) found that more than
one third of World Bank projects are failing, accord.ng to the Bank's own criteria,
and that the situation is worsening. Many of the san e problems identified by the
Wapenhans Report as underlying the World Bank’s poor performance record are
present in the current GEF, such as a highly centralized management structure
which is more focused on rapid project processing than on developing country
needs and quality control of projects.

A continuation of the present system, where the Scientific and Technical Advisory
Panel {STAP) focuses mainly on ensuring the thematic and regional balance of the
GEF project portfolio, has no access to documentation on associated World Bank
loans, and is not staffed and equipped to conduct independent individual project
review, is inadequate and insufficient.

We recognize that the Participants have stated that no new institution be put in
place. However, the international community did not inteird for 80% of all GEF
investment projects to be simple additions to regular World Bank loans, whick the
public has no right to know about and which in many cases undermine GEF goals.
The GEF could, however, make use of the World Bank's comparative advantage in
the finance, technical and banking areas, without giving it the lead role in protecting
the global environment-—an area where it has little, if any, credibility.

Participants should seriously consider alternative governance options. No bloated
new bureaucracy is needed to create an effective institution. An independent
technical review process, serviced by a GEF Secretariat that is independent of the
implementing agencies, would assist Participants in reviewing GEF project
proposals, monitor projects throughout implementation, and evaluate them after
completion.

Approval of GEF projects should be in the hands of the Participants’ Assembly,
subject to appropriate coordination with the Conference of Parties to the relevant
global conventions. Jadependent of the outcome of the current discussions on
various options for a democratic decision-making system in the Participants’
Assembly, all project approval should be conditional on a very high degree of
consensus among all participants. In this context, we submit that it is important for
the Conferences of Parties to the respective global conventions to have major roles in
setting program directions within their areas of expertise.

(3) Public Participation

While there seems to be consensus about the importance of public participation in
the GEF, the GEF's pilot phase has made little headway in establishing a process
whereby affected communities and NGOs are integrated into the GEF project cycle.
We welcome the GEF's plan to present an options paper on NGO participation at
the next Participants’ Assembly meeting in Beijing, provided there is substantial

NGO input for the paper.

Beyond examining the options for NGO coogenﬁon with the GEF_at the central
level, such as consultations that provide NGOs, Participants and Implementing
Agencies with the important opportunity to interact, it is our hope that the pzper
wil] focus on the useful role that local communities and developing country NGOs
must play in project identification, design, implementation and review at the
country level. We also urge you to support NGO observer status in the Participants’

Assembly.
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Basic Parameters for Evaluation of GEF Pilot
Phase:

We welcome the GEF's decision to proceed with an evaluation of the GEF pilot
phase. In view of the inevitable institutional interests that the implementing
agencies have in the outcome of the evaluation, it is crucial that it be conducted in
an independent and open manner. At the Rome meeting Participants will be
presented with draft terms of reference (TOR) for the evaluation. We strongly
recommend that there be an open discussion of the TOR with representatives from
both governments and NGOs before the evaluation is commissioned, in order to
ecnél\:xre that its results will be broadly accepted as a solid basis for a post-pilot phase

The GEF has stated that the evaluation will focus on process and not on projects,
since the implementation of projects is not advanced. We agree with the focus on
process only if process is very broadly defined and includes a field-based
evaluation component. We do not believe that the evaluation of the GEF pilot-phase
can be limited to a2 desk study in Washington, D.C. or other capital cities. The
Wapenhans Reporf identified lack of attention to the projects in the field as one of
the underlying causes of a project failure rate of almost 40%. The evaluation of the
GEF pilot phase cannot afford to ignore the reality of projects on the ground, even if
the projects are in a very early stage.

The following section outlines the main areas and questions that we recommend be
includrd in the Terms Of Reference of the evaluation.

(1) Decision Making Processes
We suggest the following questions:

* How are GEF projects chosen? Do they form part of an overall strategic
framework that is aimed at making significant progress in protecting biodiversity,
alleviating the threat of climate change, protecting marine ecosystems, and avoiding
ozone depletion?

* As Participants have access only to limited documentation on GEF projects
in the work program and no information on associated World Bank loans, who takes
decisions on both the projects to be chosen and the levels of funding?

* How have the STAP and the partner implementing agencies been able to
evaluate the 80% of World Bank GEF projects which are attached to larger World
Bank loans, if they had no access to documentation on the associated loan?

* Who is ultimately responsible for GEF project quality control and can be
held accountable should the project have negative environmental and social
impacts?

* Where is che locus of accountability within the GEF? For example, what
recourse is there for local communities to voice grievances about negative impacts
of a project?

* How has the concept of incremental costs been defined and applied during
the GEF pilot phase, especially with regard to biodiversity <nd climate projects?

* What is the process of decision-making among and within the impleraenting
agencies, for example on the GEF's Legal Framework paper that was presented at the
Abidjan meeting? What has been the process by which the Participants have
adopted the Legal Framework paper?

L ‘-; L
[
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* What actions has the GEF taken as a result of recommendations and
objections by Participants with regard to individual projects and overall policies?

* What are the actual costs of the Pilot Phase? This requires an overview of
use of financial resources, including administrative expenses; project preparation
costs with separate indications for costs of implementing agencies, international
consultants and national in-country expertise; #ctual implementation of projects;
and the cost of NGO consultations at bi-annual Farticipants’ Assembly meetings.

(2) Field Interviews

The need for community participation and NGO involvement in the GEF has been
recognized and the GEF has continuously emphasized the high degree of public
participation in its projects. Attached is a list of projects which calf explicitly for
public participation (86.9% of all biodiversity projects and 55.6% of all GEF
projects). Furthermore, the STAP's generic criteria require that all GEF projects be

"participatory in nature.”

Field work on a sample group of those projects should ascertain the nature and
scope of actual community and NGO participation in the identification and design
of projects, and, where applicable; inplementation and monitoring of
projects. We would suggest the following questions:

* Has social science expertise been used in the design of mechanisms for local
participation?

* Have standards been developed to ensure that local needs are included in
the project?

* What has been the degree of cooperation between the GEF agencies and both
national NGOs and international NGOs, keeping in mind that national NGOs play a
role in the long-term sustainability of the project after international NGOs have
returned to their home bases?

* Has local absorptive capacity and the in-country institutional framework
determined both spending priorities and volume of allocated funds?

* What measures do GEF projects take to assist national institutions in
building long-term technical and institutional capabilities to ensure project viability
once foreign assistance has been reduced or ended?

(3) Impact of the GEF on Overafl World Bank Lending

When public doubts first were raised about the GEF being too closely dominated by
the World Bank, the response was that the GI:F would help induce reforms at the
Bank and make the Bank's overall lending operations consistent with global
environmental goals. We suggest the following questions:

* The Wapenhans Report identified the emphasis on rapid loan processing
and insufficient attention to the sustainability of projects in the field as the
underlying causes for the World Bank's deteriorating ioan portfolio. What lessons
has the GEF drawn from this to avoid the same mistakes?

* What indications are there that the GEF has led to more transparency at the
Bank and in Bank operations?

* How have GEF projects affected associated World Bank loans?
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* How have the GEF's program areas affected overall Bank lending for energy,
industrial development and natural resources managemer:t?

* Has the centralized GEF management a: the World Bank (the GEF chairman,
administrator and coordinator are all World Bank staff, the Bank is the trustee of the
core fund and in charge of all GEF investment projects) been conducive to
transparency and accountability with regard to both GEF and regular Wo:ld Bank
projects? ’

(4) Scope of the GEF

We suggest the following questions:

* Will the evaluation include an assessment of the choice of topics for the
GEF, including protection of the ozone lpyer, which was already addressed by the
Montreal Protocol? By whom, how and why were these topics chosen? hat
comparative advantage does the Bank have on b-iodivmsit{ ;arojects, protection of
international rivers, or limiting greenhouse gases, for example?

* Will the evaluation assess the utility, efficacy and need for a restructured
GEF in relationship to the global conventions, as compared to other alter.atives?

Respectfully submitted,

FUNDACION PARA [.A DEFENSA DEL AMBIENTE (FUNAM)
Argentina '

PAVANI
Argentina

CLIMATE NETWORK EUROPE
Belgium

INSTITUTO DE ESTUDOS AMAZONICOS E AMBIENTAIS (IEA)

Brazil

INSTITUTO DE PRE-HISTORIA, ANTROPOLOGIA E ECOLOGIA (IPHAE)
Brazil

VITAE CIVILE-INSTITUTO PARA O DESENVOLVIMENT, MEIO AMBIENTE E PAZ
Brazil

PROBE INTERNATIONAL
Canada

INSTITUTO DE ECOLOGIA POLITICA
Chile

RESEAU ENVIRONNEMENTALE DE LA COTE D'IVOIRE
Cote d'ivoire

COTE D'IVOIRE NATURE
Cote d'ivoire

CESTA-CENTRO SALVADORENO DE TECNOLOGIA APROPRIADA
E! Salvador
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COLLECTIF ENVIRONNEMENT A DIMENSION INTERNATIONALE (CEDI)
France

GREENPEACE
France

MOUVEMENT NATIONAL DE LUTTE POUR L'ENVIRONNEMENT (MNLE}
France

FIAN
France

GEYSER
France

FRAPEL-CEDI
France

ECOROPA
France

SOLIDARITE FORET
France

NATURSCHUTZBUND DEUTSCHLAND
Germany

WELTWIRTSCHAFT, OEKOLOGIE UND ENTWICKLUNG (WEED)
Germany

BUND FUER UMWELT UND NATURSCHUTZ DEUTSCHLAND (BUND)
Germany

URGEWALD
Germany

PRO REGENWALD
Germany

REGENWAELDER KAMPAGNE
Germeny

GERMANWATCH
Germany

WALHI (FRIENDS OF THE EARTH)
Indo.esia

CAMPAGNA, NORD/SUD
Haly

FRIENDS OF THE EARTH - ITALY
laly

FRIENDS OF THE EARTH - AMAZONIA PROGRAMME
italy

GREENPEACE - ITALY
Waly




89

CENTRO INTERNAZIONALE CROCEVIA
taly

TERRA NUOVA
haly

MANITESS
taly

AMERINDIA
haly

LEGAMBIENTE
Italy

CENTRO REGIONALE D'INTERVENTO PER LA COOPERAZIONE (CRIC)
ltaly

JAPAN TROPICAL FOREST ACTION NETWORK (JATAN)
Japan

CASA - CITIZENS' ALLIANCE SAVING THE ATMOSPHERE
Japan

ECONEWS AFRICA
Kenya

CLIMATE NETWORK AFRICA
Kenya

SAHABAT ALAM MALAYSIA (FRIENDS OF THE EARTH MALAYSIA)
Malaysia

WORLD RAINFOREST MOVEMENT
Malaysia

ENVIRONMENTAL PROTECTION SOCIETY
Malaysia

SOCIETE MAROCAINE POUR LE DROIT DE L'ENVIRONNEMENT
Morocco

NETHERLANDS COMMITTEE FOR LU.CN.
Netheriands

BothENDS
Netheriands

STICHTING NATUUR EN MILIEU
Netherlands

GREENPEACE INTERNATIONAL
Netherlands

NORWEGIAN RAINFOREST FOUNDATION
Norway



FRIENDS OF THE EARTH
Norway

FIVAS
Norway

GREEN FORUM

Philippines

PHILIPPINES RURAL RECONSTRUCTION MOVEMENT (PRRM)
Philippines

THE PHILIPPINE CORE GROUP ON CLIMATE CHANGE
Phitippines

SWISS AID AGENCIES COALITION
Switzerland

ERKLAERUNG VON BERN
Switzerland

WORLD WIDE FUND FOR NATURE - WWF INTERNATIONAL
Switzarland

EARTH DAY TAIWAN
Taiwan

GREEN CONSUMERS FOUNDATION
Taiwan

TAIWAN EWNVIRONMENTAL PROTECTION UNION
Taiwan

ENDA INTER-ARABE
Tunisia

THE ECOLOGIST
United Kingdom

FRIENDS OF THE EARTH
United Kingdom

OXFORD RAINFORESY NETWORK
United Kingdom

SURV!VAL INTERNATIONAL
United Kingdom

ENVIRONMENTAL DEFENSE FUND
United States

BANK INFORMATION CENTER
United States

CENTER FOR INTERNATIONAL ENVIRONMENTAL LAW (CIEL)
United States
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NATURAL RESOURCES DEFENSE COUNCIL
United States

RAINFOREST ACTION NETWORK
United States

GREENPEACE U.S.
United States

WORLDWISE
United States

SIERRA CLUB
United States

FRIENDS OF THE EARTH
United States

CENTER FOR THE DEVELOPMENT OF INTERNATIONAL LAW
United States

NATIONAL WILDLIFE FEDERATION
United Stales ’

INSTITUTO DEL TERCER MUNDO
Uruguay

[For more information contact Korinna Horta, Environmental Defense
Fund, 1875 Connecticut Avenue, NW, Washington, D.C. 20016, Tel: 202.
387-3500 / Fax: 202-234-6049, or any of the signatory organizations.]
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APPENDIX III:

May 5, 1992

Mr. Kimimasa Tarumizu
President,

Asian Devalopment Bank
Manila, Fhilippines

Dear President Tarumizu:

Ve the undersigned have come to this 25th Annual Asian
Development Bank Meeting, May 4-6, 1992, in Hong Kong to deliver a
collaective message of concern in the form of this open letter. We
repvesent a variety of NGOs spanning the Asia-Pacific region, and
sore countries in the North, and have come to articulate the
concerns of diverse grassroots constituencies that are directly or
indirectly affected by ADB activities.

The core of our message is this: While we recognize positive
changes in the Bank's policies, as reflected in the 1991 Annual
Report and other relevant documents, we remain fully convinced that
such changes do not as yet measure up to the urgent challenge of
equitable and sustainable development.

Needless to say, the ADB has a role to play in assisting the
Asia-Pacific region to improve the lives of some 700 million
inhabitants from their poverty situation, as well as in ensvring
the viability of the life support systems of more than a quarter of
the inhabitants of this planet. For this reason alone, apar: from
the ADB's nature as a public institution, we have more than encugh
reason to expect the Bank to be more accountable.

We appeal to you to put your influential position to bear on
the following major issues:

1. Flawed Development Mcdel.

The Bank remajins captive to the conventional development
wisdom that sheer increases in GNP would lead to poverty
alleviation. Growth is necessary but insufficient to attain
poverty alleviation and sustainable development. To paraphrase the
UNDP, economic growth and human development are organically
related. People are the makers of growth, and growth should
therefore uplift people's total well-being. But in the whole of
Asia, despite positive growth in many countries, the overwhalming
majority of the people remain stuck in abject poverty. After a
quarter of a century of promoting this model, poverty has increased
rather than decreasad in many countries in the region. The quality
of 1ife for the majority of people in the region has not improved,
in spite of the (Bank's $37.8 billion in lending and investments
since 1966. Under these circumstances, we strongly challenge the
ADB's developaent modael.

Past and present projects funded by the Bank and its partners
have resulted in further depletion of the region's already
fast-shrinking natural capital and in a further net outflow of
resources from the developing mexber countries in the region to the
donor countries. Given the enormous sccial and ecological impacts
of such projects, we find it hard to believe that the direction of
your investment and 1lending activities will lead to poverty
reduction and environmental restoration.
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The biggest contradiction in the Bank's professsd objectives
¢! poverty alleviation, environmental protection and sustainable
development is found in ita advocacy of orthodox structural
adjustment programs, which have resulted in tremendous social,
environmental and human costs. As long as the Bank continues to
champion such structural adjustment programs, its noble objectives
will remain rhetorical, and its projects will have a negligible
impact on poverty reduction and sustainable development.

The economic model utilized and promoted by the ADB falls
short in terms of a strategic view of long-term costs and benefits.
There appears to be little or no progress in this direction. Many
projects that appear to be cost effective using an eight or ten
year time frame will not be profitable if the longer-term costs are
taken into account. Conversely, many projects whose benefits will
not come fully on stream for longer periods will not even be
considered for investments under the prevailing methodological
approach. In this context, the question must always be asked, for
whom is a project cost effective? It can not be just for the Bank
only, but more importantly for the communities which have to pay
the environmental, social and cultural costs.

We urge you to continue to examine the PEank's policy
assumptions and to modify these in ways that will be in keeping
with equitable and sustainable development. The ADB's investment
and lending policies nmust first. of all consider the interest of
communities and the finite nature of regional as well as global
resources. We would like to si?e a fundamental shift in terms of
policy and budget support towsirds projects that promote egquity,
increase household and community incomes, and improve basic social
and economic services.

2. Rhetoric and Practioce.

Despite the Bank's envirunmental rhetoric and its newer policy
statements, projects in the process of implementation and in the
pipeline continue to erode the natural resource base and to
marginalize communities. We urge that you re-examine the ADB's
current activities that we have been discussing with the Bank's
staff at this meeting. These include tae Masinloc coal- fir. d
thermal power plants in the Philippines, the 11th Road Sector loan
in Indonesia, inappropriate flood control projects in Bangladesh,
the artificial reef program in Malaysia, the Highland Agricultural
Development Project in the Philippines, monoculture timber
plantations in 1Indonesia, and the prevailing pattern of
che?lcal-intcnsive agriculture fosterad by the ADB in the entire
region.

We question whether the present incsntive structure rewards
staff sufficiently for the nature and quality of loans as much as
for the volume of money moved. In our opinion, an appropriate loan
is one which is based on a true understanding of the needs of the
people, and which improves their quality of life while ensuring
that their natural resource base is not degraded. It is essential
that staff be rewarded for the overall quality of the projects they
are managing, and for having full regard for environmental and
social factors. Therefore, we challenge the Bank to develop
creative new jindicators that stress the "quality of life" as a
measure of success. Guidance on such i{ndicators can come to some
extent from those UN agencies that work on social issues. We also
urge the Bank to review its sectoral approach, towards a socio
eco-regional approach.

We feel that the ADB still does not have an adequate number of
environmental and social staff with the appropriate training needed
to carry forward equitable and sustainable developnent. We
recognize that there has been some improvement, and we congratulate
the ADB for elevating the Environment Unit to Office status. But
the number of employees with the requisite expertise is pitifully
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small. To take 2 modast example, it is impossible to movVe rapidly
toward sustainable agriculture and Integrated Past Management (IPM)
without the necessary sxpertise, and capital is no substitute for
this. 1In 1991, the ADB spent a token amount of $270,000 for one
IPM project. This is only 0.0002% of the $1.033 billion the ADB
invested in the agriculture and agro-industry sector. We hope that
the nev Social Disensions Unit will provide additional expsrtise to
address issues that are deaply intervoven with environmental
concerns.

