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HOW AMERICA LEADS ABROAD: AN
EXAMINATION OF MULTILATERAL
DEVELOPMENT INSTITUTIONS

Wednesday, November 13, 2019

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON NATIONAL SECURITY,
INTERNATIONAL DEVELOPMENT
AND MONETARY PoLICY,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
2128, Rayburn House Office Building, Hon. Emanuel Cleaver
[chairman of the subcommittee] presiding.

Members present: Representatives Cleaver, Perlmutter, Sher-
man, Vargas, Gottheimer, Garcia of Illinois; Hill, Williams, Emmer,
Gonzalez of Ohio, and Riggleman.

Ex officio present: Representative Waters.

Chairman CLEAVER. The Subcommittee on National Security,
International Development and Monetary Policy will come to order.
Without objection, the Chair is authorized to declare a recess of the
subcommittee at any time. Also, without objection, members of the
full Financial Services Committee who are not members of this
subcommittee are authorized to participate in today’s hearing.

Welcome to the hearing, and we appreciate the presence of all of
you who are here.

Today’s hearing is entitled, “How America Leads Abroad: An Ex-
amination of Multilateral Development Institutions.”

Before we go any further, let me just begin by welcoming, as the
ranking member of this subcommittee, someone with whom I am
very pleased to work, Congressman French Hill. I look forward to
working with you over the next year, or maybe longer.

I am eager to partner with our new ranking member on special
subcommittee issues. And there are some issues that have histori-
cally been bipartisan, and I intend to conduct myself in a manner
that would allow them to continue to be such. I am confident that
together we will continue the tradition of shared focus and collabo-
ration. So, welcome.

I now recognize myself for 4 minutes to give an opening state-
ment.

Let me also just tell you that there is a visible absence of the
media here, and we can understand why they are not here today.
So, we will proceed anyway.

o))
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I am very excited to convene this hearing, exploring an issue our
committee does not regularly discuss: international development.

Development finance is a powerful tool in advancing the strategic
and national security aims of the United States. Today, the threats
that face the world are not just at America’s doorstep; they are in
our homes. We are in a heated trade war that is gripping both agri-
cultural heartland and consumers around the country.

In my home State of Missouri, for example, only 6 percent of
about 306,000 acres are being used for soybean planting. We have
5.1 million soybean acres, and we are using 306,000. That gives
you an idea of how troublesome this whole issue of trade is with
our agricultural community.

The headwinds present a risk to the economic outlook of the
United States and the rest of the world. It limits our capacity to
assist our smaller partners, leaving them more vulnerable. And as
this pressure mounts, so, too, does the desire by our competitors
and adversaries to displace our country as stewards of global order,
regional stability, and balanced growth.

As a member of the Helsinki Commission, I visited and heard
from countries beset by China’s debt trap diplomacy, a practice
which targets fragile developing countries with promises of invest-
ment and needed projects, only to face predatory loans and then
leave them worse off.

In South Asia, China’s harmful loan terms forced Sri Lanka to
sign over its critical ship import for 99 years, potentially to be used
for Chinese naval basing.

In Africa, China has successfully set up an overseas base in
Djibouti. In this very same country, the debt to China has risen to
80 percent of their GDP.

Multilateral development institutions, such as the World Bank,
have served as invaluable tools in relieving pressure on the U.S.
to confront these disturbing trends. The World Bank has allowed
us to join our international partners to uplift those who need devel-
opment assistance, most without ceding ground as a global leader.
From its work on infrastructure projects, to its response to the
Ebollg crisis, the World Bank has helped confront the needs of the
world.

The Bank also carries some of the greatest bang for the Amer-
ican buck. According to the Department of the Treasury, every U.S.
dollar paid in capital leads to $25 in lending.

I am pleased that we have before our committee the Treasury
Department Secretary’s authorization request for the world. As im-
portant as this institution is in global development, it is imperfect
and requires thoughtful reform.

I continue to look down to see if the Chair of the Full Financial
Services Committee, Chairwoman Waters, is coming in, to give her
the final minute, so I will recognize her when she comes in.

I now recognize the ranking member of the subcommittee, the
gentleman from Arkansas, Mr. Hill, for an opening statement.

Mr. HiLL. Thank you, Mr. Chairman. Thank you for your kind
words. I, too, look forward to working with you. We have had a
great working relationship on this committee over the past 5 years.
I particularly have enjoyed my work on the Terrorism and Illicit
Finance and Monetary Policy Subcommittees in past Congresses,
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and I look forward to working with you in the balance of this Con-
gress on these important topics. I am glad we are going to examine
the multilateral development institutions today.

