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REPORT TO CONGRESSON
U.S. DEBT REDUCTION AND NEW LENDING
FY 1990-FY 1999

Summary

This report has two parts. Thefirst part explains debt reduction activity taken by the U.S.
government in FY 1998 and FY 1999. The second part of the report gives a detailed explanation
of the debt reduction activities of the U.S. government in the 1990s.

The Administration’s debt reduction programs are an integral part of U.S. international economic
policy. Inthe context of individual countries' comprehensive economic reform programs, U.S.
debt relief can help adebtor country stabilize its finances and put it on a sustainable path of
economic growth. Debt reduction also unlocks resources for poverty aleviation, basic human
needs, child survival and environmental protection. Debt relief also can benefit the U.S.
economy through expanded bilateral trade and investment opportunities and by increasing the
expected value of the remaining debt.

Below is asummary of those programs.

Multilateral (in the Paris Club):

Toronto Terms (1988): A 33% reduction in debt flows of eligible non-concessional debt
to Paris Club creditors. The U.S. participated through a rescheduling option.

London (or enhanced Toronto) Terms (1991): A 50% reduction in eligible non-
concessional debt to Paris Club creditors. The U.S. participated through a rescheduling
option.

Naples Terms (1994): Up to 67% reduction in debt stock and debt flows of eligible non-
concessional debt to Paris Club creditors.

Heavily Indebted Poor Country (HIPC) Terms (1996): Up to 80% debt stock and
flow reduction on eligible non-concessional debt, or more if needed, plus proportional
debt reduction from international financia institutions (IFls), on “top up” from Naples to
HIPC terms.

Enhanced HIPC Terms (to beimplemented in 2000): Up to 90% debt stock and debt
flow reduction on eligible non-concessional debt, or more if needed; 100% of
concessional debt, plus proportional debt reduction from IFIs, from Naples to HIPC
terms. The United States will forgive 100% of all debt owed by eligible countries.
Canada and the United Kingdom have a so agreed to forgive 100% of all debts owed by
eligible HIPCs

PAGE 1



Unilateral:

Reduction in USAID and USDA concessional debt: Up to 100% reduction on
concessional USAID debt and concessional USDA (PL-480) debt to support economic
reform for developing countriesin Africa, Asiaand Latin America. Reduction of
concessiona debt under these programs was provided from 1989 through 1991.

Enterprisefor the AmericasInitiative (EAI): Debt swaps, reduction, and debt buy
backs of concessional debt owed by eligible countriesin Latin America and the Carribean
for conservation and child survival programs. Legisative authority for this program was
enacted in 1990.

Debt Reduction for Tropical Forest Conservation: Debt swaps, buy backs and
reduction for eligible countries to support conservation of endangered tropical forests.
Legidlative authority for this program was enacted in 1998.

Debt Swaps under the SEED Act (1989): The Support for East European Democracy
Act (SEED) of 1989 authorized the implementation of a program (the SEED Program) to
provide cost-effective assistance, including debt swaps, to countries of Eastern Europe
that have taken substantive steps toward towards democracy and market economies.

Special debt legidation:
The U.S. has reduced the debt of Poland (1991), Egypt (1991), and Jordan (1994, 1995, and
1997) to assist economic reform in those countries and to further national security interests. In

the cases of Poland and Egypt, U.S. debt reduction levereged debt reduction by other creditors.
In the case of Jordan, the debt reduction was unilateral.
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FY 1999 DEBT REDUCTION ACTIVITIES
FY 1999 Agreements

Naples Terms. The U.S. participated in two Paris Club Naples Terms reduction
agreements that will forgive atotal of $157.7 million in face value of debt owed to the
U.S. Honduras received 67% reduction on eligible debt service payments due to Paris
Club creditors through March 2002. Zambiareceived a67% reduction on eligible debt
service payments from the Paris Club in December 1996 for payments due through
December 1997, but quickly fell off its IMF program and its Paris Club agreement was
never fully implemented. In 1999, Zambia re-implemented its IMF program and became
eligible to receive debt reduction from the Paris Club. Zambia will receive reduction on
Paris Club debt service payments through March 2002.

HIPC: The U.S. participated in three Paris Club HIPC agreements that will forgive a
total of $19.6 million of debt owed to the U.S. Guyanaand Boliviareached their
completion points and entered into agreements that will provide increased debt
forgiveness from 67% up to 80% of their stocks of eligible debt. Mozambique reached
its completion point and signed an agreement that will increase the stock debt forgiveness
from 80% to 90%.

Bosnia: The Paris Club also provided Naples Terms debt reduction for Bosniaon
eligible non-concessional debt service paymentsto Paris Club creditors. The $4.3 million
cost of U.S. debt reduction under this agreement was funded by separate appropriations
under the Support for Eastern European Democracy (SEED) Act.

U.S. Budgetary Cost

There have been significant changes in cost and treatment of countries since initial FY
1999 budget projections. Ethiopia, Mauritania and Nicaragua were anticipated to receive
HIPC terms debt reduction. In addition, it was expected that Honduras would receive a
50% reduction, as opposed to the 67% reduction in eligible Paris Club debt service
payments it ultimately received. Congress was notified of this change in accord with
established procedures. Finally, Zambia' s 1996 Naples Terms agreement was fully
implemented as Zambia returned to its IMF economic reform program.

Ethiopia became ineligible for debt relief under HIPC due to continuing military conflicts
which caused it to fall off its economic reform program. Congress put a hold on debt
reduction for Ethiopiaaswell. The HIPC decision points for Mauritania and Nicaragua
have been delayed to FY 2000.
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