In practice, the ADB rarely if ever rsconsiders projects. One
recent exception is the East Rapti Irrigation Project in Nepal.
Had it not been for NGOs, the Bank would not have had the necessary
understanding of local conditions. In this connection, the ability
of the ADB to actually monitor the reality of projects on the
ground is very limited. Hence, in most cases information is
inadequate to be able to evaluate compliance with project
conditions. At present it seems that the ADB does not carry out
systematic post-evaluation reviews of the implementation of its
environmental and social policies and procedures.

Institutionally, the ADB still has not developed a strategy
for dealing with crucial global issues such as ozone depletion,
tropical deforestation, loss of biodiversity, pesticide poisoning,
and global warming. We are plezsed that the ADB has agreed on the
outline of a new strategic apprcach, which could be utilized to
address these issues in a timely way, and we loock forward to it’
being implemented. For example, we submit that the Bank should
develop a strategic plan to address the-is
the Earth Summit in Rio next month.

3. Information Access, Transparency and Accountadility.

The first step in the planning process should be to find out
what local people want and need in order to improve their lives.
It is part of their human rights to play a fundamentzl role in the
planning and decision making process, and not to have decisions
imposed on them. This is what we call the democratization of
development.

Although there has been some improvement in this regard,
adeguate consultations are not actually taking place in most cases,
nor are appropriate materials made available to the affected people
and to NGOs. Public participatiun means much more than merely
consultation with a few NGOs. The entire process of planning
projects must be based on respect for the existing ways of life and
cultures of the people, and ba carried out for their benefit. The
environmental and social assessment procedures cf the ADB should
provide a key mechanism for holding useful consultations with the
affected people and the intended beneficiaries, early in the
planning process for any project or sector loan.

¥We note that often the 2DB is involved in Zfeasibility studies
that lay the foundation for sweeping investments by other entities,
often with very bad environmental and social results, such as the
pulp and papsr industry development in Indonesia. In order to avoid
this, it is imperative that the ADB make available to NGOs and the
public timely information about projects and sector loans being
considered, as well as the documents used in environmental
assessments. This is mostly handled at present on an ad hoc basis.
S0 long as the assessments and other documents about project and
sector loans are considered to be the property of the recipient
governments, it is difficult to see how there will be adequate
public access to information about ADB activities in those
countries. At the same time, it is difficult for NGOs from donor




95

countries to ensure accountability for their aid funds if they are
not able to review the documents. X

An effective ADB-NGO liaison is needed to promote equitable
and cooperative rslationships. The new Social Dimensions Unit may
provide a vehicle for this. We look forward to working closely
with it and with the Environment Office. “Nowever, we must note
that the ADB's present practice of accreditation of NGOs coming to
the annual meeting is discriminatory and inappropriate. 'NGOs do
not represent thair governments. It is the Bank that is holding
the annual mesting, and it is wrong to leave a veto power in the
hands of governments over which NGOs &are to be accredited. We
understand that some governments alsc are of the view that
accreditation is the ADB's responsibility.

It is our view that any NGO vhich is engaged in a dialogue
with the ADB, and wants to participate at the annual meeting,
should be able to do so. We suggest that the ADB adept a simple
registration procedure similar to the ECOSOC status utilized in the
UN system, so that any NGO working on ADB issues can participate at
the annual meetings. Ideally, NGOs should have a form of Observer
status to those meetings. These suggestions will assist in the
transparency of the ADB and will improve the access to information
that leads to productive partnerships.

Oon the positive side, we appreciate ycur support for NGOs
having a room at this Annual Meeting, and the opportunity once
again to meet with you. We believe that your leadership over the
past three years has been a primary reason why the ADB has made

some genuine progress on the critical 1Zsuss we have put—forward
here. We urge the Bank not to lose what momentum has been
achieved, and to move rapidly toward the more fundamental shifts
that we have outlined. We look forward to a2 continuing dialogue
with you and your staff on these issues.

Sincerely,
Antonio B. Quizon Chip Fay
Executive Director, Director,
Asian NGO Coalition Manila Office
Manila, Philippines Friends of the Earth-USA
Camena Guneratne Roel Ravenera
Environmental Foundation Asian NGO cCoalition
sri Lanka Manila, Philippines
Rey Uraeta Chad Dobson
ANGOC Bank Information Center/NOVIB
Manila, Philippines washington, DC
Rosg Hughes Mafruza Khan
Asian Wetland Bureau Proshika Manobik Unnayan
Kuala Lumpur, Malaysia Kendra

Dhaka, Bangladesh
Srisuwan Kuankachorn Paiboon Wattanasiritham
Project for Ecological Recovery Poundation for Thailand Rural
Bangkok, Thailand Reconatruction Moverment

Bangkok, Thailand
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Elizabeth Pua

legal Rights and Natural
Resources Center
Manila, Philippines

Gani Serrano

Philippine Rural Reconstruction

Movement
Manila, Philippines

Nicanor Perlas

Center for Alternative
Desvelopnent Initiatives
Manila, Philippines

Athena Ronquillo
Lagal Rights and Natural

Resocurces Center -

Manila, Philippines

Irvansyah Hasibuan
SINTESA Foundation
Medan, Indonesia

Mariko Urano

Japan Tropical Forest Action
Network (JATAN)

Tokyo, Japan

Faina V. Lucero
ANGOC
Manila, Philippines

Carol Sherman

Rainforest Information Center
Lismore, NSW

Australia

Peter Illig
Director, FOE
Hong Kong

Filomomeno Sta. Ana
Fresdor from Dabt Coalition
Manila, Philippines

Father Dick Timm
Coordinating Committee for
Human Rights

Dhaka, Bangladesh

Sandra Moniaga
WALHI
Jakarta, Indonesia

Nora Sy. Ibrahim

Asia Pacific Peoples
Environment Network (APPEN)
Penang, Malaysia

Nonette Royo

Legal Rights and Natural
Resource Center

Manila, Philippines

James N. Barnes

Head, Internatjonal Dept.
Friends of the Earth-US
Washington, DC
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APPENDIX 1v.
WORLD BANK ENERGY SECTOR LOANS 1992
Grand Lending Total: $4.037 Bitlion
Type of Praoject Project Name Loan Amount $US
Ol asd Gas Developmeat
Pwt Potrulewm Project mn-m
Eagisceriag Project 28 miltios
Bacrgy Socvor Adjustment 11 million (2 part lons)
Oil soé Oai Secvor Dovelopament $150 millios
Dossartic Basrgy Rasouress $180 millios
Devsicpment Project
Tetal: $540.1 million
of Hydroelectric
D Haisea Hy Past $61 milkioa
mmmm:m 3380 mithon
Pouer V Project 353 mitison
Berke Hydropossr Projact $Z70 millsoa

Teta): $772 milllon

Infrastructure Development and
Rebabilitstion

Angola Power Sector Rehadilitation Project £33 miltion
Crechosiovakia Powsr and Exviroaments! Improvement $346 milhon
Tadia Power Utihities Efficency Lasprovement 3268 million
Project
Kores Cus System Expansion Project $100 miltion
Nepai Poser Sector Efficiency Project 343 mitlon
The Philppines Rurel Biectrification Revitakastioa 913 millica
Project
Sierra Loone Power Sector Rehobilitstion Project 121 mifion
S Laaks T T Secoad Youmt Diribution aad | 350 mailton
Traromissioa Project
Thailand Distribution System Upgrading $40 miliion
Tenisia Gas laframeecture Devsicpmeat Project $60 milkion
Tetal: $9718 miilico
Expansica of Coal-Fired
Thermal Power Plants
Chise Zousioa Tharms! Power Project 1310 millicn
Chins Yaashi Therma!l Power Project $180 miltion
Aadonagia Sursicys Thermal Power Project $423.6 mithon
Total: $1,264 million
Miscellaneois Power
Pants/Dams
Egypt (comstructios of ol and gas-fired Ewreimet Powes Project $220 sxillica
thermal power plant) .
Maleysis (czpansion of ssteral gas-fired | Power Syses Developuest Project $200 million
rermal power groject)
Mewritius {coustraction of 8 begame. Sagar Esergy Development Project $15 nllics
tired thermal power plact) E
Th'and {constnsction of & Third Power Sysiesa Development 154 millica
brpirociectric project and epansios of Project

Total: $489 millloa

BEST AVAILABLE COPY
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PREPARED STATEMENT OF LAWRENCE H. SUMMERS

Mr. Chajirman, distinguished membars of the Senate Finance o
Committee, ladies and gentlemen:

I walcome the opportunity to appear before you today as President
Clinton's nominee to be Under Secratary of the Treasury for
International Affairs.

If confirmed for the position of Under Secretary, I will look

forward to serving President Clinton and Secretary Bentsen, and
to working with you and your colleagues in the Congress to "
promote and defend the economic well-being of the United States. i

Presidaent Clinton has committed his Administration to a policy of
engaged, enlightened, and hard-headed economic internationalisa
to go along with his program of domestic renewal. We are living
in an era of increasing global economic interdependence, vhere
national economies are interconnected as never before, and
domestic and foreign policies are inextricably linked. We have
the chance to free up billions spent on national defense, to
promote free elsctions and frees economies from Poland to Paxu,
an. to realize the vast potential of global economic integrat »sn.
Ths nations of the world have the opportunity to grow and proiger
together -- or stagnate and scapegocat apart.

The Under Secretary of the Treasury for International Affairs is

charged with helping the President and the Secretary design and

implemant American international economic strategy. The Under

Secratary's responsibilities include the davelopment and

implerentation of policies in the areas of international

Bacroeconomic policy coordination, exchange rate policy, trade
—  _and investment-policy, international-debt strategy, and U.S.

. participation in international financial institutions. The Under
Secratary also serves as the G-7 Financial Deputy, with primary
responsibility for coordinating economic policy with other
“industrial nations, and as the financial "Sherpa” in preparation
for the annual Economic Summit.

There are many aspects to the job, but what I would like to do
this morning, Mr. cChairman and Mszbsrs of the Committee, is
outline for you four critical policy areas that will be at the
top of my agenda if I am confirmed.

Firest, ws must improve macrosconomic coordination between the
United States and its G-7 partners. The U.S. economy is likely
to grow far mors rapidly than ‘:h economies of Europe and Japan
over the next ysar or two. Wh.l., we can take satisfaction from
our recovery, slow growvth abroad means slower growth for U.S.
exports and rising trade imbalances.

Secratary Bentsen has taken the initiative to ravive the policy
coordination process -- which is important to the restoration of
global growth and employmsnt. The President's economic progran
has brought us nev raespect in the international economic arena.
And it will strengthen our hand in encouraging our major trading
partners to take complementary actions to strengthen in
their own countries. The Sacretary began this effort in London.
Both hes and the President have made it clear that they hope to
sae real prograss by the time of the Economic Sumait in Tokyo.

Sscond, we must work to promote international economic
integration and to insure that its benefits are shared fairly
among nations. There is no alternative to economic integration.
. As President Clinton said at American University, the United

B States must compete ~~- not retreat.
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This means ve must promote exports, because exports are ths path
to economic growth and to the creation of better jobs in the
United States. For America to sxpand exports, forsign markets .
sust be open. Good Uruguay Round and NAPTA agresments -- vhen !
concluded, as I am confident they will be ~~ will make a major
conttumtion to the health of our econcmy and to that of our
trading partnars. ’

But concluding trads treaties is not enough. Where seriocus
barriers to U.8. exports remain, e must vigorously snforce o
existing trade lawv to remove them The trading practices of
those nations that run chronic and increasing surpluses with most o
regions of the world are of particular concern. 5

If confirmed, I will plaeco pawlicular smphasis on promoting y
financial market libefalisatiem in Asia, Latin aAmerica, and
Europe. Our financial inefiitu€ions are world class innovators.
They will succeed where thaey are given the opportunity to

compete. I will also work te ensure that American firms are not
victinized by exchange rate manipulation. And Treasury will

insist on ensuring that just as our market is generally open to

foreign friends that wishi to invest here, foreign markets will be

opsn to American investsent. .

Third, we must do vha$ wé can tO ensure the success of Russia's
democratic and econciic refor® effort. Political socientists
offer this critical lesson of Nistory: democracies do not make
var on each other. T¢ this important political science maxim, an
economist would attach & oritidal corollary: demooragies can not
survir s ayperinflation. THese twin truths are overrxiding
consicsxations vien we gonfront American intereots in securing
the success of thd «udéttled reform effort undervay in Russiz.
Russia is perilously closé T¢ hyperintlation, and unless Russia's
leaders can reassert Bacroeconomio discipline, the country could
go the way of Weimaxr Gersany or the Junta's Argentina.

The Clinton Administration is already fully engaged in daevising
and implementing, in cooperation with cur allies, an effective
econonic assistance package for Russia the other states of
the former Soviet Unien. The Treasury department brings crucial
economic perspectives to the table.on matters concemiing
stabilization poliocy, debt, technical assistance, and economic
restructuring. The tasN of reduilding the Russian economy is the
greatest economic restrugturing jod since the Marshall Plan. If
confirmed, I will work, under Secretary Bentsen's leadership,
with the rest of the Adminietration and Congress to ensure that
the United States dcee 211 that it possibly can to support the
political and econolio tramsition in Russia at this historic
moment.

Fourth, ve must work t@ suppoxt sustainable and environmentally
responsible developsens in the daveloping world. With 1 billion
people trying to susvive om less than $1 a day, this is & moral
imperative. It is alee® an economic imperative as the developing
wvorld represents the fasteet-growing market for U.S. exports.
And it is a security imperative because prosperous nations are
most likely to be peaceful ones.

The Secratary of the Treas {® the U.S. Governor of the
Internat: ;nal Finanoial Institutions ~- the IMF, the World Bank,
and the regional developaent banks. These inatitutions afford
the United States extraordinary leverage. The World Bank, for
example, has committed over $220 billion to the less developed
world over ths last 40 years, wvhile U.S. contributions to the
Ban); have cost the taxpayers less than $2.0 billion over the same
period.
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12 these institutions are to serve U.8. interests in the Third
World, they must be much more than financial institutions. Thay
nust maka a real, as vell as a rhetorical commitment to helping
the poor and protect the environment. Ths Treasury Departmarnt
will break vlth tradition to ensure that the U.S8. reprasentatives
to these institutions draw on the expertiss of environmsnt and
development communities, &e well as the financial community.

In his welcoming addreas to the esployees of the Treasury
Departmsnt, Secretary Bentsen said that as the Dspartments of
state and Defense vere the qguarantors of military sscurity during
the Cold War, the Treasury Department must be the guarantor of :
America‘’s gconomic security in the post-Cold War world. It is a
distinct privilege and honor to have been asked by Secretary -
Bentsen and nominated by the President to serve at Yreasury

during tris critical time. Mr. Chairman and mambers, if

confin » , I look forward to working with you. Thank you.

BIOGRAPHICAL

Lawrence H. Summers is Vice President, Development Economics and Chief Econ-
omist of the Worid Bank. He is on leave from his position as Nathaniel Ropes Pro-
fessor of Political Economy at Harvard University. He is the author of more than
one hundred articles and to books, Tax Policy and the Economy and Understanding
Unemployment. .

Born in New Haven, Connecticut in 1954, Summers received his S.B. degree from
M.I.T. in 1976 and his Ph.D. from Harvard in 1982. He served as an assistant and
then associate professor of economics at M.L.T. from 1979 to 1982 and as Domestic
Policy Economist at the President’s Council of Economic Advisers during 1982-1983.
In 1983, he jeined the Harvard faculty as the youngest tenured professor in the his-
tory of the Harvard Economics Department. ‘

In 1987, Lawrence Summers was the first social scientist to receive the National
Science Foundation's $500,000 Alan T. Waterman Award given annually for out-
standing scientific contributions and was elected as a fellow of the American Acad-
emg' of and Sciences. He has been editor of The Quarterly Journal of Economics
and a number of other journals. He presently serves as a member of the Brookings
Panel of Economic Activity, a Research Associate of the National Bureau of Eco-
nor(r;}% Research, and a member of the Board of Advisors of the Congressional Budg-
et ce.

In addition to his academic research; Summers has written regularly in the busi-
ness press on a wide range of economic polici/)issues. Summers has served as a con-
sultant to the United States Treasury and Department of Labor aud a number of
mnggr U.8. corporations. He has also provided economic advice to the governments
of Mexico, Indonesia, Jamaica, and Lithuania. Summers was recently recognized by
The Economist magazine as one of the world’s leading young economists.

RESPONSE OF DR. SUMMERS TO A QUESTION SUBMITTED BY SENATOR RIEGLE

Question. Mr, Summers, the U.S. 'fovemment currently has frozen payments from
Iraq and Irag-based companies to U.S. companies for work or goods provided prior
to invasion of the Kuwait by Saddam Hussein.

One of these companies affected by this policy is Berger and Company based in
Saginaw, Michigan. Berger and Company has been waiting more than two years to
recover almost $2 million from an account in the Bank of New York.

All monies owed to this Michigan company are for business completed before the
invasion of Kuwait except ?ayment for the services rendered ip May.

As the Under Secre or International Affairs at the Treasury Department, will
you move quickly to unfreeze these assets? If not, what assumptions are you work-
ing from that precludes Berger and Company and companies In similar situations
from receiving payments from the blocked Iragi assets?

Answer. | referred your question to the Director of Foreign Assets Control at the
U.S. Treasury Department. He provided the following response:

“The agproach to satisfying claims of U.S. nationals against the Govern- .
ment of Iraq has aa its principal goal the equitable compensation cf all T
similarly situated U.S. claimants. Thus, any proposal with respect to the
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U.S. compensation regime must take into consideration the claims of all
U.8. daimants, and must proceed in coordination with the United Nations
S.o::amu ion Commaission. It must also take into secount lreﬁinﬁvamment
available to satisfy awards relative to the value of asserted.
As you are no doubt aware, on both the m and national levels, claims
far exceed assets. In the United States, claims against the Government of
are at least four to five times the value of blocked assets. -
ithin this factual context, several steps have been taken with respect
to compensgtions of U.8. nationals.- First, a tive proposal was sent to
the last Congress to establish a domestic claims settlement process for
3editou of Iraq, and a similar proposal is currently under review within

e Executive Branch. This review is near completion and a proposal should

be forwarded to Congress in the near future. d, the United States is
ly cooporating with the Uuited Nations Compensation Commission,
which will review claims of persons and entities resulting from the August
2, 1990 Iraqi invasion and occupation of Kuwait.