Since 1945, the World Bank has been supporting low- and mid-
dle-income countries by providing access to financing to alleviate
poverty, and promote economic development, and over that time,
the United States has approved capital increases 4 times: 1959;
1979; 1988; and 2010. This is the fifth time an Administration is
seeking congressional approval for a capital increase.

The Trump Administration has proposed an additional paid-in
capital of $1.2 billion for the IBRD and $5.5 billion for the Inter-
national Finance Corp. Both would be financed by other countries
around the world. Regardless of where the funding comes from,
both of these amounts of money approved require congressional ap-
proval.

As a part of that approval process, the Administration has initi-
ated several reforms that they are in the process of implementing,
such as limiting World Bank lending to higher-income countries,
capping overall salary growth, and achieving expense savings.
These reforms are tantamount to ensuring that the Bank continues
to perform effectively and fairly.

One of my goals for this subcommittee is to ensure that the
World Bank and other multilateral development banks are using
U.S. resources in a transparent, corruption-free, effective manner
before committing U.S. taxpayer funds to these institutions. The
U.S. must use its leadership at the Bank to fight for an end to cor-
ruption and to make sure that all lending is conducted with ac-
countability.

To that end, I want to discuss China and their access to the
World Bank. China technically crossed an important World Bank
income threshold in 2016, which was supposed to begin a discus-
sion on graduation from Bank assistance. However, the country has
received more than $7.8 billion in funding since that time. China
continues to borrow an average of $2 billion per year from the
Bank.

Even more concerning to this subcommittee is, we often are not
confident where those loan proceeds are being used. For example,
is part of that money likely being used as a part of China’s Belt
and Road Initiative?

In my opinion, the lack of oversight in dissemination of funds to
a more developed country like China, with $3 trillion in reserves,
is not acceptable. I know that others on my side of the aisle share
this view. The lending number needs to be wound down and even-
tually get to zero.

The United States needs to ensure there is greater transparency
in how the Bank’s money is disseminated and have stricter guard-
rails on its use. That includes both the Bank and the IDA. There
are concerns of lack of competition for certain lending proposals
with that arm of the World Bank.

So, Mr. Chairman, I look forward to working with you on these
important issues. I thank you for the time, and I look forward to
our discussion today. I yield back.
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Chairman CLEAVER. I now yield to the gentlewoman from Cali-
fornia, the Chair of the Full Committee, Chairwoman Waters, for
such time as she may consume.

Chairwoman WATERS. Thank you so very much, Chairman
Cleaver. I appreciate that.

In 1993 and 1994, I sat on the International Subcommittee of
what was then the Banking Committee at a time when a number
of people wanted to abolish the World Bank and the IMF because
they believed that the institutions were indifferent to human needs
and values such as worker rights, income distribution effects, and
the protection of the environment.

We made a good deal of progress enforcing change, including es-
pecially the creation of the Inspection Panel. And in doing so, we
rescued the World Bank, as well as the IMF, from a reactionary
and unenlightened viewpoint that made them legitimate targets. It
took a while, but we were able to make them more relevant, and
more important, not just on the particular issues we care about,
but on their capacity to do better work. So, I am very proud to have
been part of that, and I look forward to continuing to engage on
these issues as we consider the authorization request before us
today.

Let me just say that there is a long history of people saying that
certain things are immovable, that some things cannot change, but
those things do, in fact move, and do change.

Mr. Chairman, I want to hear about some discussion that has
been going on about IDA and the proposals to invest in IDA, taking
funds from the IDA appropriation, I believe. That is a serious dis-
cussion.

And when we talk about these countries that need so very, very
much, we have to really understand whether or not some of these
proposals, like coming from the IFC, whether or not it is real and
whether or not we are taking away money that should be going to
support some very basic things in these poor countries in an effort
to support business and privatization.

We are not against business, but we have to take a look at the
history and the record of those who claim to want to invest and
what they have done in the past, whether or not they have been
successful, or whether or not they have actually failed. And we
have to take a look at whether or not the capability is there to
identify certain projects that can be done; or whether or not this
is kind of like pie-in-the-sky proposals that would be given to IFC
to proceed in a manner that is not a manner that is proven to be
successful.

I will not say any more. I am going to listen. And I yield back
the balance of my time.

Chairman CLEAVER. Thank you.

Today, we welcome the testimony of five witnesses. Our first wit-
ness is Matthew McGuire, who currently serves as the president of
CapZone Impact Investments. Prior to joining CapZone, Mr.
McGuire spent nearly a decade in public service, largely focused on
increasing economic development through private investment, in-
cluding as U.S. Executive Director of the World Bank under the
Obama Administration.
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The second witness is Nadia Daar, who is the head of the Wash-
ington, D.C. office of Oxfam International. Ms. Daar has several
years of experience working with civil society in the Middle East
and North Africa regions, as well as in North America on social
and economic justice. She has also promoted the adoption of inclu-
sive, accountable, and sustainable development among inter-
national financial institutions.

The third witness is Jolie Schwarz, who is a policy director at the
Bank Information Center. Ms. Schwarz is a human rights attorney
and has focused on development policy reform at the international
financial institutions, with a focus on social inclusion and account-
ability. She has experience working to promote the rights of the
most marginalized through legal advocacy and policy reform.

The fourth witness is Charles Kenny, who is a senior fellow and
the director of technology and development at the Center for Global
Development. His current work focuses on gender and develop-
ment, the role of technology and development, governance, and
anticorruption, and the post-2015 development agenda. Mr. Kenny
is also a former World Bank employee.

Our final witness, E. Whitney Debevoise, is a partner at Arnold
& Porter. Mr. Debevoise’s practice involves international financial
transactions, public policy, international arbitration, multi-jurisdic-
tional litigation, banking, and international trade. Mr. Debevoise
rejoined the firm in 2010, having served as U.S. Executive Director
of the World Bank in 2007 under President George Bush.

Thank you all for being here today.

Mr. Debevoise, we know that you have a hard stop at 11:30, so
we will try to make sure that you are able to get out at that point
in time.

You will each be recognized for 5 minutes for an oral presen-
tation of your testimony. And without objection, your written state-
ments will be made a part of the record.

Thank you very much. We will begin with Mr. McGuire. You are
now recognized for 5 minutes.

STATEMENT OF MATTHEW MCGUIRE, VICE CHAIRMAN,
CAPZONE IMPACT INVESTMENTS

Mr. McGUIRE. Thank you, Chairman Cleaver. I appreciate it.
Ranking Member Hill, I appreciate you having us here, as well.
Chairwoman Waters, it’s always a pleasure to hear you speak and
to be in front of you, as well, so thank you for joining today.

I also should just say that it is a pleasure to be here with such
a distinguished group of co-panelists, as well, with such a diverse
range of opinions, and I look forward to this discussion.

I have submitted my testimony. Rather than read that, I would
like to address a couple of things that Chairwoman Waters raised.
And then I would like to speak, if I could, to the larger context in
which I see American support for the World Bank being central.

Let me start with the latter, and it is just to say that in the con-
text of economic development broadly around the world, I think it
is very important to state the obvious, which Ranking Member Hill
alluded to, which is that countries around the world are looking in
two directions and trying to figure out how to grow and how to
align themselves over time.
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One option is towards the view that America has held histori-
cally in the World Bank as champion, which is having a rules-
based international order with free markets and not having a
state-led economy that centralizes decision-making and controls
business, and so on.

The other model is one that has had great success in China over
the last 20 years, and their state-led authoritarian model of eco-
nomic development is one that looks attractive to a lot of countries
around the world right now because China has been able to pull
so many of their people out of poverty.

What I think is important to remind ourselves is that, in this
context, the Bank is very much a champion and advocate for open-
ing markets up, to liberalizing economies, to moving away from
state-led, state-owned enterprises and other state-led endeavors to
drive economic growth over time.

The Bank understands that the historical record and the evi-
dence is quite clear, that that model has not worked very well over
the decades, whether in Latin America, Eastern Europe, Africa, or
any number of other places.

I think what we need to understand is that the Bank is seen
around the world as having the imprimatur of the United States,
carrying the values of our approach to economic development and
the values that have driven our success and growth over time.

And, so, I do strongly encourage this committee to authorize the
capital increases because the Bank can be a powerful tool as we
think about our influence globally and we think about helping more
people around the world come out of poverty and have healthier,
more sustainable lives in the decades ahead.

If I may, Chairwoman Waters, address your question around the
private sector, I agree that we always need to have accountability,
and we have to be evidence-based in thinking about how we make
decisions here.

I would say that foremost for me, when I was serving the country
as the U.S. Executive Director at the Bank, what really struck me
is how much the Executive Directors and representatives of emerg-
ing countries really wanted more private sector involvement. They
often said, “We need to figure out how to get more investment in
our countries. We cannot do it alone as a government for a range
of reasons.”

And central to the whole effort to move from billions in aid to
trillions in capital inflows, central to that thinking at the Bank has
been pulling more private investors into markets they otherwise
would not go to.