“Third, the Iraqi Sanctions Regulations, 31 C.F.R. Part 575 (the “Regula-
tions”), which imxglement the Presidential declaration of national emergency
with respect to , provide for the unblocking of Iraqi government prop-
aty to gemtit payment for goods exported prior to the irnposition of sanc-
tions where payment is required as a mandatory and bin mgl al obliga-
tion of a U.S, bank. Section 575.510 of the Regulations provides for the is-
suance of licensep to permit ra ent for pre-sanctions exports involvi?y a

re-August 2, 1990, irrevocable letter of credit issued or confirmed by a U.S.
k, or & letter of credit reimbursement confirmed by a U.S. bank. 31
C.F.R. 576.510. In contrast to the legal obligation imposed upon a bank
which confirms a letter of credit, an advising bank has no independent obli-
gation to pay a beneficiary, even upon the beneficiary’s compliance with the
terms of the letter of credit.

“The distinction made in section 575.510 merely preserves distinctions
made in letter of credit law which are central to that body of law. Letter
of credit law creates & fundamental and universally recognized difference
in the legal obligations of advising versus confirming banks. These distinc-
tions are set forth in the Uniform Customs and Practices for Documentary
Credits, 1983 revision (ICC Publication No. 400—“UCP”), which are incor-
porated by reference as the governing law of most international letters of
credit. In issuing or confirming a letter of credit, a bank contracts to pay
the beneficiary from its own funds upon fulfillment of the payment condi-
tions of the letter of credit contract. UCP, Art. 10(b). This is starkly dif-
ferent from advising a letter of credit, which is a simple accommodation to
another bank. The advising bank acts much as a mesaenger; it is a com-
plete stranger to the letter of credit contract, and undertakes no obligation
ioz any party to the contract to make payment. UCP, Arts. 6 and 8; see Art.

“The issue you raise regarding the issuance of licenses with respect to ad-
vised letters of credit is currently in litigation in Consarc Corporation v.
Iraqi Ministry of Industry and Minerals, No. 90-2269, before the United
States District Court for the District of Columbia. Several appeals of the
district court’s rulings in Consarc have been filed with the United States
Court of A%geals for the District of Columbia. In addition, several other
cases have been initiated addressing this question. E'%l' Bergerco. Canada
v. Iraqi State Company for Food Stuff Trading et al., No. 92-2781 (D.D.C.
filed Dec. 10, 1992).

“Consarc arose out of a contract for the sale of furnaces by Consarc to
the Iraqi Ministry of Industry and Minerals (“Iraqi MIM"). To finance the
sale, Iragi MIM had Rafidain Bank, an Iraqi bank, ogen a $6.4 million let-
ter of credit in favor of Consarc, advised by Pitts “(tﬁl National Bank
(“PNB”) without PNB assuming any oblégation to pay Consarc. The Bank
of New York (“BONY"), not a party to the letter of credit, entered into a
confirmed reimbursement credit agreement with PNB. PNB was free to de-
termine at the time documents were presented whether to pay Consarc. If
PNB chose to pay, BONY would then reimburse PNB using its own funds
and reimbursge itself from the collateral set aside for BONY by Rafidain.
These manwonu did not give Censarc the right to obtain the funds set
aside for BONY in Rafidain Bank’s account.

“No goods were shipped prior to imposition of sanctions and the Prosi-
dential blocking of Iraqi government prgBeNr% Blocked Iraqi government
property included Rafidain’s account at holding sums including the
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$6.4 million collateralizing Rafidain's ob&pﬂon to BONY under the reim-
bursement credit, and the firnaces man acturodfonhelm'g’ixovemmept.

“In its most recent orders, the district court ruled that although the fur-
naces or their sales prouo&l were %ﬂ'x blocked as Iraqi government
pﬁm 'rtg;emtyof‘t)g i“nth:aflm dor;eredwm
n 0 e men q, an s
of Foreégn Assats Control to unblock thege funds, We believe that the
court’s decision with respect to the $6.4 million blocked account improperly
evaluated the rights and obligations of the parties under letter of credit
law, and failed to consider important as of the International Emer-
gen ic Powers Act and the implementing Regulations. The deci-
sion is on appeal. °

“We do not see legal or public policy merit to affording access to blocked
Iraqi assets to beneficiaries of advised Iraqi letters of credit on which no
person in the United States has any pagnent obligation. Such beneficiaries
are not differently situated from any other unsecured creditor of Iraq, and
should not receive priority over other unsecured creditors. Licenses issued

ursuant to section 575.610 of the Regulations provide for payment to bene-

ciaries of Iraqi letters of credit only where an independent legal obligation
to pay the benefici from non-Iraqi funds exists on the part of a U.S.
bank. The confirming bank, in turn, is only licensed to reimburse itself from
blocked Iragi furds that, prior to the imposition of sanctions, and pursuant
to the confirmation, were specifically set aside as collateral for the U.S.
bank’s payment obligation.

“We recognize and regret the inconvenience and hardship that ecoromic
sanctious programs inevitably impose on U.S, citizens, and endeavor to ad-
minister our programs in a manner that minimizes such hardships, We be-
lieve that the inistration and the Congress are united in the view that
economic sanctions constitute an effective tool of U.S. foreign policy, and
help speed resolution of national emergencies declared with respect to tar-
f’et governments such as Iraq, notwithstanding the bupdens imposed on the

.8. private and public sectors through these programs. We also believe
that the Congress desires eql\;itable treatment among similarly situated
U.S. claimants, including the U.8S. Government, and that the Department's
current licensing policies preserve that equity pending a comprehensive do-
mestic claims settlement program.”

RESPONSES OF DR. SUMMERS TO QUESTIONS SUBMITTED BY SENATOR PACKWOOD

Question No. 1. I'd like to get your general philosophy on taxes—should we be
mcmt:E more toward consumption taxes and away from taxes on savings and invest-
ments?

Answer. 1 have felt that consideration should be given to greater reliance on con-
sumption taxes. The Administration’s proposals incorporate one kind of consumption
tax in the form of an energ (or BTIB tax. In addition to raising revenues needed
to help reduce the deficit, the proposed energy tax will encourage greater efficiency
in energy consumption and reduced environmental damage.

Question No. 2. If you think emphasis should be on consumption taxes, should a
consumption tax replace our current income tax system or should it be an additional

Answer. I do not think that if additional consumption taxes were introduced, they
would r‘fﬁlace the existing income taxes. More likely, they will be used to raise reve-
nues while meetingsother policy objectives, as does the proposed energy tax.
Question No. 3. Should a consumption tax go to reduce the deficit or fund more
spending, like health care?

_Answer. The additional revenues from the energy tax will help to reduce the defi-
cit. As far as health care is concerned, no decisions have been made at this time.
But certainly taxes on consumption should be among the options considered for fi-
nancing health care reform. Taxes on alcohol, tobacco, and health insurance pre-
miuma are forms of consumption taxes that have been mentioned publicly. But any
decision in this area would have to carefully weigh these options as part of an over-
all program of health care reform.

uestion No. 4. In the past you have said that our tax system needs to discourage
short-term securities speculation because it diverts capital from more long-term pro-
ductive uses and causes unstable markets. How would you reform the tax system
to disco e, rather than encourage, short-term speculation?

Answer. ile 1 have in the past entertained the idea of using the tax system
to discourage short term speculation, I believe the President’s proposals, which seek
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to improve the long term health of our economy, should encourage investors to take

a longer term prolmive.

zuutionNo.E. t is your position on a securities transfer excise tax?

. On examining this issue in the past, I have found that economic argu-
ments can be made for using a securities transfer excise tax (STET) to curb excesses
associated with short term speculation in international security markets. Since
then, other countries have reduced their securities transfer excise taxes (STET) suf-
ficiently so0 that the arguments whick can be made against such a tax have ter
[ ce. Hence, I believe that the United States should proceed cautiously, and

on a multilateral basis, in this area.
jon No. 6. If you believe we should impose a securities transfer excise tax,
would you use the revenues to reduce the rate on capital gai

. Neither a securities transfer tax nor a broad reduction in the capital
gains tax is currently under consideration by the Administration.

Question No. 7. Would you ngport an excise tax on electronic transfer of funds?

Answer. An argument for such a tax could be made to the extent that the reve-
nues pay for services provided. User fees are charged, for example, by the Federal
Reserve for electronic services provided to banks. Gther than as a user fee, however,
it is not clear what good arlﬁuments could be made in favor of a tax on electronic
funds transfers. Such tax could discourage adoption of cost-reducing technology, and
could increase the cost and reduce the production of financial services by banks. 1
do not support such a tax at this time.

Question No. 8. 1 noticed on your resume &?u have advised the Governments of
Mexico, Indonesia, Jamaica, and Lithuania. Could you explain in detail what work
you did for these governments, and whether you think it poses any potential conflict
of intereats if you were confirmed as Under ?

Answer. My work for the four governments was as follows:

o Mexico: A number of years ago—probably in 1987—I participated in a set of die-
cussions with their tax officials on the question of indexing Mexico’s income tax
system. For this I was paid between $2,000 and $3,000 by the Mexican Govern-
ment. -

o Indonesia: In 1979 and 1980, I advised Indonesia on petroleum pricing. I
worked under the auspices of the Harvard Institute for International Develop-
ment and was paid less than $5,000.

o Jamaica: In 1982, I advised Jamaica on the creation of a new input/output table
and on monetary gggcy questions. ] worked under the auspices of MIT and was

aid less than $5
e Lithuania: In 1990, I advised the Lithuanian Prime Minister on monetary re-
form and other economic issues prior to the time when Lithuania became inde-
ndent. The only psyment I received for this work came from the Soros Foun-
ation, for my travel and living expenses.

Given the nature, quantity and timing of work I did for the four governments,
I do not ive that it could give rise to any potential conflict of interests if I were
confirmed Under tary.
Question No. 9. In an October 1988 article in the Financial World you stated that
there should not be barriers to imports in order to protect domestic industries. 1
agree with you, and ask should your philosophy apply to Treasury’s review of the
tariff reclassification of mini-vans—which, if reversed, would increase the tariff on
. these vehicles from 2.5 percent to 25 percent?
D Answer. The classification of multipurpose vehicles, such as minivans, is a 185?‘
B uestion, falling under the jurisdiction of the Commissioner of Customs and the
&eaaury Secretary for Enforcement and ultimately the Secretary. Thus, they must
decide how to interpret correctly the tariff classification language based on the Har-
monized System of tariff nomenclature and passed by the Congress.
is case would not be a question of protection but of the legal merits. My con-
tribution would be limited to explaining the international implications of a decision
that must rest on interpreting U.S. law.

Question No, 10. A mor Pro of the previous Administration was the EAI,
which was designed to reduce debt and open markets in Latin America. How do you
tlunkif ;onﬁ?nea Q%x;ouam has worked in the past, and do you intend to actively pursue it

Answer. The Administration is in the process of reviewing how to continue to
achieve the objectives of the Enterprise for the Americas Initiative, within current
b tary constreints, A request for funding for the EAI p will be included
in the Preai@egt’a FY94 mget request, which we expect to be presented to Con-
gress on X
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The Enterprise for the Americas Initiative was designed as a cooperative effort
to increase trade, investment, and growth throughout the hemisphere. to
date on its trade, investment, debt, and environment components include:

o Successful completion of negotiations on the North American Free Mm ’

ment with Mexico and Canada. In addition to NAFTA, agreements to
discussion of trade and investment issues are in place with all but three coun-
tries in the region, a first step toward the ultimate objective of accomplishing
free trade throughout the hemisphere, .

¢ Two new programs have been established in the Inter-American Development
Bank to support countries’ investment policy reforms. The IDB Board has ap-
proved 9 investment sector loans, and the newly created Multilateral Invest-
ment Fund has a eapitalizationr:xﬂledge of nearly $1.8 billion.

.o The USG has reduced $875 million in bilateral debt obligations of seven coun-
tries in the region that are implementing sound economic reform programs, in-
clixding substantial investment liberalization, consistent with Congressional leg-
islation.

¢ These debt reduction agreements will facilitate a new source of funding, poten-
tially totalling $154 million, for grass roots environmental and child survival
projects in these seven countries.

Question No. 11. You mentioned in your testimony that the United States must
vigorously enforce existing trade laws to remove serious barriers to U.S. exgom
particularly against nations that run chronic and increasing trade surpluses. S ould
this be the major emphasis in reducing our trade deficit (e.g., with Japan and
China), or—as dyou argued in the ps&er “U.S. Competitiveness: Beyond the Trade
ll))ae}ﬁcit;"'-,—ehoul we focus on cutting the federal budget deficit to improve our trade

ance?

Answer. Our global trade deficit is largely determined by myacroeconomic factors.
The Clinton Plan will contribute to lower trade deficits in several important ways:

¢ Reducing our federal budget deficit and increasing domestic savings will con-
tribute to reducing import consumption.

o Higher investment and a better trained labor force with the opportunity to be
retrained for the challenges of today’s global economy will strengthen our ability
to compete in world markets. -

¢ In addition, the Plan puts us on the higher ground to encourage ways of restor-
ing and strengthening the growth in Europe and Japan, bilaterally and as part
of revived G-7 process.

At the same time, barriers by our trading partners can have a significant impact
on particular U.S. industries. Therefore, it is also important that we simultaneously
pursue the elimination of significant barriers to U.S. exportsa. We want to ensure
that U.S. industries can compete internationally without facing major artificial bar-
riers.

Question No. 12. You wrote in the paper “Challe:gea We Face” (November 1991)
that we are more likely to see what will be labelled as a successful completion of
the Uruguay Round than what could honestly be called completion of a successful
gomgg%y Round. What do you think is necessary for completion of a successful

un

Answer. Needless to say, “Challenges We Face” was written before the election.
I have full confidence in statements by the President and Ambassador Kantor that

they will only agree to a good Uruguay Round agreement.
S{xch an agreement should inclu%l;ia

significant reductions in tariff and non-tariff barriers by our trading partners;
services rules and commitments that lead to liberalization;

rules to provide adequate and effective intellectual propercg protection;
substantial liberalization in the agricultural sector, including reductions in in-
%mal supports and export subsidies and conversion of all trade barriers to tar-
iffs.

But most important our key trading partners must undertake a level of commit-

-ment to liberalization that is equivalent to ours. Multilateral trade liberalization

can meke an imarortant contribution to economic growth not only here in the United
States but globally.

RESPONSES OF DR. SUMMERS TO A QUESTION SUBMITTED BY SENATOR DOLE

Question. Several American companies -have agslied to the Office of Foreign As-
esets Control for licenses to obtain payments from blocked Iragi bank accounts.
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These companies contend that they had irrevocable letters of credit issued by
Iragi banks and had shipped the or otherwise performed their contracts prior
to Iraq’s invasion of Kuwait on August 12, 1990.

my staff inquired of Treasury the reasons for denying the licenses, several
answers were provided. One official said the problem was that the letters were “ad-
vised” rather “confirmed.” Another official said it was due to the fact that the
cases were being heard in Federal Court.

A Jan 15 letter from the then Assistant Secretary of Treasury for Legistative
Affairs concludes that these claims are part of all other claims against the Govern-
" ment of Iraq including those imposed with sanctions after the invasion of Kuwait,
and argument not mage by the other two officials.
ease provide the reason or reasons for denying the licenses requested by the
companies.

In Lisht of the court ruling in Consarc Corporation v. the Iraqi Ministry of Indus-
try and Minerals which found Treasury’s arguments in error, please advise what
Treasury’s position is on further court procedures re ing these cases.

In rega.nf:o the January 15 letter, please advise if Treasury considers these cases
to be part of all other claims against Iraq, including those of the U.S, Government.

Answer. ] referred your question to the Director of Foreign Assets Contro! at the
U.S. Treasury Department. He provided the following response:

" “The agproach to satisfying claims of U.S. nationals against the Govern-
ment of Iragq has as its principal 1 the equitable oomgensation of all
similarly situated U.S. claimants. Thus, any pr?oaa] with respect to the
U.S. compensation regime must take into consideration the claims of all
U.8. claimants, and must proceed in coordination with the United Nations
Compensation Commission. It must also take into account Iraqi government
asgets available to satisfy awards relative to the value of claims asserted.
As you are no doubt aware, on both the §lobal and national levels, claims
far exceed assets. In the United States, claims against the Government of
Iraq are at least four to five times the value of blocked assets.

ithin this factual context, several steps have been taken with respect
to compensation of U.S. nationals. First, a legislative proposal was sent to
the last Congress to establish a domestic claims settlement process for
creditors of Iraq, and a similar proposal is currently under review within
the Executive Branch. This review is near completion and a proposal should
be forwarded to Congress in the near future. Second, the United States is
fally %emting with the United Nations Compensation Commission,
which will review claims of persons and entities resulting from the August
2, 1990 Iraqi invasion and occupation of Kuwait.

“Third, the Iraqi Sanctions Regulations, 31 C.F.R. Part 575 (the “Regula-
tions”), which implement the Presidential declaration of national emergency
with respect to Iraq, provide for the unblocking of Iraqi government prop-
erty to permit payment for goods exported prior to the imposition of sanc-
tions where Spayment is required as a mandatory and binding legal obliga-
tion of a U.S. bank. Section 575.510 of the Regulations provides for the is-
suance of licenses to permit Pai'ment for pre-sanctions exports involvitg a
gari-August 2, 1990, irrevocable letter of credit issued or confirmed by a U.S.

k, or a letter of credit reimbursement confirmed by a U.S. bank. 31
C.F.R. 575.510. In contrast to the } obligation imposed upon a bank
which confirms a letter of credit, an advising bank has no independent obli-
getion to pay a beneficiary, even upon the beneficiary’s compliance with the
terms of the letter of credit.

“The distinction made in section 575.510 merely preserves distinctions
made in letter of credit law which are central to that body of law. Letter
of credit law creates a fundamental and universally recognized difference
in the legal obligations of advising versus confirming banks. These distinc-
tions are set forth in the Uniform Customs and Practices for Documentary
Credits, 1983 revision (ICC Publication No. 400—“UCP”), which are incor-
porated by reference as the governing law of most international letters of
credit. In issuing or confirming a letter of credit, a bank contracts ‘o pay
the beneficiary its own funds upon fulfillment of the payment condi-
tions of the letter of credit contract. UCP, Art. 10(b). This is starkly dif-
ferent from advising a letter of credit, which is a siraple accommodation to
another bank. The advising bank acts much as a messenger; it is a com-
plete stranger to the letter of credit contract, and undertakes no obligation
t102 any party to the contract to make payment. UCP, Arts. 6 and 8; see Art.
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“The issue you raise regarding the issuance of licenses with respect to advised
letters of credit is currently in litigation in Consarc Co ion v. Iragi Ministry
:{: Industry and Minerals, No. 90-2269, before the United States District Court for

e District of Columbia. Several appeals of the district court’s rulings in Consare
have been filed with the United States Court of Appeals for the District of Colum-
bia. In addition, several other cases have been initiated addressing this question.
E.g., Bergerco. Canada v. Iragi State Company for Food Stuff Trading et al., No.
922781 (D.D.C. filed Dec. 10, 1992).