So, what I would say about the private sector window for IDA
is two important things. One, the previous replenishment of IDA
was to the tune of $35 billion or $37 billion; I cannot remember ex-
actly what it was. This last one, which includes the private sector
window, was at $75 billion. So, because we issued that against IDA
for the very first time, we were able to double the amount of money
that was going to these poorer and more fragile countries around
the world.

Within that, $2.5 billion, as you know, was set aside for the
International Finance Corporation (IFC) to create a private sector
window. And it was quite targeted, but it was also thought of as



7

a first step. So, for example, one of the instruments that was cre-
ated was one to help with currency fluctuations. That is one of the
primary reasons a lot of investors do not want to invest in poorer
countries is they are worried about the currency and getting their
money back out.

So, it was quite targeted, it was narrow, and I think I would sug-
gest that we give it time to see how it works. But I would empha-
size that it was a small portion of a much bigger pie in the last
go-round, and that IFC has quite a good track record over time of
moving into markets where others do not. And when IFC is there—
and I have seen this personally as I have traveled around the
world—it is the imprimatur of the Good Housekeeping seal of ap-
proval that other investors are more willing to come into those
projects or come into those countries where they might not other-
wise.

So, I will stop there, and I am happy to talk in more detail. But
again, I think it is very important that we do think about this from
an evidence-based perspective, but also that we listen to the coun-
tries who are receiving this capital. And when they say it is funda-
mental to have greater private sector inclusion, I think we should
endeavor to follow through on that.

[The prepared statement of Mr. McGuire can be found on page
64 of the appendix.]

Chairman CLEAVER. Thank you, Mr. McGuire.

Ms. Daar, you are now recognized for 5 minutes.

STATEMENT OF NADIA DAAR, HEAD OF WASHINGTON, D.C.,
OFFICE, OXFAM INTERNATIONAL

Ms. DAAR. Thank you, Chairman Cleaver, Chairwoman Waters,
Ranking Member Hill, and members of the committee. Thank you
for the opportunity to testify on behalf of Oxfam.

We are an international relief and developmental organization
committed to fighting the injustice of poverty and inequality, and
we work in more than 90 countries.

My office is responsible for Oxfam’s engagement and advocacy on
the World Bank Group. I believe this institution plays a critical
role in developing countries, and I believe wholeheartedly in its
mandate to eliminate extreme poverty and boost shared prosperity.

I also believe it is a role of civil society to raise flags when we
see the institution making choices that undermine its mandate or
cause harm to vulnerable communities. To that end, my testimony
focuses on recent and concerning trends in the World Bank Group’s
education and financial sector portfolios.

Despite much of the Bank’s education work supporting govern-
ments to improve public education, we are deeply concerned about
the poverty and inequality impact of the institution’s increasing
support for profit-driven commercial schools. The International Fi-
nance Corporation (IFC) has quadrupled its investments in for-
profit primary and secondary schools in recent years, while over
one-fifth of the International Bank for Reconstruction and Develop-
ment’s (IBRD’s) and the International Development Association’s
(IDAs) projects include support for public-private partnerships
(PPPs), that use public funding to support private education.
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And it is not just a project here and there that we worry about.
Our analysis finds that the World Bank is actively advising govern-
ments to expand the private education provision. We have par-
ticular concerns around support for so-called low-fee private
schools, because no matter how small the fee is, they are simply
unaffordable for the poorest families. In Ghana, a poor family will
spend 40 percent of its household income to send just one child to
one of these schools. Evidence shows that girls disproportionately
lose out as parents are forced to choose which child to send.

When it comes to quality, the evidence shows that these schools
cut costs by relying on unqualified teachers, who are paid dismal
salaries. This flies in the face of the World Bank’s own evidence
that the presence of a trained and qualified educator is one of the
most important factors for achieving strong learning outcomes.
These schools also have a track record of resisting government reg-
ulation and educational standards.

Mr. Chairman, the lessons from around the world could not be
clearer. Pushing profit-driven and market-based alternatives to a
public education system creates educational segregation and exac-
erbates educational inequalities and wider social inequalities. Edu-
cation is a right, not a market commodity. Investing in free and in-
clusive public education of good quality is the best way to ensure
fulfillment of education for all.

The World Bank Group should urgently redouble its focus on
supporting countries to expand and improve the public and free
provision of education. Our strong recommendation is that the IFC
stop funding for-profit commercial schools at the basic education
level, that is K through 12.

It is morally outrageous for companies to be making a profit on
the backs of poor families who are sacrificing other basic needs to
pay fees. And it is even more morally outrageous for development
finance to support that.

Let me now turn quickly to the financial sector. As you are
aware, the IFC lends money directly to private sector companies,
but it is increasingly lending money to financial institutions such
as commercial banks and private equity funds, which then on-lend
to companies. As of 2018, Oxfam’s research finds that 55 percent
of the IFC’s portfolio is invested in these financial intermediaries,
or FIs. That was a whopping $6.4 billion. Ninety percent of that
portfolio is made up of commercial banking clients.

The challenge is an utter lack of information about where the
money ends up once the IFC gives it to these intermediaries, and
hence, what is the real impact that follows, be it good or bad.
Oxfam and others have done in-depth research exposing the IFC’s
connection to several highly problematic projects through its FI cli-
ents, including in Honduras and in the Philippines, cases where
the communities are suffering from unmitigated risks, loss of liveli-
hoods, forced evictions, human rights abuses, and in some cases,
murders with impunity.

Lack of disclosure about IFC’s FI subprojects means a complete
lack of accountability. The need for information is real and urgent
for communities who are facing day-to-day suffering to know their
rights as provided for in the performance standards of the IFC and
to know how to seek recourse at the IFC if harm is done.
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The U.S. has been a champion for strong environmental and so-
cial standards for transparency and accountability at the Bank
over the years, and we ask you to continue that leadership to pro-
mote systematized and required disclosure of financial inter-
mediary subprojects. There is a voluntary initiative, which was re-
cently announced by the IFC, but this must absolutely be a step-
ping-stone towards a requirement for the disclosure.

Finally, considering the discussions around IDA’s private sector
window, we propose banning the use of this window to finance any
for-profit schools, as well as mandating the disclosure of subproject
information and any financial intermediary investments made
through the window.

Thank you.

[The prepared statement of Ms. Daar can be found on page 39
of the appendix.]

Chairman CLEAVER. Thank you, Ms. Daar.

Ms. Schwarz, you are now recognized for 5 minutes.

STATEMENT OF JOLIE SCHWARZ, POLICY DIRECTOR, THE
BANK INFORMATION CENTER

Ms. ScHwARz. Chairman Cleaver, Ranking Member Hill, good
morning, and thank you for the opportunity to testify today.

My name is Jolie Schwarz, and I am the policy director at the
Bank Information Center (BIC). BIC is an organization which mon-
itors and influences the policies and operations of the World Bank
Group and other international financial institutions.

IFls like the World Bank Group underpin the global financial
system. These IFIs set standards for other major players in the
broader development community, especially in terms of trans-
parency and accountability. In large part, this is due to the history
of leadership by the U.S. Government and Congress, both of which
have worked for decades to encourage the adoption of strong social
and environmental standards and independent accountability
mechanisms.

The World Bank Inspection Panel and the Compliance Advisor
Ombudsmen provide critical pathways for impacted communities to
raise concerns and ensure that projects supported by U.S. tax-
payers do not destroy the environment or undermine human rights.

The current review of the inspection panel toolkit and the re-
cently commenced accountability review at the IFC present clear
opportunities for the U.S. Government and Congress to encourage
the Bank to adopt specific structural reforms, including: number
one, the addition of monitoring and dispute resolution functions to
the inspection panel toolkit; and number two, the creation of a rem-
edy fund at the IFC.

Congress generally, and this subcommittee in particular has his-
torically played a critical role in strengthening accountability at
the World Bank. The panel was created in 1993 in the wake of the
Bank’s withdrawal from the hugely controversial Sardar Sarovar
Dam on the Narmada River in India. A hearing by this committee
contributed to the growing recognition that a lack of accountability
in the Bank’s approval culture had eclipsed its focus on develop-
ment outcomes.
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Congress took a number of other steps. Most critical among those
was Congressman Barney Frank using the authorization authority
of this subcommittee to ensure the Panel was established. One of
the Panel’s most recent investigations highlights its value in en-
hancing the Bank’s development outcomes. In that case, the Panel
documented failures associated with the World Bank-financed road
project in which dozens of girls in rural Uganda were victims of
sexual exploitation and abuse. The Bank responded by adopting
sweeping reforms and initiatives to improve the institution’s re-
sponse to gender-based violence and child exploitation and abuse.
This, in turn, has catalyzed significant change across the develop-
ment finance landscape.

Over 2 years ago, the World Bank board of directors initiated a
process to modernize the inspection panel by adding additional
functions to its toolkit. The United States Government has done a
great deal to push the board to adopt the proposed functions. How-
ever, the board’s inability to come to a consensus calls into question
its commitment to strengthening accountability at the institution.