“Consarc arose out of a contract for the sale of furnaces by Consarc to
the Iraqi Ministry of Industry and Minerals (“Iraqgi MIM”™). To finance the
sale, Iraqi MIM had Rafidain Bank, an Iraqi bank, ogen a $6.4 million let-
ter of credit in favor of Consarc, advised by Pittsl h National Bank
(“PNB”) without PNB assuming any obligation to pay Consarc. The Bank
of New York (“BONY™), not a party to the letter of credit, entered into a
confirmed reimbursement credit agreement with PNB. PNB was free to de-
termine at the time documents were presented whether to pay Consarc. If
PNB chose to pay, BONY wouid then reimburse PNB using its own funds
and reimburse itself from the collateral set aside for BONY by Rafidain.
These arrangements did not give Consarc the right to obtain the funds set
aside for BONY in Rafidain Bank’s account.

“No goods were shipped prior to imposition of sanctions and the Presi-
dential blocking of Iraqi government pmge};t‘}. Blocked Iraqi government

roperty included Rafidain’s account at B holding sums including the

.4 million collateralizing Ratidain’s obligation to BONY under the reim-
bursement credit, and the furnaces manufactured for the Iraqi government.

“In its most recent orders, the disirict court ruled that although the fur-
naces or their sales proceeds were ;ﬁxgerly blocked as Iraqi government
property, the funds on deposit in the dain Bank account at BONY were
not the proparty of the Government of Iraq, and ordered Treasury’s Office
of Foreign Assets Control to unblock these funds. We believe that the
court’s decision with respect to the $6.4 million blocked account improperly
evaluated the rights and obligations of the parties under letter of credit
law, and failed to consider important aspects of the International Emer-
gency Economic Powers Act and the implementing Regulations. The deci-
sion is on appeal.

“We do not see legal or public golicy merit to affording access to blocked
Iragi assets to beneficiaries of advised Iraqi letters of credit on which no
person in the United States has any payment obligation. Such beneticiaries
are not differently situated from any other unsecured creditor of Iraq, and
should not receive priority over other unsecured creditors. Licenses issued
Fursuant to section 575.610 of the Regulations provide for payment to bene-
iciaries of Iraqi letters of credit only where an independent Iegal obligation
to pay the beneficiary from non-Iraqi funds exists on the part of a U.S.
bank. The confirming bank, in turn, is only licensed to reimburse itself from
blocked Iraqi funds that, prior to the imposition of sanctions, and pursuant
to the confirmation, were specifically set aside as collateral for the U.S,
bank’'s payment obligation.

“We recognize and regret the inconvenience and hardship that economic
sanctions programs inevitably impose on U.S. citizens, and endeavor to ad-
minister our programs in a manner that minimizes such hardships. We be-
lieve that the A:ﬁ:un istration and the Congress are united in the view that
economic sanctions constitute an effective tool of U.S. foreign policy, and
help speed resolution of national emergencies declared with respect to tar-

t governments such as Iraq, notwithstanding the burdens imposed on the

8. private and public sectors through these programs. We also believe
that the Congress desires eq(t;itable treatment among similarly situated
U.S. claimants, including the U.S. Government, and that the Department’s
current licensing policies preserve that equity pending a comprehensive do-
mestic claims settlement pro,’ am.”

RESPONSES OF DR. SUMMERS TO A QUESTION SUBMITTED BY SENATOR ROTH

Question. Will the Office of Foreign Assets Control (OFAC) continue to deny {;Iag
ment from blocked Iragi accounts to the domestic and foreign subsidiaries of U.S.
companies if the follo two conditions exist: (1) letters of credit were issued by
Iraqi banks and advised by U.S. banks; and (2) thgeggoods were shipped or the con-
tract was otherwise performed prior to August 2, 1990? -
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Answer. 1 referred your question to the Director of Foreign Assets Control at the
U.S. Treasury Department. He provided the following response:

“The approach to satisfying claims of U.S. nationals against the Govern-
ment of Iraq has as its principal ﬁml the equitable compensation of all
gimilarly situated U.S. claimants. Thus, any pro with respect to the
U.S. compensation regime must take into consideration the claims of all

U.S. claimants, and must proceed in coordination with the United Nations

Compensation Commission. It must also take into account Iraqi government
assets available to satisfy awards relative to the value of clgms asserted.
As you are no doubt aware, on both the global and national levels, claims
far exceed assets. In the United States, claims against the Government of
Iraq are at least four to five times the value of blocked assets. )

ithin this factual context, several steps have been taken with respect - “

to compensation of U.S. nationals. First, a lestasllr:?ve proposal was sent to
the last Congress to establish a domestic claims settlement process for
creditors of Iraq, and a similar proposal is currently under review within
the Executive Branch. This review is near completion and a proposal should
be forwarded to Congress in the near future, nd, the United States is
fully eoolﬁerat'mg with the United Nations Compensation Commission,
which will review claims of persons and entities resulting from the August
2, 1990 Iraqgi invasion and occupation of Kuwait.

“Third, the Iragi Sanctions Regulations, 31 C.F.R. Part 675 (the “Regula-
tions”), which implement the Presidential declaration of national emergency
with respect to Iraq, provide for the unblocking of Iraqi government prop-
erty to permit payment for goods exported prior to the imposition of sanc-
tions where payment is required as a mandatory and bin le%a) obliga-
tion of a U.S. bank. Section 575.510 of the Regulations provides for the is-
suance of licenses to permit ent for pre-sanctions exports involving a

re-August 2, 1990, irrevocable letter of credit issued or confirmed by a U.S.

ank, or a letter of credit reimbursement confirmed by a U.S. bank. 31
C.F.R. 576.510. In contrast to the lecFal obligation imposed upon a bank
which confirms a letter of credit, an advising bank has no independent obli-
gation to pay a beneficiary, even upon the beneficiary’s compliance with the
terms of the letter of credit.

“The distinction made in section 576.510 merely preserves distinctions
made in letter of credit law which are central to that body of law. Letter
of credit law creates a fundamental and universally recognized difference
in the legal obligations of advising versus confirming banks. These distinc-
tions are set forth in the Uniform Customs and Practices for Documentary
Credits, 1983 revision (ICC Publication No. 400—“UCP"), which are incor-
porated by reference as the governing law of most international letters of
credit. In issuing or confirming a letter of credit, a bank contracts to pay
the beneficiary from its own funds upon fulfillment of the payment condi-
tions of the letter of credit contract. UCP, Art. 10(b). This is starkly dif-
ferent from advising a letter of credit, which is a simple accommodation to
another bank. The advising bank acts much as a mecienger; it is a com-
ple stranger to the letter of credit contract, and undertakes no obligation
to sny p-riy to the contract to make payment. UCP, Arts. 6 and 8; see Art.
A,

“The issue you raise regarding the issuance of licenses with respect to ad-
vised letters of credit is currently in litigation in Consarc Corporation v.
Iraqi Ministry of Industry and Minerals, No. 90-2269, before the United
States District Court for the District of Columbia. Several appeals of the
district court’s rulings in Consarc have been filed with the United States
Court of Appeals for the District of Columbia. In addition, several other
casles h.age ecx:] initiate%o at}?%uéng ffthia question. IE%I' B;r?'rgeé;:gl ((Isng%a
v. i State Company for tuff Trading et al., No. 92-- .D.C.
ﬁledmgecrlo. 1992).

“Consarc arose out of a contract for the sale of furnaces by Consarc to
the Iraqi Ministry of Industry and Minerals (“Iraqi MIM"). To finance the
sale, Iraqi MIM had Rafidain Bank, an Iragi bank, ogen a $6.4 million let-
ter of credit in favor of Consarc, advised by Pitts National Bank
(“PNB”) without PNB assuming any obligation to pay Consarc. The Bank
of New York (“BONY™), not a Earty to the letter of credit, entered into a
confirmed reimbursement credit agreement with PNB. PNB was free to de-
termine at the time documents were presented whether to pay Consare, If
PNB chose to pay, BONY would then reimburss PNB using its own funds

R
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and reimburse itself from the collateral set aside for BONY by Rafidain.
These arrangements did not give Consarc the right to obtain the funds set
aside for BONY in Rafidain Bank’s account.
“No goods were shipped prior to imposition of sanctions and the Presi-
dential blocking of Iraqi government proge}x;t%. Blocked Iraqi government
T0 included Rafidain’s account at B holding sums including the

. ion collateralizing Rafidain’s obligation to BONY under the reim-
bursement credit, and the furnaces manufactured for the lra&i government.

“In its most recent orders, the district court ruled that although the fur-
naces or their sales proceeds were properly blocked as Iragi government
property, the funds on deposit in the dain Bank account at BONY were
not the property of the Government of Iraq, and ordered Treasury’s Office
of Foreign Assets Control to unblock these funds. We believe that the
court’s decision with respect to the $6.4 million blocked account improperly
evaluated the rights and obligations of the parties under letter of credit
law, and failed to consider important aspects of the International Emer-
gency Economic Powers Act and the implementing Regulations. The deci-
sion is on appeal.

“We do not see legal or public golicy merit to affording access to blucked
Iraqi asgsets to beneficiaries of advised Iraqi letters of credit on which no
person in the United States has any payment obligation. Such beneficiaries
are not differently situated from any other unsecured creditor of Irag, and
should not receive priority over other unsecured creditors. Licenses issued

ursuant to section 575.510 of the Regulations provide for payment to bene- .

iciaries of Iraqi letters of credit only where an independent legal obligation
to pay the benefici from non-Iraqi funds exists on the part of a US.
bank. The confirming bank, in turn, is only licensed to reimburse itself from
blocked Iraqgi funds that, prior to the imposition of sanctions, and pursuant
to the confirmation, were specifically set aside as collateral for the U.S.
bank’s payment obligation.

“We recognize anc regret the inconvenience and hardship that economic
sanctions programs inevitably impcse on U.S. citizens, and endeavor to ad-
minister our programs in a manner that minimizes such hardships. We be-
lieve that the inistration and the Congress are united in the view that
economic sanctions constitute an effective tool of U.S. foreign policy, and
help speed resolution of national emergencies declared with respect to tar-
E}et goveinments such as Iraq, notwithstanding the burdens imposed on the

.8, private and public sectors through these programs. We also believe
that the Congress desires equitable treatment among similarly situated
U.S. claimants, including the'U.S. Government, and that the Departmert’s
current licensing policies preserve that equity pending a comprehensive do-
mestic claims settlement program.”

RESPONSES OF DR. SUMMERS TO QUESTIONS SUBMITTED BY SENATOR GRASSLEY

Question No. 1. I want to thank you for already following up on a problem I dis-
cussed with you when you visited with me in my office. And that problem involves
a Treasury report that was mandated by Congress and is supposed to detail the as-
sets held in this country by terrorist countries or organization. The problem is that
the report is a year overdue, but I'm encouragad that there now seems to be some
movement towards issuing the report.

The largest and most darin, terrorist attack in the United States has just taken
place with the bombing in New York. And, so its even more important that victims
of terror are able to go after these assets and put the terrorist on the defensive.
I hope you'll continue to help ride herd on this report until it gets out.

Back in January, I asked Secretary Bentsen to look into the concerns of U.S. com-
anies who have been blocked by Treasury from getting at money owed to them that
as been stuck in frozen Iragi accounts. I haven't heard about any movement on

this problem yet. Could you follow up and let me know if Treasury has any plans
to resolve this problem?

Answer. 1 referred your question to the Director of Foreign Assets Control at the
U.S. Treasury Department. He provided the following response:

“The approach to satisfying claims of U.S. nationals against the Govern-
ment of Iraq has as its principal 'ﬁ(:al he equitable compensation of all
similarly situated U.S. claimants. Thus, any pro with respect to the
U.S. compensation regime must take into consideration the claims of all
U.S. claimants, and must proceed in coordination with the United Nations
Compensation Commission. It must also take into account Iraqi government
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assets available to satisfy awards relative to the value of claims asserted.
As you are no doubt aware, on both the ilobal and national levels, claims
far exceed assets. In the United States, claims against the Government of
Iraq are at least four to five times the value of blocked assets.

ithin this factual context, several steps have been taken with respect
to compensation of U.S. nationals. First, a leﬁislative proposal was sent to
the last Congress to establish a domestic claims aettlement process for
creditors of Iraq, and a similar proposal is currently under review within
the Executive Branch. This reviev is near completion and a proposal should
be forwarded to Congress in the near future. Second, the United States is
fully cooperating with the United Nations Compensation Commission,
which will review claims of persons and entities resulting from the August
2, 1990 Iraqi invasion and occupation of Kuwait.

“Third, the Iraqi Sanctions Regulations, 31 C.F.R. Part 575 (the “Regula-
tions”), which implement the Presidential declaration of national emergency
with respect to Iraq, provide for the unblocking of Iraqi government prop-
erty to {ermit payment for goods exported prior to the imposition of sanc-
tions where payment is required as a mandatory and binding lega! obliga-
tion of a U.S. bank. Section 575.5610 of the Regulations provides for the is-
suance of licenses to permit payment for pre-sanctions exports involving a
gre-August 2, 1990, irrevocable letter of credit issued or confirmed by a U.S.

ank, or a letter of credit reimbursement confirmed by a U.S. bank. 31
C.F.R. 5756.5610. In contrast to the legal obligation imposed upon a bank
which confirms a letter of credit, an advising bank has no independent obli-
gation to pay a beneficiary, even upon the beneficiary’s compliance with the
terms of the letter of credit.

“The distinction made in section 575.510 merely preserves distinctions
made in letter of credit law which are central to that body of law. Letter
of credit law creates a fundamental and universally recognized difference
in the legal obligations of advising versus confirming banks. These distinc-
tions are set forth in the Uniform Customs and Practices for Documentary
Credits, 1983 revision (ICC Publication No. 400—“UCP”), which are incor-
porated by reference as the governing law of most international letters of
credit. In issuing or confirming a letter of credit, a bank contracts to pa
the beneficiary from its own funds upon fulfillment of the payment cond-
tions of the letter of credit contract. UCP, Art. 10 (b). This is starkly dif-
ferent from advising a letter of credit, which is a simple accommodation to
another bank. The advising bank acts much as a messenger; it is a com-
plete stranger to the letter of credit contract, and undertakes no obligation
t& any party to the contract to make payment. UCP, Arts. 6 and 8; see Art.

“The iseue you raise regarding the issuance of licenses with respect to ad-
vised letters of credit is currently in litigation in Consarc Corporation v.
Iragi Ministry of Industry and Minerals, No. 90-2269, before the United
States District Court for the Diatrict of Columbia. Several appeals of the
district court’s rulings in Consarc have been filed with the United States
Court of Appeals for the District of Columbia. In addition, several other
cases have been initiated addressing this question. E%, Bergerco. Canada
v. Iragi State Company for Food Stuff Trading et al,, No. 92-2781 (D.D.C.
filed Dec. 10, 1992).

“Consarc arose out of a contract for the sale of furnaces by Consarc to
the Iraqi Ministry of Industry and Minerals (“Iraqi MIM"). To finance the
sale, Iraqi MIM hagd Rafidain Bank, an Iraqi bank, open a $6.4 million let-
ter of credit in favor of Consarc, advised by Pitts h National Bank
(“PNB”) without PNB assuming any obligation to pay Consarc. The Bank
of New York (“BONY”), not a party to the letter of credit, entered into a
confirmed reimbursement credit agreement with PNB. PNB was free to de-
termine at the time documents were presented whether to pay Consarc. If
PNB chose to pay, BONY would then reimburse PNB using its own funds
and reimburse itself from the collateral set aside for BO by Rafidain.
These arrangements did not give Consarc the right to obtain the funds set
aside for BONY in Rafidain Bank’s account.

“No guods were shipped prior to imposition of sanctions and the Presi-
dential blocking of Iraqi government ngeﬁ%" Blocked Iraqi government

rogerty included Rafidain’s account at B holding sums including the
gG. million collateralizing Rafidain’s obligation to BONY under the reim-
bursement credit, and the furnaces manufactured for the Iragi government.
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“In its most recent orders, the district court ruled that although the fur-
naces or their sales p were %r:gerly blocked as Iragqi ernment
property, the funds on daosit in the dain Bank account at BONY were
not the property of the Government of Iraq, and ordered Treasury’s Office
of Foreign Assets Control to unblock these funds. We believe that the
court’s decigion with respect to the $6.4 million blocked account improperly
evaluated the rights and obligations of the parties under letter of credit
law, and failed to consider important aspects of the Internationral Emer-
gency Economic Powers Act and the implementing Regulations. The deci-
sion is on appeal.

“We do not see legal or public policy merit to affording access to blocked
Iraqi assets to beneficiaries of advised Iraqgi letteras of credit on which no
person in the United States has any payment obligation. Such beneficiaries
are not differently situated from any other unsecured creditor of Iraq, and
should not receive priority over other unsecured creditors. Licenses issued
gursuant to section 575.510 of the Regulations provide for payment to bene-

ciaries of Iraqi letters of credit only where an independent legal obligation
to pi‘ay the benefici from non-Iragi funds exists on the part of a U.S.
bank. The oonﬁrmin% ank, in turn, is only licensed to reimburse itself from
blocked Iragi funds that, prior to the imposition of sanctions, and pursuant
to the co ation, were specifically set aside as collateral for the U.S.
bank’s payment obligation.

“We recognize and regret the inconvenience and hardship that econ:mic
sanctions programs inevitably impose on U.S, citizens, and endeavor to ad-
minister our pﬁrams in a manner that minimizes such hardships. We be-
lieve that the Administration and the Congress are united in the view that
economic sanctions constitute an effective tool of U.S. foreign policy, and
help speed resolution of national emergencies declared with respect to tar-
E?t governmenta such as Iraq, notwithstanding the burdens imposed on the

.S. private and public sectors through these programs. We also believe
that the Congress desires e%\}itable treatment among similarly situated
U.S. claimants, including the U.S. Government, and that the Department’s
current licensing policies preserve that equity pending a comprehensive do-
mestic claims settlement program.

“With regard to your interest in Treasury’s report on international terror-  °

ist assets in the United States, our report should be forwarded to Congress
shortly. You should be aware that the report does not contain information
on funds held by the terrorist organizations themseives. The report provides
information only on the funds of certain terrorist-supporting states blocked
under economic sanctions programs enforced by Treasury.”

Question No. 2. Both the Israeli and Jordanian leaderships have requested that
the World Bank become more involved in the Middle East. oughout the Middle
East Peace negotiations, the parties have agreed to initiate many studies on re-

ional problems. Unfortunately, few if any of these studies have yet to take place.

is is partly due to a lack of funding. .