At a time when civic space is closing and evermore restricted
around the world, it is critical that the World Bank board brings
its accountability system in line with similar institutions across the
development finance landscape by: first, giving it the authority to
monitor how the Bank responds to the Panel’s investigations; and
second, by offering affected communities and project proponents the
opportunity to seek dispute resolution through the Panel’s offices.

While the review of the inspection panel’s toolkit continues, the
board has also commenced a review of the accountability system at
the IFC, including the CAO. The CAO had generally operated with
less controversy and resistance from management than the Panel,
but in recent years, IFC began to raise more objections to the
CAOQO’s compliance findings, and in some cases, appeared to ignore
the findings altogether. This trend was exemplified by IFC’s inac-
tion with regard to the CAQO’s findings on the Tata Mundra coal-
fired power plant complaint.

With nowhere else to turn, communities took the unusual step of
suing the IFC in Federal court in the United States. As part of the
response to this lawsuit, the CEO of the IFC, Philippe Le Houerou,
has taken some welcome steps to improve the IFC’s record in man-
aging environmental and social risks of its projects, but more is
needed to strengthen IFC’s response to the CAO process and to en-
able remedy when harm occurs.

Establishing a community remedy and response fund is nec-
essary to protect communities from bearing the disproportionate
environmental and social risks of IFC finance projects. As the Bank
engages in evermore challenging context, Congress also has an im-
portant oversight role to play to ensure that the institution has the
tools and resources it needs to continue setting high standards for
the broader development community, and to ensure that all people
are able to benefit from its projects and programs.

Thank you.

[The prepared statement of Ms. Schwarz can be found on page
67 of the appendix.]

Chairman CLEAVER. Thank you, Ms. Schwarz.

Mr. Kenny, you are recognized now for 5 minutes.
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STATEMENT OF CHARLES KENNY, SENIOR FELLOW, CENTER
FOR GLOBAL DEVELOPMENT

Mr. KeENNY. Thank you, Chairman Cleaver, Ranking Member
Hill, Chairwoman Waters, and members of the committee. Thank
you very much for the opportunity to testify this morning.

My name is Charles Kenny, and I am a senior fellow at the Cen-
ter for Global Development, a think tank in Washington, D.C.

I would like to make two main points. First, the World Bank
Group is a powerful force for global development. It has benefitted
from U.S. leadership and support. Second, the IFC, the World Bank
Group’s private sector arm, needs reform if it is to deliver more in
the countries that need its help the most.

As you know, the World Bank Group is a central component of
the multilateral financial architecture that has supported global
development and furthered U.S. interests in a stable, secure, and
prosperous world. Between them, the World Bank and the IFC sup-
port the two vital pillars of development: an effective government;
and a robust private sector.

The Bank Group leveraged U.S. support to commit $62 billion in
development financing in 2019, operating at a scale and across a
range of countries and sectors that the U.S. is unable to achieve
alone. Continued American leadership and financial support in the
World Bank Group should be a high priority.

At the same time, as Ms. Schwarz mentioned, historically, the
U.S. Congress, and this committee in particular has played an im-
portant role in ensuring that the World Bank Group’s activities
support development that respects rights and the environment, and
targets some of the most vulnerable people in the world.

In that regard, the recent performance of the World Bank
Group’s private sector arm is concerning. Fragile and conflict-af-
flicted states accounted for less than 5 percent of IFC commit-
ments, and low-income countries accounted for just 2.6 percent of
commitments in 2016—2.6 percent—and that compares to 25 per-
cent in 2003. The problem is not so much a lack of cash as a lack
of good projects.

Nonetheless, the Bank Group’s response has been to use $2 bil-
lion of resources from IDA, the lending arm that usually finances
governments in poor countries, to provide subsidies to firms in-
volved in IFC investments. Simply applying subsidies does not sig-
nificantly expand the pipeline of high-impact, private sector
projects in developing countries that the IFC can support. Making
matters worse, subsidies risk crowding out other development fi-
nance institutions, and that includes the new U.S. International
Development Finance Corporation.

The current use of subsidies by the IFC ignores common-sense
rules of effective private sector engagement developed by the World
Bank Group itself. The Bank Group is a founder signatory to a set
of principles that calls for subsidies to be driven by public sector
priorities to be allocated fairly, on a level playing field, and to be
transparent. In reality, IFC’s use of subsidies meet none of these
principles.

The IFC needs a change in its fundamental model in order to in-
crease its development impact in poorer countries and make best
use of the capital increase. I agree with Mr. McGuire that poorer



12

countries need more private investment, but this current approach
of the IFC is not working to deliver that.

Regarding subsidies, as a matter of routine, the IFC should use
competitive approaches or open offers to allocate. For any non-com-
petitive subsidy awards that remain, the size of a subsidy should
be capped at 10 percent or less of the total value of IFC support.
That is a little less than half the average subsidy level reported on
the projects that the IFC subsidized in 2017 and 2018. That is be-
cause the risks of subsidy are the greatest with these non-competi-
tive allocation approaches.

Subsidy terms should be transparent. The IFC has taken a first
step by reporting subsidy estimates, but it should also report the
market rate estimate from which the subsidy is calculated, the
mechanism of subsidy calculation, and the economic justification
for the subsidy. Again, the IFC should mandate disclosure of bene-
ficial ownership and tax jurisdiction of investee firms as Congress
has pushed for previously. As Ms. Daar mentioned, this should
apply to sub-investees, as well.

It is important that the U.S. shows leadership and commitment
to multilateralism, including at the World Bank Group. I strongly
support the U.S. taking part in the IBRD capital increase, both as
a statement of continued leadership and commitment to
multilateralism, and as an incredibly effective tool to leverage U.S.
resources for global prosperity.

At the same time, while an IFC capital increase under the cur-
rent model will strengthen the institution as a tool for engagement
in wealthier developing countries, with reforms, it could also have
a significant impact in the world’s poorest countries. U.S. support
for a larger IFC should be matched with reforms for a better IFC.

Thank you very much.

[The prepared statement of Mr. Kenny can be found on page 60
of the appendix.]

Chairman CLEAVER. Thank you, Mr. Kenny.

Mr. Debevoise, you are recognized now for 5 minutes.

STATEMENT OF ELI WHITNEY DEBEVOISE II, PARTNER,
ARNOLD & PORTER LLP

Mr. DEBEVOISE. Thank you, Mr. Chairman, Ranking Member
Hill, Chairwoman Waters, and distinguished members of the sub-
committee. It is an honor to appear before you today to speak about
the authorization of capital increases for the World Bank and the
IFC.

It was mentioned, I think by the ranking member, that this is
only the fifth opportunity for a capital increase at IBRD in its en-
tire history, so these do not happen every year.

It is also the case that the capital increase for IBRD which you
are presented with is a reflection of the financial crisis that we
went through back in 2008. At that time, the G-20 called on the
Bank to open the faucets and to help the rest of the world. And
it did. It responded in kind.

That, in turn, led to an increase in lending from a pace of about
$13 billion a year to almost $34 billion a year. But that was obvi-
ously an unsustainable pace, and that led to the fourth capital in-
crease request, which you had back in 2011. What you see now is
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a reflection of a further discussion about whether $34 billion a year
or something less than that should be the new normal. And it was
obviously not sustainable to maintain that higher pace.

So, what has happened is, the United States Treasury has re-
sponded intelligently here. And I know there has been some con-
cern expressed about the volume of lending to countries that are
at or near the graduation level. This is an important subject, and
the Treasury has engaged with the Bank and reached some under-
standings with the Bank about that. So, I think that is an impor-
tant reform.

As a shareholder of the Bank, the United States also has been
a leader in dealing with the financial structure of the Bank, and
we have always been a very strong advocate for watching the budg-
et very carefully, looking at policies like loan pricing. And, in fact,
with this capital increase comes a reform in loan pricing, which
will now be differential pricing.

When I was the Chair, there was a lot of talk about how we were
a big co-op and everybody should pay the same. But I think the
world has recognized that that needed to change, and that is one
of the reforms which is in this package.

The other point is that in any large institution, there is always
room to take a close look at the budget and to make people ac-
countable, and that has been done in this case, as well.

There are new provisions that relate to salaries. I remember
quite well. When I was the U.S. Executive Director, this Congress
had the wisdom to limit my salary to the level of an Assistant Sec-
retary of the Treasury, which was appropriate. I had no complaint
about my salary, because for the average American, it was a very
healthy salary. I have colleagues on the board who are earning
substantially more because that was the standard salary. But the
Bank has agreed to start to limit salaries, and to spend on per-
sonnel, which I think is another important item.

There has been some discussion about the question of income
transfers from the Bank to IDA not continuing, and the use of the
private sector window at IFC as part of IDA. This represents 3.3
percent of the entire IDA18 commitment. I think that this is an ex-
periment worth pursuing. And if you disaggregate some of the pro-
grams that are there, one of them, for example, is nothing other
than the incorporation of Multilateral Investment Guarantee Agen-
cy (MIGA) insurance policies into IFC and IDA.

When I was there, we were constantly pushing for IFC to do
more in IDA countries and in fragile countries, and they responded.
They stepped up. And I think that this window is an experiment
worth pursuing. The countries are crying out for infrastructure,
and this is an important initiative.