As Undersecretary, gou can play a crucial role in promoting assistance programs
g) regional areas, such as the Middle East, through organizations like the World

Would you support increased World Bank involvement in these areas, and do you
have any specific recommendations?

Answer. 1 strongly support and will work to increase the effectiveness of the
World Bank'’s efforts to promote economic integration and sustainable development
in the Middle East. Egypt and Jordan are traditional Bank borrowers, with new
Bank commitments to these two borrowers over the last three years totaﬁing $1,162
million; $962 million to Egypt and $200 million to Jordan. The Bank has also just
undertaken a major reconstruction loan for Lebanon.

Bank commitments to Eg;xt over the next few years is e?ected to average about
$400—450 million annually; there will also be considerable Bank efforts in such key
non-lending activities as economic and sector work, aid coordination, and improved
g:rtfoiio implementation. The Bank also plans a number of new operations for Jor-

n, although the level of Bank lending is contingent on progress by Jordan in un-
dertaking needed structural reform.

- On March 2, the Bank approved a $17% million “Emergency Rehabilitation and
Reconstruction” loan to Lebanon to finance part of the Government’s three year
emergency '&mgam to rehabilitate essential ghysical infrastructure, housing and
education. The Bank is also working to strengthen aid coordination for Lebanon.

In support of the Middle East Peace Negotiations, the Bank has been participat-
ing in the Multilateral Working Groups on Water, Environment, and Economic De-
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velopment and Regional Cooyeration. On November 9, 1992, the U.S. requested the
to expand its contribution to include: a more in depth assessment of the devel-
opment needs of the select economies of the region, including the West Bank and
aza strip; and, an analysis of the current financial flows into the region and esti-
mates on future financial needs to su port reforms necessary to accelerate economic
development and to support region ﬁro*‘ects The Bank has responded positively
and I will continue to putsue this on a high priority basis.

Question No. 3. When we met in my office, I asked you about the Administration’s
proposal to cut the Enterprise for the Americas Initiative. The next day, there was
a Washington Post article that discussed the battle going on between Treasury and
OMB on this issue. I rsonalll don’t see a problem with cutting this ;:-:fmm
Could you tell us whether the Administration is going to stick to 1ts original plan
to cut this q'zl;ogram?

Answer. The Enterprise for the Americas Initiative has had sigificant bipartisan
support in Congress as a cooperative effort to increase trade, investment, and
growth throughout the hemisphere. Congress has specifically authorized U.S. par-
ticipation in the Multilateral Investment Fund, the reduction of PL-480 and AID
debts, and swaps of nonconcessional loans. In addition, $90 million was ap{)]ro-
priated for EAI debt reduction in fiscal year 1993 and $90 million for the 1993 U.S.
contribution to the MIF.

The Clinton Administration intends to continue the Enterprise for the Americas
Initiative, within current budgetary constraints. A request for funding for the EAI
program will be included in the President’s FY94 budget request, which we expect

to be presented to Congress on April 5.

RESPONSES OF DR. SUMMERS TO QUESTIONS SUBMITTED BY SENATOR BOREN

Question No. 1. Dr. Summers, as you may know, for several years I have been
involved, with Lloyd Bentsen, Senator Baucus and others, in an initiative to reform
our foreign aid program. My “Aid for Trade” legislation, which I intend to reintro-
duce next week, would ensure that a dgreater share of our foreign aid program goes
to the purchase of American ioods and services.

For too long, we have been handing out foreign aid with no strings attached, while
our economic oorrﬁgetitors have used their foreign aid programs to create new mar-
kets for their products. In Eastern Europe, for instance, less than a third of U.S.
aid has been tied to the erchase of U.S. products. Meanwhile, over two-thirds of
Japanese and German aid to the region has been in the form of credits to sell their

roducts. Last year, almost 70% of our economic aid went out as cash transfers.
at i8 unacceptable to the American people and for American interests. )

In 1991, an agreement was reached between the U.S. and the other countries of
the organization for Economic Cooperation and Development to reduce tied aid, the
%acﬁce of explicitly linkinﬁ foreign aid to the purchase of the donor country’s goods.

e Bush Administration hailed the agreement. Unfortunately, it appears that this
agreement has succeeded only in tying one hand behind our back:

¢ Other countries can waive it for “national security reasons.”

« It allows our competitors to “grandfather” existing projects, thus enabling them
to continue using their aid to capture new markets.

¢ It has no enforcement mechanism.

My q!t;estion to you, Dr. Summers, is threefold. First, what is your assessment of
efforts by other signatory nations to circumvent the OECD tied aid agreement? Sec-
ond, to what extent do you believe American businesses are disadvan by con-
tinued U.S. compliance with the agreement? Third, do you believe t United
States outg’ht to re-open negotiations to secure a more credible and enforceable
ment?
It seems that no agreement might serve American interests better than a bad
agreement full of loopholes. . )
Answer. The new OECD tied aid credit agreement seeks to establish guidelines
distinguishing types of projects that may be done with aid and those that should
be ellocated for commercial or standard export credits on market-related terms. The
ement was not meant to prohibit all tied aid credits, but to limit them where
.S, exporters were most severely affected. It reflected growing recognition on the
part of aid donors—in particular finance ministries—that there is a common inter-
est in minimizing the trade-distorting use of tied aid financing while maximizing
the total flow of financial resources to developing countries.
Under the new guidelines, projects that can support market-related terms are in-
eligible for tied aid credits but those that cannot are eligible. The latter are pri-
marily legitimate aid projects that do not involve the principal areas in which
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Eximbank and Commerce found U.S. firms to be disadvantaged in their 1989 and
1990 reports to Congress. In addition tied aid is not allowed to “richer” developing
countries (e.g. Mexico). . , .

It is too early to reach definitive conclusions on the overall effectiveness of the
new tied aid rules. These rules were fully implemented over the course of 1992, with
some effective February 15, 1992, others August 15, and a few at year end. How-
ever, the negotiated deadline for the final implementation of the new disciplines is
now past. ile data are not yet available from which to draw concrete conclusions,
we are clogely monitoring the implementation process and beginning to form impres-
sions.

To date, we see no evidence that countries are seeking to circumvent the agree-
ment, Rathet, we see numerous positive signs, most notably a wil ess of tradi-
tionally heavy users of tied aid to cooperate with and be bound by the new rules.
There have also been anecdotal indications that project notifications are moving
away from the types of projects in which U.S. exporters have been primarily inter-

ested.

As the result of the new rules, we have also seen cases of a donor informing a
major recifpient government that only standard export credits, not aid, would be
available for projects following a challenge and agreement to classify the projects
as ineligible for tied aid. There have been other instances of donors withdrawing no-
tifications following an initial challenge. We have even seen donors seeking guid-
ance on eligibility of a project for aid prior to a notification of thei- intent to offer
aid, a%):rently to avoid the gossibility of a challenge.

Within the OECD, there has been substantial support for our views of projects
that we believed should be ineligible for tied aid. We expect these findings to have
not merely an immediate impact but, more importartly, a potentially positive long-
term impact, because similar types of projects as well will be ineligible for tied aid
in the future.

The new tied aid agreement implies significant changes in the aid practices of oth-
ers. Its rules represent the strongest disciplines others would accept. To dete, some
use has been made of the derogation procedure that was necessary to reach a final
%greement and accommodate an occasional political imperative for an aid project.
We expected countries to use the derogation procedure more in the early stages of
implementation to smooth sharp differences between past practices and the new

es. To date, we do not believe its use has been abusive. The new rules establish
that use of the derogation procedure is to be “unusual and infrequent.”

We believe that this agreement zigniﬁcantly improves the competitive position of
U.S. exporters. Projects that are productive enough to service market related financ-
ing are reserved for Eximbank and other export credit agencies to finance on market
related terms if they are open for businesa in the country concerned. While we be-
lieve it may be early to draw final conclusions that the agreement meets all of our
expectations, it is certainly premeture to suggest that the agreement is flawed and
negotiations should be reopened. .

uestion No. 2. Dr. Summers, in the past you have indicated your support for a

broad-based consumption tax as an alternative to the current income tax system.
As you know, I share your concern that the current tax system acts as a disincen-
tive to savings and investment and actually retards economic growth in this coun-
try. The savings rate in this country is unacceptably low. In 1992, the savings rate
dropped below 5% as a percentage of GNP. Other countries save much more: Japan
has a rate of 20.7%, Germany has a rate of 14%.
. Our current tax system also penalizes investment relative to the cost of capital
in other nations. Capital formation statistics compiled in a University of Maryland
study compare the ability of U.S, firms to recover capital investment quickly with
the ability of foreign businesses. Generally, a U.S. coml{:any paying the AMT recov-
ers 34.06% of its investment in the first five years. A German company recovers
87.34% 4ins::}t.lé,e same period of time; a Japanese company, 64.35%; and a Korean com-
pany, 94.83%,

I find these statistics to be further proof that we make our tax policy in a vacuum.
We do not consider the effect of other nation’s tax policies on their businesses. We
must compete, however, in a l§lobal marketplace where countries and economies are
increasingly interdependent. For example, we are the only industrialized nation that
does not rely in part on federal consumption taxes for revenue. I know that your
work at the World Bank and in international economics has allowed you to think
internationally. I welcome that experience and know that you will be an asset to
the Treasury ganment.

I believe we should take the opportunia presented to us now to reexamine our
current tax structure and to replace it with a system that taxea consumption more
heavily and reduces the burden on savings and investment. I have been working

¥
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with Senator Danforth on such a 'froposal that would replace much or all of the cur-
rent corporate system, that would replace some of all of the payroll taxes, and that
would make changes in the personal income tax system to eliminate any regressive
asg of a consumption tax.

at is your view of the possibility of making significant structural changes in
our tax system and moving toward a consumption tax system in the near future?

Answer. Over the long term, we may want to consider some restructuring of the
tax system. However, the most important glr:blems currently facing the country are
accelerating the economic recovery and dealing with the deficit.

I am sympathetic to the view that consideration should be {r:n to greater reli-
ance on consumption taxes. The Administration included one kind of consumption
tax in the form of an energy tax in its budget proposals and is giving consideration
to consumption taxes such as taxes on cigarettes as possible eources of financing for
health care reform.
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R TS mra h unqunutiod fer this posi.tion. :

nmumu mu.s: The Mmmmry for. Intnmtiona:t Atturs
t conduct or. oversee the negotiations for the 6-7, and all of
thn ‘multilatsral davelopment bank and IMF roplonhhnm:a Xt
. 'requires the talents. of . a rospoctod prcfualmi. Bul-cn ha- no
ckpot“m a8 a uoqoeium B . )

. Dm mmnm: The Undmocrotn-y ‘also lhonld han :
cxpci&nqx in. working vith less industriaiized States, and.should
undarstapd what the Earth Sumsit smphasized:. the inseparable
* connectici .between development and the environsent. Bmu
ltdu mm- owim and und-:uundlng. ST

um mo "'l’ m'rmu The .p’ointu should’ rupoct the righu of
‘people-to In informed and consulted about multilateral .
dmlapunt bank projects vhich affect: them. Local people do not
: have mtunittu to present thair pui.tlon on projects to - .
aoohion nekexrs before the projects.are nz{rcvod ‘and have no
ACCeSS ©O an appeals .proocess,. This 1- aritical to impraving . .
.devalopmént - institutions: Even under the Bush m:tnhttation, the
. Treasury' DePartment pushed for greater information amd -

- consultation vf affected groups, while Summers has activoly :

I..cwngod public access to World Bank informstion. In expanding

. infoxmation disalosure to affected peocple, m:a has oither
phy.d no. rolo. or M.Mdrod ROTe, Openness. o

rovmn 'rrm\ary Mmoury should nln a: M:ronq )
‘. mitl.vity tovard issues. of poverty. As Chief Economist of the -
World Bank, Summers. promoted auster ty programs: which lowared
mlmm-udhmdlmmm groups and ocut programe © . -
- intendsd uvummnltuuuuthn ‘The policies are basad

. on the Reagan/Bush faith that economic grovth oan be acoomplished

| through deragulation, government divestment and trickle-down -
. econcmics and this will benefit the poorest. Thess pPrograns,

. aven aocording to World Bank documents have increased poverty = -
' (they also facilitatod debt repayment) and in no cass have social
sssesspents. 6 adjustssnt projects been.conducted bstorn pzojcct

. apprml. _Sumsers still eupports ‘these proqrm L

snmmmsa XL, oonﬂrn.d . Summars will likoly bo luotf.etin
~4m . inlmneing the Adhinistrution'a goals. - As: Chief Econhomist
- of the World Bank, Swmmers talked and theorized ahout the

of -education and vomsn in development, .but did not
actually. dnngo the lending portfolio of the World Bank, which is
dominated by “wamsive enexgy, infrastructurs,: agriculture, and °
sdjustment’ p.. 1jects. Similarly, Suuners had many. opportunities to
intmou:ty problmtic Noxld Bank ntoj.cts -and docuned avery
omtt\ul s B

: mm nxu.s: lu- amagmnt of the- llotld bonlmont Repcrt
was heavily criticized inside the World Bank as is his management
of the divieions he supexvises. His unaqertal hhtory nnd L
sxuu desexve olm -crutiny.

e M. gummers. axpertin as an economist is narrov, 'whilo the -
. gaps in his ccononic, emrl.tomntql nnd pouticul cxportlu
are. grut:. e

.

mﬂm mou:s: Bmm' nemo blctnntly dininos "inttinsie .

rights to certain goodu, moral reasons, . soclial concerns, lack of -

" & te urkou. eto.” Dismissal of these arguments as well u-
environmental, freedom of information or huaan rights mmu
defined Summers' tenure at ths World Bank and fnn in the face
. of good ooanoni.o and poutical decilion-uklng f-

wnmasnm: Summers hna argued "thers is no- logiﬁlut. caso'
for systainable developmsnt criteris in économic deéision makxing,
and against definition of sustainabili*y This reflects a
theorstical faith in growth, a belief that a 1 products are .
mb-tituublo (financ nl 'or other. iun. can- substitute for

. physical production),.and a view t a non-sustainible future is -
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ly impossible.. However, World Bank studies show how pexr N

pita food. production and gross domestic product have talhn in :

: Atr;lca duri e last dmm.ln good part due to .
Mrtnicn and unsusta 1¢ resource uu ﬁattqm

my mld Bcnk projtct- (e.g., cotton: odwct:ion in Man) luvo

displaced food production,: deg'rad.d ‘s0il quality,. produced short -

term benetits and foreign exchange earnings for dcbt r.paxlont .

yoe ended up as ecological, social, and ultimately econom

 failures. In forest, agriculture and fisheries managument, .

: s\uuimiuty critéria now define the disciplines. Ewven. the

_ World Bank's new. forest policy emphasizes sustainable rorutry

. Mr. Summers is dogaaticauy wrong .in his’ nmmnt. ot
-usumbiln:r - davalopment. L S

cr.oau. mmn PROBLENS: Summars eans!.dnrs ’tho nolt
‘serious global problem - climate changes from greenhouse mes. .o
.In the vorst-case scenario..." to thréaten only 0.1 percant of
_ annual GDP.cover the next 200 years. The loas of environmental
serviges which .are not.exchanged inh markets tnd ‘cannot be boiled
down into present.values costs also cannot ba detected as ‘
sconomic prodlems. Tor.exasple, if it were up to .econoaists to
ban the Uss of CFCs, we would all fry. The costs of ozone =~
_depletion are irreversibly held in the future, and not easily -
‘traced back to present value costs, vhereas the benefits of CIrc
‘production are present value based and are -easy to measurs.
. Portunately, . the international community did not ask economists
. for studies to 'measure tha coste and bensfite ot crcs and w&it
2or & mcq-cndat cn. .

Over one 1!0 mf.iom, 1nc1udi.ng the US, siqnod thc cnuu .
.convention in recognition of the threat it posas to.all renevable
:uourcu and on the basis of ths best-known science. - As in the
case of ozone depletion, Sumwers' theoretical analysis ig
hopeless for identifying or acting on global enviropmental
problm t;hat. the mld conunity is clearly concomod ubout

nxcxsxon nuuucs Susmeis has advocueod coot-»honefit analysis for-
_econokic decision saking. As anyone who has done these studies
knows, their outcome is often a function of who measures the
costs and benefits . (project proponents)..  Howaver, affectad

- people want.to have a say in what their. future will. look like,:
and’ for this they :aquiro inzomuon, and a more open d.ci.sion-

nk.'mg procol-. -

?u'rm amwxoxs- Suue:s thinks me resource dociuom that con
“will.clearly affect future geanerations do not require .ethical
considerations. In a letter to Tha Economist Summers states:

. "gurely it is ethically relevant that our qnndchndr-n- will: in
all ukqliheodbr ‘1 ach battex off than we are.” Ha goes on to
-:.Tn that we sh. u.d not worry about future generations. This
£l t attitude among many World:Bank steff has promated.
gro ecta for short term foreign exchange gains at the cost of

term ecological and economic sustainability. We tannct

: utord & .Tréasury. Undergsecretary who assumes future qcnurauon-

. vil.l ba: Mtu off tbau the prasent. )

mm OI nncxncs: hese rul vorld problems are. not in ‘the .
_realls of Summers’' theoretical expertise. At the World Bank vncn

- asked about specific projects and policies, Summers answerad:
."gorry, I'm going to luv. to wn a Ross Po.rotz I don't xnow any
spood.uci. .

o-,‘a '

comsrom 'l‘lu u.s. Smu, ‘on- bahalf. ot tho U.s. covozmnt, .

. cannat afford  to confirm Lavrence Susmmerp. He would be an
m:m, ha is . not qualified, and his econcmic: ;Mnovledge is .

- far. too narrow for: the position he is being asked to‘hold. B
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408 C Streer, N.E.  Washington, D.C. 20002  202-547- 1141

February 1, 1993

Senator Daniel Moynihan
Chairman, Finance Committee
Senate Russel 464
Washington, D.C. 20510

Dear Senator Moynihan:

We . e vriting to urge you to question Mr. Lawrence Summers, nominee for the
position of Under Secretary for International Affairs of the U.S. Treasury, on his views
regarding environmenial and social issues during his upcoming confirmation hearings in the
Finance Committee. International concern about Mr. Summer’s approach to economic
development during his tenure as chief economist for the World Bank (see snclosed packet)
suggests the need for Congressional caution with this appointment.

In addition, we hope that you strongly consider the importapce of diplomatic skills
and international experience regarding the appointment. The Ungdér Secretary for
International Affairs is in large part responsible for U.S. economic relations with the G-7
nations, and as such, could critically affect the U.S. domestic economy and intenational
economic relations. While refined diplomatic skills and extensive intemational experience is
imperative to the position, evidence suggests that Mr. Summers skills lie in the purely
economic arena.

Should you decide to submit written questions or question with Mr. Summers directly
during the hearing, we urge you o review the broad areas outlined in the following page.

Thank you for considering the issues surrounding this important appointment. If you

or your staff have any questions or require further background information, please do not
hesitate to call.

Sincerely,

Cathleen Fogel

Washington Representative

"When we try to pxk out anything by uself. we find it hitched ro everything else 1n the universe * fohn Miar
Nauonal Headquaners: 730 Polk Sureer. San Francisco. Calfornia 94109  (419) 776-2211

PRINTED ON RECYCLED PAPER
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What should the U.S. criteria be for providing development assistanice through the
multilateral institutions (the World Bank, and the International Monetary Fund), and
how would U.S. criteria change under your leadership from the purely financial
criteria of the Reagan and Bush years?

(To promote the Clinton agenda of putting people first, the U.S. lending criteria for
the multilateral institutions must include poverty alleviation, human rights,
environmental protection, and good govemance -- including public accountability and
reduced military expenditures.]

Would you provide leadership, as Under Secretary for Internationa! Affairs, to make
appropriate reforms of the Bretton Woods ins itutions to reflect these new U.S.
criteria and an increased emphasis on env or nental and social issues during their
fiftieth anniversary (1993).

Relate your experience in international negotiations and diplomacy that is relevant to
the position (see enclosed newspaper article from Germany).

Explain how you would act to implement past Congressional directives and laws
directing the U.S. to undertake environmental and social reforms of the multilateral
institutions.

Can you clarify your position regarding environmentally sustainable developn‘uenl in
light of the international controversy generated by your World Bank memorandum
which stated "shouldn’t the World Bank be encouraging more migration of dirty
industries to the LDC's [less developed countries)?” and, "I think the economic logic
behind dumping a loan of toxic waste in the lowest wage country is impeccable.”

You have argued that investment in girl's education yields a higher rate of return than
any other investment available in the deveioping world (see enclosed article). Can
you please relate, then, whether and how World Bank spending on giri's education
increased during your tenure as chief economist?
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THE DEVELOPMENT GROUP POR ALTERNATIVE POLICLTS. INC.

The Deosslopment GAP
1400 § Seres, N.WW. © Sahe 530 o Washingses, DC 20003
Telsphons (202) 9901366

For [zmadiscs Relesss: 26 Januwy 1993 * Contacts: Dowg Hellingar
3 Row Hamenond

STATEMEN{ ON THE APPOINTMENT OF LAYWRENCE SUMMERS

The day afeee Bill Clinton was insugurased as the 42od President of the Unied States, be agpoinied
Lawrence Summers 1o the post of Undersecretary for [nsernational Affsirs at the U.S. Treasary. This
positon has wradidonslly inciuded respoasibility for the formulaton of U.S. economic policy in the Third
World, inciuding U.S. policy related to the IMF, the World Bank and the regicaal development banks.
Summers, focmerly Chiaf Economist ag the Woeld Bank, achiaved notwriety last year for advocating, in
4 memo lesked to the press, dumping toxic wase in the Third World. The memo made headiines around
the world and ransformed Summaers {nto a symbol of Woedd Bank insensidvity and amogance.

hm&mndﬂainpanumhwhkbhmdnumuc&m
i aeedlessly

insolted millions of people tn the Third Wocld. "It is hard for us © believe thas .

Administraton

8 Democratic Administration would sppoint Lasry Sommers,” ssys Clara Couto Scares of IBASE, a major

Brezilian noa-governmeatal organization. “His idess regarding development threates the chances for &
berween the U.S. Government and the people of the South. We hope that this serious

better undersanding
_ misake will be reconsidered by President Clinton.”

During his teanre 81 the Benk, Summers sggressively promoted the economic susterity aod
Eberalization policies that have cansed sccial, economic and environmental devastazion scross the Southern
hemisphere, While Reaganomics have besa rejectad ot homs, Summers has now been rewarded for
pusking similar policies abroad.: Furthermare, according t0 Doug Hellinger, Managing Director of The

Development GAP, “had the target of Summers’ memo beea women or minoeity grovps in the Unined )

Staes rather than peopis in e developing world he would bave righty beea deaounced and asked 10
remove himself for consideration for any post in the ssw Admiristradon.’ )

vmmwmmwmmm&mmaﬁmm&
team that Summers’ appoiacment to axy significant ecooomic palicymaking posidoa would be seen widely

Chairman of ths Council of Economic Advisors. They wers mable, however, 30 40 0 this tne foe & post
which will in largs pat defins U.S. positions st the IMF and the World Bank, where for two years
Summers blocked initiatives 0 maks the Bank mors eavironmestally snd socially responsible.

[}

President Clinion has thos missed his first opportanicy w0 dissvow the Third World economic policies
of the Resgan a5d Bush Administrations snd to establish & respectful and forward-looking relationship
with the peopie of the South. Both the Administraticn and Summers kimself bave a loag way t0 0
defors those people, whio have suffersd 3o much over the past twelve years, arc coavinced that the recent
wansfer of power in Washington vuly signifies chasgs. The Clinton Administration needs © ks
sesionsly its commitment 10 support real democracy in the Third Wodd b;r opezing op die ecosonic
policymaking process to the ordinary women and ren who have paid e price for the policies that Larry
Summers has com’ to symbolize. .

-Musl: (Paacenet} DGAP A Nea-Prefli 0. » R Org FAK: (207) 0941612
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RAINFOREST
mnon NETWORK
President Clinton

and Vier President Gore
Vla Fax: (702) 456-7044

Dear I'regident Clinton,

I .t writing to you concemning the appointment of Lawiciv ¢ Summars o
the position of undersecretary of the treasury. It is my feeliny;. .. w1l as the
overwhelming opinion of the environmontal community and the under
devcloped nations of the world, that appointing Lawrence Sumitius 10 this
position will impede any chance of positive reform to US international

dovelopment p dirles.

1am sure that you are aware of Mr. Summaers racist and environmentally
sulddal comments made in the internal World Bank memo dated December 21,
1991, where ha stales, "Tve always thought that under populated countries In
Africa are vastly under polluted...”, and “1 think the economic logic behind
dumping a load of toxic waste in the lowest wage country is impeccable, and we
should face up to that.” ‘These statements are {nexcusable, and as Doug Hellinger
ut The Development CAP points out, “had the target of Summers’ memo been
women or minority groups in the United States rather than people in the
develnping world, he would have rightly been denounced and asked to remove
himself from considerstion fur any post in the new Administration.”

As a candidate that ran on a platform of hope and chang.- 1nul sound
environmental policies, ! And it hard but all too familiar to belivve: that you
would consider appointing Lawrence Summaers to this crucial positdon.
Lawrence Summmers presents no change in the policies that have determined
third world devalopment strategies for the last twelve years. His appointnent
will only aid wransnational chemical and cil companies, encouraging them to
further rape the third world. His vision for the environmant can be seen dearly

the sctions of the World bank during his tenure as chief economist.
With Suminers at the economlc helm, phns’u environmantally devastating
projects continued to roll off the assembiy line without real rhy e or reason.

Your decision to appoint Lawrence Summers to the position of
undersecretary of the treasury is a mistake, and [ urge you to reconsider this
dacision.

Yours sincerely,

Homalet? ffo

Randall Hayos
Executive Dircetar
Rainforeat Action Network

490 SANSOME. SUITL *00. SAN FRANCISCU, CABIIT LS 4 (41939404 PAX (41098 - IT02

-
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THE WORLD BANK’S ENVIRONMENTAL DISASTEF:S

. The World Bank is financing a series of environmental mistakes around the
Third World. Barber Conable, the Bank’s new president, has admitted that there
are serious environmental problems with current and past bank projects, but insists
that the Bank can reform and avoid the same errors in the future. He has pledged
wmaemthesuﬂ'otenvimnmeunlu%em&onmecummhalfdozenorsoto
a department of 60 personnel. It is doubtful, however, that simpiy adding new staff
will solve 2 lem that is inherent in *he Bank’s "have money, must lead”
approach to Third World development.

Past eavironmental problems created in part by the Bank include:

is lending $450 million for hydroelectric projects—
cven though then-Bank President A. W. Clausen conceded in June l986lhaptone of

the dams is "an ill-conceived proj whicbhuhadmbsunﬁdn;p.ﬁveeﬂecson
the environment and on the Indian population.” H. Foster, US,
alternate regreunmive to the Bank’s Board of Executive ectors, complains that

loan is "pure folly,” that it will finance “a series of environmental disasters,” and
nug.*
o4 Indonesia, where the Bank has loaned the roment over $600 million

to remove~sometimes forcibly-several million people rom the dense%gopu!ated
island of Java and resettie wiem on comparatively barren islands.

Nete: Nething writien heve is 1o be constroed ss aecessaniy reflecting the views of The Heritage Foundsation or 2 30
atseumnpt 10 aid or binder the pansage of any bill before Congress.
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on" pro_l'%ct makes little or no economic sense, and pointessly destroys
the environment. e outer islands’ soil is poorly suited for farming. Crop ‘yields
often decrease 50 percent between the first and second year after deforestation. A
recent government of Indonesia report complains that "an unfortunate cycle of
destruction and rehbabilitation is becoming institutionalized.”

. ®* Botswana, where Bank projects are help%’ create desert. Two livestock
projects to promote cattle raising o this southemn ican nation bave resulted in
tiie deaths of hundreds of thousands of mi ry animals and depressed “the
already 'imited subsisterce capabilities of [Botswana’s] poorer citizen,” according to a
repett rwo Bank consultants. The African-based International Instirute for

Lives Developniunt says the &r:ject "has absolutely no chance of working
out..Eighty percent of the rangeland which is under cattle in Botswana has already
been sevcrely degraded.”

WhYdoesch;nkgletinvolvedin'xe.-projem? Primarily to meet its self-
ending quotas, which increase by piuions every year. For many Bank
employees and ers, the most important single measure of their success is

ing the annual lending quota.

Couable’s Flow Charts. Thus far, Conable’s attempt at Bank reorganization
appears to be primarily a change in flow chars and the ejection of a few hundred

bureaucrats (with generous severance pay of up to a quarter of a million dollars

|

each). Though eavironmentalists might make the Bank more aware of the
e it does, it is unlikely that the will change its approach fundamentally.
The known for many years of the environmental ¢ its programs

i and sub-Sahsra Africa-yet has not lished funding fot
the harmful projects. It is still appareatly motivated to set new records on its
find

a way to direct its megabillions intelligently to the
gx;inv;ta sector instead of to state-run enterprises and government bureaucracies, the
ing more harm than good. :

for The Heritage Foundatosn by
}’repmd

ames
a Washington-based consuitant
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Waste dumpmg in 3rd World urged

Sy GAMDRLLON
Horold Blalt Writer

RIO DE JANEIRO — A Winld |
Pank memn wiging that badusjrial
wasies and high-poliution ixSustriex
he shipped to the Third W hn
wraged emviconmentalists -and
drawn an apology from the Bask.

“Just between you and ue.
shoulda't the World Banki be
encouraging more migration of the
-ﬁm r“ 3 the flaes-devel |
P raked L

'sunuuul. lhe World Paak's ghiel

cconmisl and vice president, fu an |
wiernal memocambun to b wall

e 12

Finedd Work$ cosmrics ave ™' .nsily
wiski 1 prolluted,” Suouners said in
the memo, “Hleallh-unparing pol-
tooans honsdl be done m the comity
with the lowest cont,”™ the 36-yea: -
ukl Marvard University econoumcs
wolessar wrole,

. Alan Urattetl, s Hank spokesinan,
taid in a phose interview from
Washington that the memo was
! in-cheek ™

“You sit down in 3 bank, you
h:mu.udlndmtyihu
come ont,” Deatichl said.

ot sheptics in Beazd, Asgeating
and the United States have not been
cunvinced 1hat the memn was wiil-
ten b jest, aud si e it has cuculated

‘Yourargummls are
\ perfeclly logical, but
\totally insane. . . a
‘concrele exampie of
unbelievable
.alienation and
am)gant ignorance.”

JOSELUTZENGEROER,
Braxiian environmente] oicial

ltmu the htmisphera by phiotocopy
inad lax i recem days. it has drawny

1m§m« seactions.

our u‘unenu ae pclhcm
lu.kll but tolally insane,” Jose
'Lutsenberger, Rrazit's 10p eaviron-
imests! oliicisl, wrole to Summers
1ll|h week. “Your ar s a0 &
iconcrets cxsmple of unbelicvabie
’mﬂm ignocance.”

]M to M.“ Summers. “if the

Haok keeps

sident, i will lose all credibiliny,”

2epberger said.

"Th menlo is real. Summers
uy-knuhke bt if you read it
ymuelmunmu ,” Steve

stall uL logist

at the Washingion:based Environ-

mental Diefense Fuad, aald o
phone interview. “And from the
standpoinl of neo-claszical econoric
thinking, it's 8% impeccable resson-
ing. But there have 2o be kmits to
the puuly morkel-driven

Argentina receatly, uouh’ "3
much public outcry that Pressdent
Carios Menem it week signed ¢
decree prolubsting the imporiation
ol toxic wastes.

According to Mario Fpelan, a
physician working wih Guemm
Afrca waa e Lhe main

Comsiasion, » think tank based in
Santiago, Chile. The Dominican
R lltuil. Peru and Hans i
'mdmwuvedth»
wesls, accordiag to the study,
la his World Bank mema, of which
The llerald obtained & copy, Sum-
“mere wrote: “The measurcment of
the onels of bealth-impairing poliu-
tivg depends on the focegone earn-
ings from incressed morbidity and
mortality. Froas this polat of view a
jaiven amount of heakh-impairiag
nllulhl.hd‘&duuhihecm
try with the iowest cosl, which will
be the country with ine lowest
wages . . . The logic behind danping
a fuad of toxic waste i the lowest-
wage country is impemd&- ol we
should face uj to that.™
I ve mmt thought that under-
& m Alnca are

ol ‘:‘Nmus ‘:l hm: sad ladus-
trial waste from ¢
world. Pt akter Akkum‘cumh
signed & tresty wane
l-pm into the m 1980,
i
e for waglp 0.
'rom 1580 t 2009, npmu in
the Unlted States,
tralia tried rxore than 70 iuu (7
ohip iato Latia America & vast acray
of wasies, lncluding sadioactive res-

HuundPC&.mﬂ-tlulm
sludy by the South American Peace

vastly under-poliuted,” he winte.
“Ony the lamentabie fact ., . that
the unit traarport cosis of " solid
wasle Mo 80 high prevents workl
weliare-eshancing irade in air poliu-
tion and waste.”

Bombarded by iadiguant plione
calis and (axes from envizownental-
+ iota, the World Bask idsued a state-
ment this week: “Mr. Summers
deeply regrats the obvious musuu-
derstandiigs Ive memo has causenl
ad apologizes for say nuscoimep:
o it inay have generated.”

——
——

1A
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m m CHIEP.SLAMS "DIRTY® INDUSTRIES COMMENT

HEARARE, nbn(m)-mummmmum
Tuesday slaxmed as "outragecus® a confidential memo by the bank‘s

|
:

on the third leqg of a !outomtiaa African safari
mmai will take him from Zimbabwe to Tanzania, Zambia and South
ca ArP

Copyright

AP DATASTREAM INTERNATIONAL NEWS WIRE (APO4W] via NevsNet
Saturday February 08, 1992

Updats #: 8 Itam #t 36

IN AN INTERKAL MIMNO, THE WORLD BANK'S CHIEY ECONOMIST BACKS
SHIFTING *‘DIRTY INDUSTRIES'' AND TOXIC WASTZ TO

Memo By World Bank Official Says To Send Pollution To Third World
LONDON (AP) -~ In an internal memo, the World Bank's chief

econoaist backs shifting ‘‘dirty industrias'®’ and toxic vaste to

poorer countries that are less-polluted, a British magazine

reports.

‘I've alvays thought that undarpopuiated countries in Africa
are vastly undezpolluted, '’ Iapwnce fuxmers vas quoted as saying
in tha nemo dated Dec. 12, acourding co The Rconomist published

) rriday.

Y'Just batveen and me, shoulda't the World Bank be
encouraging mors migrations of the dirty industries to LDCs (less
dsveloped countries)?'' the mamo was quoted as saying.

The demand for a clean environment for sesthetic and health
reasons rises vith income, ha vas quated as saying.

The World Bank said the views expressed in Summers' memo do
not represent the position of the bank, which wvas set up to
encourage sconomic and social developsent.

Siprotection of the environment is one of tha World Bank's

n
Suxsers had intanded his memc to provoke debate and sharpen
the analyais in a forthcoming World Bank report on prospects for
the global econoxy, the statement said.
‘'¥r. Summers deaply roztnf.s the obvicus aisunderstandings his
mamo has caused and apol zes for any misconceptions it may bhave
Jenerated,'' the bank saiad
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World Bank Official’s Irony Baclfires .

vironmental standards should be the
same wosidwide,” and 1t is oaly bes
cause the question {ills outside the

: In 2 town where the pen ’ bounds of “political correctness” thae
. “‘hwmmmmwﬂ : it generated such a surong backlash.
Bank's chief economist is discovering ) . *Free trade policies wil have 2
bow deep words can cut—even when real effect on the distnbution of
they were intended 1o be ironic. " pollution around the world,” said
Summers, 37, wh~ was an econom-
mers wrote a leagthy memo oa trade - icaprofessor; H. vard unul taking
policies ¢ the World Ba ¢ ju2 2 year ago. “In-
gressed dustries tend to locate in plices
by s where ion costs are the
tweea least|. consequences need Lo
World_ be considered carefully. ,
migration His Jan. 12 clanfication oaly
3 LDCs deepened suspicion among the
He bank's eavironmental officals, long
aoung st odds with its economists and
tries their cost cakulus of ecolopaat pro-
Tuted™; tections. Summer’s “nuggets’
are of seemed like 2 case of cost-benefit
tate can: i Leaked to environmental groups,
of the jon dies & 4 . the memo came to the attention of | 1
nd:hneo\n;r‘m;ﬁmw Bnnf:&ot&dah-?bdgednw !
wages should have “3 given amount ; test bank. Branl s hosung
of bealth-mpairing pollution” be-  deviste 3o far from standard buresu-  the “Earth Summit” in June. where
csuse the social costs of such pollu-  cratese. the bank is supposed to submut its
tion are based cn lost earnings from 08 Jan. 12, a month after the  first report on the environment.
incressed death and disesse. osiginal memo appeared, Summers  Greenpeace has called for Sum-
“1 think the econoemic logic behind *  issued & clarification. He wrote that  mery to resign.
dumping 4 Joad of toxic waste ia the while the excerpt “uafortunately After defending Summers as a
jowest wage country is impeccable  makes it appear that [ am seriously  free-thinker who simply sought to
and we should face uwp to i,° he cartain strong argu-  provoke debate, a bank spokeaman
wrote. ments,” the statements wers de-  issued 2 statement last Thursday
Pulled out of the larger memo sod  signed 24 2 “sardonic int,  sressing that the views in the
circulated ke semiadat among low-  an effoct to sharpen the memo “do not represent the posi-
er-ranking officisls, the “nuggets’ la aa istermew lat week, be tion of the World Bank.”
ignited 3 firestorm at the sormally  apologued for using “inflammatory”  “Mr. Summers y regrets
staud baak dedicated to the essing of langusge and stressed “it is not my  the obvious misunderstandings fus
poverty aod encouragiog of econom-  policy view that pollution is good memo has caused and apologuzes for
ic development in the Third World. where.” Nevertheless. be insisted "it  any misconceptions it may have
umm’-mu-idu.u is a legtimate question whether en-  generated,” the statement sad.
- . .
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FROM: Jos@ A. Lutzenberger
Secretirio do Meio Ambients
Brasfita

TO: Mr Luurnnet Su-ucrs

Viee Ps Sident Resvarch & Policy
Nashington, 0OC 20413

"It was simost a plessant surprfse to me to resd reports in

our papers and then receive copy of your msmorandum supporting
the export of polliution to Third World Countries and the
argumen:s you present for justifying tt. Your reasoning I3
perfect.y logical but totally insane. It underlines what |

AJust wrdte in a chaptsr on tho absurdity of much of what goes

for “economic thinking" today st part of a dook that will ve
prassnted st the R10~9Z Conference. Your thoughts will be
quoted in full {n the book.as a concrete sxsmple of the
unbelfevabdle slfenation, reductionist thinking, social
ruthiessness and the arrogant ignorsnce of meny conventional
"sconomists® concerning the nature of tho world we live in,

If 4t came from some insignificant tulehor in a third grade
school In the dackwoods it might be laughabdls, but coming .
from a Harvard professor and & men in your positdon it {3
an tnsult to'thinking pecple all over the World. 57 the
World Bank keeps you as vice president {t will Yose al}
credtbility. To me It would confirm what ] ofies said as
an environmentalist, years sge, fighting ecologically
devastating and. soctally disruptive World Sank "development
projects®, samely that the best thing that could happen
would be for ‘the Bank: to d!llppelr.

'/x‘/
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AGENCE FRANCE~-PRESSE INTERNATIONAL NEWS (AF01W] via NewsNet
Friday February 07, 1992

Update #: 18 Item #: 284

:gRLD BANK APOLOGIZES FOR MEMO SUGGESTING TOXINS BE SENT TO THIRD

WASHINGTON, Feb 7 (AFrp) - World Bank officials Friday
scrambled to control potential damage from the leak of a
confidential memscrandum suggesting that polluting industries be
transferred to the Third World.

“The vievs expressed in this intrrnal memo ... do not
represent the position of the Wor d Bank,” said a press release
referring to a contidential note ient by chief economist Lawrence
Summers on December 13. Excerpts from the memorandum vere
published Monday in Jornal do Brasil, one of the country's major
dailies, and appeared Friday in an article entitled "Let Them Eat
Pollution® published by The Economist, a London-based magazine.
Summers' BemC was Quoted as saying that less populous African
countries were "under-polluted® and that any diseases caused by
contaminants such as cancer would cause less econcmic damage in
developing countries. Noting "lamentable® obstacles to
distributing contaminants generated by industries such as
transportation and electrical generation and the high cost of
transporting solid wvaste, Summers reasoned that "dirty"
industries should simply be transfarred to the poorer countries.

#T think the economic logic behind dumping a load of vaste in
the lowvest-wage country is impeccable,” vrote Summers, who heads
the bank's research division.

The World Bank statement explained that Summers' memo wvas
merely an attempt "to provoke debate and sharpen the analysis”® in
a forthcoming report on the prospects for the world econmy.

*Mr. Summers deeply regrets the obvious misunderstandings his
memo has caused and apologizes for any misconceptions it may have
generated,® said the releass.

"protection of the environment is ons of the World Bank's
basic objectives and the Bank does not condone the transfer of
toxic vastes or othe: ollutants to other countries,” it sai”

Brazil's environment minister, Jose Lutzenberger, sent a
letter to Summers on Thursday protesting the mamo. *Your
reasoning is perfectly logical but tctally insane,” Lutzenberger
wrote. .

#*Your thoughts (are) a concrste exemple of the unbelievable
alienation, reductionist thinking, social ruthlessness and the
arrogant ignorance of many conventional ‘economists’ concerning
the nature of the world we live in," he wrots.

The Norld Bank memo also elicited protests from the Greenpeacse
office in Rio de Janairo.

The international eavironmental organization said Summers'
remerks ware typical of the World Bank's environmental policies




130

Copyright ’

AP DATASTREAM INTERNATIONAL NEWS WIRE {APOC4W] via NsawsNet
Friday February 07, 1992

Update #: 19 Item #: 99

LET THEM EAT POLLUTION, WORLD BANK OFFICIAL SAYS

LONDON (AP) -~ The chief aconomist of the World Bank advocated
exporting ‘‘dirty industries'' and toxic vaste to poorer
countries, vhere complaints about pollution are less likely, a
British magazine repsorted Friday.

‘I've always thought that underpopulated countries in Atrica
are vastly underpolluted, '’ Lavrance Summers vas quoted as saying
in an internal memo dated Dec. 12, according to an article i1 The
E :onomist.

*'Just betveen .Ion and me, shouldn't the World Bank be
encouraging more migrations of the dirty industries to LDCs (less
developed countries)?'' the mesmo was quoted as saying.

The World Bank said the vievs expressed in Summers' mamo do
not represent the position of the bank, which wvas set up to
encourage economic and social development.

s'protection of “hmPewvironment is one of the World Bank's
basic objectives and the bank does not condone the transfer of
toxic wastes or other pecllutants to other countries,‘'' the bank
said in a statement issued by its Washington headquarters.

Suzmers had intended his memo to provoke debate and sharpen
the analysis in a forthcoming World Bank report on prospects for
the global aconomy, the statement said.

‘iMr. Summers daeply regrets the obvious misunderstandings his
memo has caused and apologizes for any misconceptions it may have
generated, '' the bank said. .

The Economist quoted the memo as saying: ‘‘I think the
economic logic behind dumping a load of toxic waste in the
l.ovufovuqc country is impeccable and wve should face up to
that.'!*

The demand for a clean environment for assthetic and health
reasons rises with income, he vas quoted as saying.

“\The concern over an sgent that causes a one-in-a-million
change in the odds of prostate cancer is obviously going to be
higher in a country where people survive to get prostata cancer
than in & country vwhere the under-5 mortality is 200 per
thcusand,'' the memo vas quoted as saying.

The Economist characterized Summers' language in the zmamo as
vicrass,'' but said he wvas asking questions ‘‘that the World Bank
wor'd rather ignore ~- and, on the economics, his points are »rd
to . nsver. The bank should make this debate public.'’
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uror on Memo

At World Bank

Special (0 The New York Times

WASHINGTON, Feb. 6 — A
memo by Lawrence H. Sum-
mers, the World Bank's chief
economist, has angered envi-
ronmentalists by arguing that
many developing countries are
underpolluted and that dirty in-
dustries should be.sncouraged
to move to them. Mr. Summers
has said the memo was meant
to be sarcastic. .

“A given amount of health-
impairing pollution should be
done in the country with the
lowest cost, which will be the
country with the lowest
wages,” said the memo, which
was obtained from a critic of
the World Banl's environmen-
tal record. *I think the econom-
ic logic behind dumping a load
of toxic waste in the lowest-
wage country is impeccable
and we should face up to that.”

Mr. Summers said in & re-
cent interview that the séven-
page memo was a strongly

- worded and sarcastic response-

to a vague draft text on envi-
ronmental issues by another
World Bank division.

The World Bank_ said in.a
statement today that the memo
did not represent thé institu-.
tion's position and that. Mr.
Summers had apologized “for
any misconceptions it may
have gencrated.”
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The Economist
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Let them eat pollu‘tlon

WRENCE SUMMERS
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REUTER NEWS REPORTS [RNO1W]) via NewsNet
Thursday February 06, 1932

Update #: 15 Item #: 349

WORLD BANK IN THIRD WORIO POLLUTION ROW - REPORT

LONDON, Feb 6, Reuter ~ Britain's Economist magazine said on
Thursday it had obtained 2 confidential World Bank memo
suggaesting the lending agency should actually encourage
exporting ‘‘dirty'' industries to the Third World.

The magazine said its “riday edition would print the memo by
World Bank chief economist Lawrence Summers in a report saying
that parts of it ‘‘caused a fuss vithin the Bank.‘''

According to the Economist, SUix :rs says: ‘‘Just between you
and me, shouldn't the World Bank ' uncouraging more migration of
the dirty industries to the LDCs (Less Developed
Countries)?'’

He is said to have written that auch of Africa, for
instance, was ‘‘vastly under-polluted -~ their air quality is
probably ‘rastly inefficiently low compared to Los Angeles or
Mexico City.'’

Suxmers is also quoted as saying: ‘‘The concern over an agent
that causes a one-in-a-million change in the odds of
prostate cancer is obviously going to be much higher in a
country where people survive to get prostate cancer than in a
country where under-five mortality in 200 per thousand.'’

The Economist said Summers wvas asking questions the World
Bank ‘‘would rather ignore -- and on the economics, his points
are hard to answver.''

REUTER
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rough translation from Portuguese by Julie Hermon

*World Bank Analyst Suggests Transferring Pollution ta the
Poor," Jornal do Brasil, February 2, 1992.

In an internal memo to his colleagues, the chief economist of the
World Bank, Lawrence Summers, affirmed that to make sure -there's
good global prosperity, the bank should encourage the transfer of
industrial wastes to the develcping countries. He discussed the
'impeccable’ economic logic of toxic waste exports from
industrial parts of the world to poor countries. The memo, dated
12 Decenber 1991, comments on the first draft of the report,
Global Economic Perspectives -- 92, It wvas cobtained through the
prasident of the International Committee of NGOs for Rio-92,
Roberto Smeraldi, of the group Friends of the Earth.

Sustained in a cold and technical argument, absent of human

considerations, Summers cites three basic reassns to justify his
reasoning. (article goes on to quote from memo] .

(veees)

(The article concludes:) In other words, whoever is against
Susmers' economic logic is an adversary of the free market.

"CPI Official Protests Toxic Trade,” Jornal do Brasil S Feb 92.

A proposal of an analyst of the World Bank, Lawrence Suzmers,

to encourage the transfer of dirty industry to developing
countries, revolted Italo Cardcs, counsellor of the Parliamentary
Inquiry Commission (CPI) that investigates toxic waste. "If

" there is no mobilization of ecclogical entities and pressure on

congress,” he said, Rio 92 could be a grand farce. "We should
promots a mobilization in the whole country and forca Congress to
create laws that will prevent Brazil froa becoming the garbage
can of the developing countries.”

The counsellor recalls that some of the parties of Rio-92 are the
principal agents of pollution. "There are companies that inside
Brazil divert their industrial waste products to places that have
the least ‘potential for mobilization of the workers and the
greatest shortage of jobs,” denounces Cardoso, who is also one of
the directors of the Chemical Workers Union of Sao Paulo. To
aveid the transfer of radioactive residues or chemicals, there
has to be, in his opinion, a major front of ecological movements
in this moment.

“We've known for many years that many coampanies operate with the
optiun to transfer to poor countrias, dangerous tachnologies,
toxic substance, or the dirty part of industrial processes,”
said, from Buencs Aires, Mario Epelman, coordinator of the anti-
toxics campaign of ~“reenpeace Argentina. He cited as an example
the producers of construction material that mix asbestos in
cement, vhich has already been prohibited in the majori®y of
developing countries, as asbestos is carcinogenic. And he
pointed out Saint Gobin -- that continues to produce the mixture
through Brasilit, in Brazil -- or Eternit, in Argentina, bonded
by a Belgian multinatiocnal. .

In Brasilia, the president of Ibama, Eduardo Martins, limited
hiaself .to two phrasas: "If this were thé official posture
represented, it is the worst level of ethical distortion that a
technocracy can creatae,” he affirmed. “"what an interesting
ethic,” he ironically said. ‘ )




people sil over Uve world

logical but totally insane,”
Brazil's minister repiled.

‘‘Yous reasoning is perfectiy
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The Nation. ‘ .-

might be hindered by such a treaty. [i's the nuke world order.
KARL GROSIMAN AND JUDITH LONG

What's a public insgticution 1o do wich thas kind of surpius?
The bank’s xuscutive board spends a ko of tise working thar
jon over. Ia 1991 i decided to contnbute $267 mullion

Karl G %, & ji lism profe ot SUNY, Oid West-
MuWWdeWhMN«SuW
te Know About Nuclear Power (Permanent Press). Judith
Long Aas been a Nasion copy editor for cieven years.

mmwhwm-mmwmmm
22 concessional razes, $29 million 1o e Global Eaviconmen:
Trus Fund and stuff the remaining $904 mullioa inco its board
or'mm which now stands a1 $11.9 billion. Ac-
ding 1o Uaice!, preveating blindoess

Toxic B

“ think the economic logic behind dumping & load
* of taxic waste in the lowest wage country is im-
peccable and we should face up to that” The
publicazion of thess words, from a leaked inter-

nal memo, caused a rush of bad publicity for their author,
World Bank chief sconomist Lawrence Sumumers, who now
dmuwbm.m provocative. There wawx calls

Maal measure of value. Happiness is & growing C.O.P. Legal
‘issuas can be resolved as competing sconomic cisi=s, and «h-
ical decisions can be transisted (nto dollar tertr . with the
chezper aliernative slways prefersbie.

12 his memo. which criticized & draft of the bsak's Abnd
Development-Reporr, Summers was applying « yst-benefic
analysis, which measures the valus of a humacr 'ife by the
scranm of wages remaialng to i Sey it will cont G bal Mega-
taxics S1 million co install & sats-of-che-art s¢* sbe- 3 its
chimaey. (f Globel detsrmines that not spendine 13 sum will
shorien the lives of five people by tea yearsa . all e
would be lost sould be the prosent vilue of thes. 'ty years of
wegs. Al 3 wagsof $1.000 s yeur, thacomof i .welivescan
be figured a3 $41,000, Lhanks 10 the magic ;i compound
intarest: az $30,000 & year, they’re worth $1.2 +.lion. As Sum-
mery said in his memo. “beaith-impairing - :.lutioa sbould
Ndacmmcm-ﬁhmb-.m « sich will bethe

vinmin-A-deficieacy

wm“mm:“mmumy"or
childhood malnutrition desths would cost $2.5 billion. But
adding o the World Baak’s surplus is a higher prioricy.
In recent years, e bank bas moved awny from project-
orienced lending —power plants and dams—and weard struc-
tural adjustraent lending, ia which credit is coadiuonal on
doption of & standard kage Not
saprisingly, these schemes mwu!fx&wwmwc
bank has 2 ready answer—more loans. The baak is leading
i3 clients more MOoey to Lreat the paverty, social dislocation
and env jor jental damage that esrlier loans helped creaste
Theba :fA mmmmmum
triss whure the greenh 23 p were igitially (1-
mwmmm

Bank publicity makes much of 3 aew environzental con-
sc0usDels, but actions teil a different story. Thbmkc
‘empead structural adjusment progr from

review even though their poiat is (o work humaa and phyn-
cal msources harder, which can’t de friendly to people or
their eavirooment. It has redlined its eavironment depan-
ment, laaviag is e power, Worid Bank claims (o a larger
role ia global environmental politics—t0 be pressed. for -
nvhntﬁ:w:uwNmConmonwia-

and D should be beatex back with

heavy sticks.
m«mm:::wmuanmmcmn

Geesnpance follows the routiss %ufT all over the worid —Ger-
man (per capita income $13.440) plasc 10 Aspenana (S2.160),
U.S (520.910) mercury w South Africs (32,470), car bacter-
ies from everywhers to Brazil ($2.140). Plasuc dropped oto
recycting bins is likaly 10 be shipped o Malaveia «$2.160). The
logic is impeccabia Dot G HENA00D

going to cause “prostrate”™ [sic] cances, & disease of old age, '

wity not locats ik in countries whers propie aren’t Ehaly 10 tive
fong enough to get it? He concluded this section by ssying thas
disagreement with this logic suzgests the belief that thizgs ke
“intrinsic rights 10 certain goods, moral reasons, social con-
cerna, (ack of adequate mariets, et could be turned around
and used more or less effectivety sgaiait every Bank proposal
for liberalization.” Exacily: as they should be

ft makes no sense for Summers to rusign; he expressed the
bank’s logic perfectly. [1's a baak, and acts like ooe. [t may
* preside over a sieady erosion of Thind World incomes rels-
dve to First World ones. but it makes big moaey. Last year,
after paving $7 billion in interest and fees 10 its invesior sad
bankers. it had a $1.2 billion surplus and a rate of return that
commerd:al banks would envy.

*
TeEXAS REMAKE FOR THE
CAMPAIGN

| Me puts aude his Mister Ropers +oice.

H And tries (0 ape the vther Rogers (Kenny).

He dropr “°8 §'s and teiks of “bidness.” folks—
Ewept ny, now slas there un't any.

' . Cutvin Tnihim
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A Call for the Resignation of the

* Marus Khor. laeerratuond Secreanat

X7 Carzonment Risad

Permang |N230. Malavys

Tl (M- $73511; FAX: 0. 358108
Africa

= Simop My ONEN,
</ P O. Box 1844 Nairobi. Ken; -
Asis-Pacifc
« Chwe Yoke Ling. Sua-Pacuific Peogies
Cnvironsacreal MNetwork
f 43 Sajween Road. 10030 Perang. Malaysia:
FAX #04.303- 108

® + Yot Kunala. JATAN
08 Shvhara P ARN

1 | ' * :
i Revoxr ' World Bank's Vice-President
! Armn-June 1992 ' C—
| Veou Vilf No. 2 .
E Outrage upon outrage trom the chambens of the planer's Llirgeu finanaial
: ’ institution. the World Bank. Semior Vice Prosident for Research and
i Policy, Lawrenwe Summers. revendy circulated s highly secrer mema
| Directoe: Randail Haves (wmeh showsd up RAN s fax machinc) «axmp *luat berwezn voy and
| Maitor: Mart Burre Wi e N
. Contribuung Edisors: Joba Seed,
| G Counset, Pegsy Mallward k] 3 X8 i HUCH
i i ' SRUAMIE)™" Summers went on 10 give thrve detliled ressons o jusufy
C W his potiuor. Notall of us see the future as Summers does.
i id Runsforest ".";:“ Publubed The Secretary of the Envuronment for Branil. Jowd Lutzenberger. was
P Prewed ol +Casiodh a leading environmentil Jctivist before taking his current potition with
| mmm-?mn the govemment. Qutside the World Bank headq 3in Wa
| Raiaforest Latormation Centre LAl | D.C.. Dr. Lutzenburger and | sharcd the plastorm denouncing the Bank
{ Frivoan o e o OO I Lutz «aid 1t best then and sand it best 1gs 1t a heeter 10 Lawrence
—— d S “If the World Bank keeps you 13+ <¢ president il will fore all
Woeio Ramneonrest credibiliry. To me 1t would confirm wha | orten said a3 an envuvnman.
talist. years ago. fighting ccologically devastating and »ocially ditruptive
Movimsnt ConTacTs 1 4 y P

World Bank “development " namely that the besr thuny that
could happen would be for the Bank to dicappear.™

[ can tink of no berter way (0 T that process than (o have
Harvard-truned Lawrence Summere retign.

Mr. Lewis Presion (Summens” hoss, World Bunk Preudent). you
_ahouid call for. Suamers” resignation immedinaly,. Aad Jhe woat Gose
him. In the mxist of getrng rid v Summers. you ought to face up Lo the

fact that the World Bank 15 a corupt out-of-date ecolopcally dyshunc-
uonal insti Your p , Barber Conable. could nut reform
meku\dywwxlIMnmmm Tha Bunk is w0 Mg to be
fixed.

Out of the Ashex we can daign new asiitutions that can employ

Shibwys-te. Tokyw 150, Jasan
TEL. 03- 77028, FAX: 007704727
Asstrakie/™vew Zeaiood

* jotw Res Hasnfomnd lnformacon
Centre, 1.0 Bat JAL. Lismore. N S.W.
2480, Ausralia, Econer: rmnfaus.

Yarepe
* Marew Colchemer
4 Chape! Row. Chadhngna OX 7 INA. UK
Tal : 1360-376491: FAX US0-§76-743
= « Simon Cuunell. Priends of the Eart-UXK
T 2623 Underw 0od Si.. Loadoa N17)Q. UK
BAX: 41-30n0R01
Nurth America

+ Paeners Ad3ma, Prode Inevnalonal
135 Bremswick Ave . Toronie. ON M3S
IMG. Canadx: FAX. 1410) 972-3824.

' Nlll USA. T.l ‘IISI'M
- rnforrst. FAX. (415) MR.273L
i Sewth Asis
’ * Vamians St a, Reeorch Foundauon for
Scrence Technoiopy & Nacwral Resource
Patcv., (U3 Raypur Road. Oches Dun, Lo
Yadesh, J4WN], Inthe.

payers hard-eamed money to bettcr the weifare and ecology of the
Third World. Rauntorest Action Netwark's has held this po<ition unce
our inception. We called tor this when we published full-page adveruse-
ments in the Wall Street Journal and The New York Times calling (0¢ the
U.S. Congress 10 cut funding to this rainfc Killing or

The out-ofcontrol acuvines of your Bank dx\prwsly destroy e
wnfemuwmcecdosyolnm Facc the facts and get nd of

now. Dedi mcmolyowhfctondam;u:

wﬂdolthcwoﬂdBankwsunda- fu
Do this. or yowur hife’s work will have represenicd 3 tagac farlurc that
hclpednkuhunw: planet Earth down with 1. What you are doung 1§
killing the planet. Stop 1 now.

-~Randall Hayes

* RAN't clanfication amd underlining cxcegt for the wurd “mure

Raswouer ACYre NYTwolt

S
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LEADERS

was that F3than Musiims invaded from the west. encouraged
by the Pakisrani dover and Kashmin Mushimy rebelled
agninyt the maharajah-=who then sought military help from
Delhi. [t armved, but the price exscted by India’s pnme minis-
ter, the Kashmir-bom Jawahartal Neheu, was the 3ccession of
Jammu & Kaslimse 1o India. Supposedly. this demonstrated
Nehru's determination thae India. for all 1y Hindu majonity.
would be a country for il reliions. Mountbaden accepted the
docurment of accession 1a October 1947, adding that ~as soon
a3 law and order have been restared .. . the question of the
stare’s accansion should be setried by a reference i the penple.”

Sack to basics
$0 much for wichful dunking. Reality 15 chat Kashmiris have
never been consvited on theic destiny. Pakistan sull calls for the
plebuseite Kine proposed in 1949 by the Unired Nations—but
wants 1t 1o invoive only 8 choice berween joining India or Palu-
saan. India says its Kashmiris, by voting in local clecnons and
adopting # s131e constitution, have 1n effact ratified their acces-
sion (0 Indha; it notes that the Simia Accord of 1972

o the humeland of the subcannnenrs Must:me 110d:a feamihe
unlesshing of Keuparous forces: if Kashmie leaves the unon.
why nct Punjahor Assam or Tamil Nadu? There 31¢ politiatans
in both countnes who plead dic siratewis tmegnance o7 Kash-
mie's mountung.

These welf-seving arguments shuuld 2ot £ unchatlenged
Palisean does ROt need the fow mMillica Mushims in Kashrme
any more than it needs dhe 100m in incha. tndia may well
loathe the separansts of the jammu & Kashmie Lbcration
Front as much 23 e Sikh secesnionnt o Purnab. butircanrot
pretend the parallels are exxct. Under ammicle 33 97 :he Indian
consniution, Kashmir Ras always had 3 <pecid, starus. with
non-Kashmins forbidden to buy land 1n the 3lley (a 24n thas
many Hindu chauvinists would like 10 Hout wiih mase .memi.
gratwn). As for Kashmie's srarsgic imparance. 10 gerceat—be
he from (ndua, Pakistan o neighbouring Chir 3 ~would sensi-
bly isunch 3n tavas:on 3cross the world’s highess mounraine

13 independence, then, the 3newer 1o Kasnmur s woes® No
more, perhaps. than for Lesatho. Andorea or sny oter midger
sate landlocked in he But let Kashmins decide

Pakisan and (ndis to discuss 3 ~final yeslemenc” over Kash-
mir on a bilareral basia, with no U involvernent. Sodh coun-
ries regard independance for Kashmir as unpalatabl

Their distaste 15 understandable. Pakistan feels Kashmin
independence would undermine the raison d #re of Pskivan

dhat for themsel 3. .rough a reterencum (ovenng ali the 0p-
nons. it may be .mpoible ro rewnte Rustory. bur here :x no
shame 1n rerurning tns Basics. € 1ndia wizhes 1o :nfucnce *he
outcome, it should realise that to connnue « ovlicy of Srucal
repression is to foed. ot starve. the wparatis™ 1t fears

Pollution and the poor

Wuy“dundmnlopmuw"umypﬂa‘uumond\cﬁidwﬂd

LAmeMiMp«dummkum
St the chief. ist of the Worid Bank, 10 some
collcagues. The memo pondered whother the Bank should “en-
courage more mi of the dirty industries to the durd
world™ and s3id rthat “the economic logic of dumpng a load of
1ome waste in the lowestwage country is impeccable™. We ob-
jocred 0 Mr Summen's language bus said his economics was
hard 10 sngwar. Many peopl, it seems, dissgres. Mr Sumwners.
45 one commentatar Put i, views the world through “the dis-
worting prism of marke: €conomMIcy”; hia ideas are “s recipe for
asin"; and he ignores the raal challenge, which i "0 find an
equitable way of Anancing ciean growth everywhere”.

The Bank siys that Mr Summers, one of Amcrica’s bet
economise, was merely tying 10 provoke debece. 11 0. it 13 10
be hoped that he succesds—snd that the Bank does now. in-
sead, go silent on the subject. Much thinking on “clesn devel-
opment” is muddied. (tis a confuxion that thressens to csuse
great. if well-insentioned, hamm o the world's poorest peoni

touac waste in Africa. All three argumenss share 2 dusnnctively
premi nial podicy tveg trade oifs.

and should sbek a bal b cosand d
I Mr Summers 13 wrong, why 15 he wrung® Many greeas
would say his premoe is (aise. They appear 10 bechieve that the
unly armount of poliunon 13 2ar0 or—which loous
more sensibic. but is slmas a3 dak—chat ait poltunon soove
somearbitrarily low threshold musi be stopped Thitcannorde
nght. Connolling polluton s expensive (and many ird-
»orid countras can ill afford the expense). 3nd the benefie
(expacially when levels of pollunun are already low) may be
small. Creens sad ec0-9ceptcs may dissgree About e (b

£

. and benefis, and thus sbout where the proper balance should

lie. But the notion that such 3 batance should in pancipic be
wruch~and that, 33 a result, the “aght” tael of pollution 8
greates than 2610 and vanes acnading 10 CircuMtaNCS —Qught
00 be uncontroversial. Without that ides. inreiligent Jecussion
of envi tal policy 1s impuesiiie.

The clarifying leas of meriket economies
Mr Summers made three main puints. Firse, the coss of poitu-
tion depend on camings foqgone through death or injury; these
coets are lowest in the poocest countnax. Second. costs rise dis-
z::orﬁwdy a3 pollution increases: 50 shifting poilunan
dirty placas 10 clean onas reduces cone. Third, people
value a clean environment more &3 dheir incomaes nse; f uther
rhings are equal. costs fall if pollution maves from rich places
10 poor ones. On the face of it, cach seems a reason 1o dump

But then Mr Summers makes 3 further, cruc:al assumption
e rupposes hhat the value of 2 his, ur of vears 3 Iiie exoec:
@aNcy. can be medr ~ed by an obyective amwver 0 e of
ncomes perhead—  odher words, that 3n Englisnman's Life s
worth more than e tives of 8 hundred [ndians. This 1y 1aive
wthiananism reducad 10 an abrurdity. (4 1¢ 0 Qutland.sh thae
even 3 distinguished sconomist should we hai « grovide A0
banis for world Bank policy.

Trse. many of the decisions thar governmeries make on
heshh care. roads and so forth) reflectimolicil. and wmerimes

[ECI N
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This neve fcem appeaced on page 12 of the Jaguasy ... ...} Lseue of
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‘““'2 Translation

Prom Mulford to Surmers

A fow days befors the change of governasnt ia Vashingtoa, Asericans and
Germans will Rave the opportunity to test the oev trans-Atlancic curreats
during & maeting of ths *$-7 Counril." At the exclusive Prankfure coaclave,
some mesbacs of the Cliaton team will ssk Qquestions and give saswers. The
fasct that. according to relisble sources, Laccy Susmere--Barvard profaesoc sad
chief economlsg of the World Bsak--Ls Likely to succesd Under Secretary of the
Tressucy David Mulford, may give the mesting & piquant quality. Eves thoagh
U.S. President-elect Clinton has sot yet formally confirmed the appoiatmenc of
the position so ceitical for intsrastiocasl moastary cooperstiom, it csa safely
be essumed that Sumers will get the job that Mulford has heid slnce the mid-
60s. 'To put it delicately, nsither (a Western capitsls noc la finsacial
ceateors does the prospect of Susmecs as Under Secretary of the Treasury svouss
eathusiasss. On the contrary. first reectlons from G.7 circles appesr to doudt
that sa urgeatly needzd strengthenlng of coopecation among leading fadustrisl
naticne can De schieved, dus to Suswmers’ known sggressivensss and teandeacy to
overcate himself. Inslders see i{n the almost cecteln sppointment of Sammers
for the key pasition further proof that the aev U.S. president followe a very
unconventiocaal peth i~ his deciefon-making on key appulncaents.
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THE WASHINGTON OFFICE ON AFRICA
110 MARYLAND AVENUE. N E
WASHINGTON, D C. 20002
PHONE (202) 546-7961
FAX 1202) S46-154%

March 17, 1993

Dear Senator:

We the undersigned civil rights, human rights, Africa advocacy, environmental and
religicus organizations, write to oppose the nomination of Lawrence H. Summers to the
post of Undersecretary for International Affairs at the U.S. Treasury Department.

Mr. Summers, formerly the World Bank chief economist, achieved international notoriety
last year for advocating the dumping of toxic waste in the Third World. In a confidential
memo Mr. Summers argued that:

¢ world health would be improved if polluting industries and wastes could be shifted
from heavily potluted areas in the developed world to "underpolluted” areas in the
Third World.

* the demand for a clean environment has a lower priority in poor countries with more
immediate health concerns.

¢ economic efficiency requires that pollution be concentrated in low-wage countries.

Following the release of the confidential memo, Mr. Summers has since said that he had
been misunderstood and that his remarks were only meant to provoke ‘debate within the
Bank. The apparent wholesale disregard for people in the South that is reflected in the
memo might be excused with that explanation. What can not be explained away or
misunderstood is Mr. Summers insensitivity to the people of the South reflected in his
aggressive support for an international form of Reaganomics--economic austerity and
"liberalization" policies that have caused social, economic and environmental devastation
across the South~m hemisphere--otherwise known as Structural Adjustment Programs
(SAPs).

SAPs focus on cutbacks of essential investment in human resources, undermining long-term
economic growth precisely as Reagan policies at home have undermined the U.S. economy.

Far from solving economic problems in the South, the SAP policy that Mr. Summers helped
formulate has exacerbated poverty and underdevelopment. SAPs have also set back the cause
of democracy and human rights by increasing the political power of military forces: budget
cuts under SAPs fall almost completely on non-military programs, and in 2 number of
countries, the army has repressed popular demonstrations against SAPs.




142

Cne recent example of the failure of the SAP policy is Zimbabwe, a country located in
southern Afiica, which has been operating under the direction of a World Bank/Intemational
Monetary Fund structural adjustment program for a year. Subsidies on basic foods, health
care, public transportation and other vital sectors have been reduced. Food prices and basic
services have doubled and in some cases tripled. The policies have weakened household and
community economies, increased the vulnerability of low-income groups to the food
shortages associated with drought and raised the likelihood of widespread hunger and
deprivation across the Southern Africa region.

Religious, environmental, development and other non-governmental groups around the globe
have expressed their dismay with the nomination of Mr. Summers:

The structural adjustment policies (SAPs) which Larry Summers has
helped formulate affect mostly the poor, women and children in the
Tt'-d World. The SAPs are not a panacea to the socio-economic

pru Jlems in the South but only add distress and more burden. The one
cure that the Clinton Administration can give to the Third World is by

revoking the appointment of Larry Summers.
Reverend S ! Kobia, G ! Secretary, National Council of Churches of Kenya

We join Reverend Kobia and our partners throughout the South in the request that Mr.
Summers’s nomination be rejected.

We hope that in our relations with Africa as well as in domestic economic policies you will.
opt for change rather than for continuing the bankrupt policies of the past. For that reason it )
is essential that the person confirmed for this position be someone who recognizes the

failures of structural adjustment and is willing to encourage the development of World Bank

Africa policies that mirror the U.S. foreign assistance guidelines contained in the

Development Fund for Africa.
Respectfully,

Imani Countess
Executive Director
Washington Office on Africa

Anna Rhee

Executive Secretary for Public Policy
Women’s Division

United Methodist Church

Reverend Benjamin Chavis
Director

United Church of Christ
Commission for Racial Justice

Terrance Miller
Justice and Peace Office
Maryknoll Fathers and Brothers

William Johnston
Episcopal Churchpeople for a Free
South Africa

Reverend Archie Le Mone

Executive Director

Home Mission Board/

Progressive National Baptist Convention

Dan Hoffman \\
Disciples of Christ/United Church
of Christ Joint Ministry in Africa

William Pace
Center for Development of
International Law

Caleb Rossiter

Director

Project on Demilitarization
and Democracy

John Gershman
Food First




Dave Batker
Greenpeace, International

Barbara Dudley
Executive Director
Greenpeace, U.S.A.

. Terry Allen
Editor
Covert Action Quarterly

Randy Hayes
Executive Director
Rainforest Action Network

Juliette Majot
International Rivers Network

John Prendergast
Center of Concern

Reverend Timothy Taugher

Chair

Justice and Peace Advisory Council
Tim Wise

Executive Director

Grassroots International

Will Toor
Director
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University of Colorado Environmental Center

John Cavanagh
Institute for Policy Studies

Joan Heckscher
--Global- Exchange, -Washington Office

Deechn Ferris
Environmental Justice Project

Lawyers’ Committee for Civil Rights Under Law

Oxfam Ameri. «

Mark Ritchie
Institute for Ag. and Trade Policy

Fair Trade Campaign

Christina Cobourn

Coordinator for the Campaign

on Debt and Development Altematives
Missionary Society of St. Columban

Pharis Harvey

Executive Director

International Labor Rights Research
and Education Fund

Mark Dubois

Executive Director

World Wise

Grassroots Campaign for International
Development Bank Reform

Jennifer Davis
Executive Director
American Committee on Africa

Father Stephen Price
Society for African Missions

Jon Chapman
Associate for Southern Africa
Presbyterian Church (USA)

Randall Robinson
TransAfrica

Nationat Organization for Women

Gigi Gruenke
SHARE Foundation
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Brent Blackwelder
Vice President
Friends-of the Earth

Kevin Bunger ’
Centrai ivew York Friends of Canto Grande

Andrés Thomas Contelis

Co-chair

Fellowship of Reconciliation

Task Force on Latin America and the Caribbean

Scott Wright
EPICA

Richard Regan
Center for Policy Alternatives

Vemice Miller
West Harlem Environmenta! Action

Pat Bryant
Executive Director
Gulf Coast Tenants QOrganization*

John Lenox

David Phillips
Executive Directors
Earth Island Institute

Yoichi Kuruda
Japan Tropical Forest Action Network
JAPAN

Ian Tellam
W.LS.E.

(World Information Service on Energy)
NETHERLANDS

*For identification only -
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. Moumié Maoulidi

United Nations Office
Unitarian Universalist

Barbara Aires
Interfaith Center for Coroporate
Responsibility

Pablo Stone
Disciples Peace Feilowship

Reverend Phillip Wheaton
Conversion for Reclaiming Earth
in the Americas (C.R.E.A.)

Willis Logan
Director, Africa Office of the
National Council of Churches

Donna Katzin

Director, International Justice Programs
Interfaith Center on

Corporate Responsibitity

Jaydee Hanson

Assistant General Secretary

Ministry of God's .Creation

General Board of Church and Society
United Methodist Church

Adam Flint
Binghamton-El Charc "1
Sister City Project*
Binhamton, New Yor'.

Jutba Steigerwale
Campagna Nord Sud
ITALY