Thank you.

[The prepared statement of Mr. Debevoise can be found on page
51 of the appendix.]

Chairman CLEAVER. Thank you, Mr. Debevoise.

I now recognize myself for 5 minutes for questions.

Mr. McGuire, I would like to chat with you first. I would like to
reference your time as Executive Director (ED) of the World Bank
during the previous Administration, the Obama Administration,
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and the issue of ethnic diversity at the Bank and your willingness
to address the issue.

As we were preparing for the hearing today, our staff was trying
to get a better understanding of the ethnic diversity of the Bank
and could find very little information, very little reporting on that
subject. And I believe that where there is little transparency, there
is little trust. So, I have an article here, “World Bank Staff Chas-
tises the Board Over Lack of Diversity,” and I would like to enter
this into the record, without objection.

Without objection, it is so ordered.

This issue comes up year after year after year, and I think every-
body has to struggle with the issue of inclusion, including Con-
gress. But I do believe that a diverse workforce in the World Bank
is extremely important, and only when we use all parts of our great
mosaic are we at our best.

Can you offer me some perspective, your perspective on the inclu-
sion issue?

Mr. McGUIRE. Certainly. Thank you for the question.

There are several things I would say related to diversity at the
Bank. I will separate the board from the staff.

The board, of course, is a little more of a challenge because every
country chooses whom they want to send forward, and so there is
really nothing that the Bank itself can do in telling countries whom
to send forward. And recall that while we, Whitney and I, rep-
resented the U.S. alone, other EDs will represent 10, 12, even 20
countries, and so there is a much more complicated calculus in
terms of where those members select their EDs from. So, let’s set
the board aside.

I think that the issue within the staff more broadly, and espe-
cially in various levels, the more senior levels, is an ongoing one.
It is one that the Bank has talked about at the board level quite
a bit, and it is one that I know senior management has talked
about quite a bit.

There are two things that I would say. One is that a little bit
of a challenge that the Bank has is that they really pay attention
to nations as opposed to ethnic minorities within nations. So, when
someone comes forward for hire, they definitely track what country
they are from for a number of reasons, some quite good. In certain
countries, they are very wary of identifying people as an ethnic mi-
nority because those ethnic minorities could be disenfranchised in
the home countries, or there are other reasons why people do not
want to identify as such.

The point is that it is only through self-reporting at this point
at the Bank that people—let’s say if they are an American hire,
people have to choose to identify whether they are African Amer-
ican or European American or Latino American and so on.

Chairman CLEAVER. Excuse me. But you do agree that there
should be a higher level of accountability and transparency?

Mr. McGUIRE. Certainly. And I agree also with your funda-
mental premise that the more diverse staff you have, the better de-
cisions one makes in a better range of perspectives.

I would say, to that end, I know the Bank has been working on
that for several years now. They have a partnership with Howard
University, a Historically Black College in this town, of course,
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working with their law school, and they have had several dozen—
I think it is 40—externs who have come to the Bank to get experi-
ence in international development. And, so, there are efforts under-
way that are led out of the corporate secretariat.

So, it is something that the Bank cares about and has been mov-
ing on, but I agree it is something we need to keep pushing on to
have greater transparency.

Chairman CLEAVER. Particularly, since the level of the participa-
tion of the United States in the Bank is high, or certainly higher
than the other nations. And, so, if it is something we believe in,
I think we ought to try to exploit it.

Can you also speak to the critical need for development finance?
And do you believe that the World Bank should be leveraging the
private sector to help in areas of need?

Mr. McGUIRE. I do, very much. And part of it just comes down
to basic market demand. The challenge that a lot of IDA countries
have is very few investors want to invest there. And, so, pulling
them in requires incentives sometimes, and it requires risk
mitigants that will make investments in those countries more at-
tractive.

I cannot think of a country at the Bank, IDA countries in par-
ticular, that does not want more robust private sector participation.
So, while we need to make sure there are guardrails around that,
we need to make sure that it is done in the right way. I do get
wary when we try to take the judgment away from IFC itself in
terms of what is possible in different countries, and we try to limit
what they do, because it is hard as it is now, but they have a long
track record of doing it and making a difference in low- to middle-
income countries.

Chairman CLEAVER. Thank you.

Mr. MCGUIRE. They need to do more in true lower-income coun-
tries and in true fragile states, but it is very, very hard. There is
very little market demand, so they have to be aggressive in how
they pull people in.

Chairman CLEAVER. Thank you very much.

The Chair now recognizes the distinguished ranking member,
Mr. Hill, for 5 minutes.

Mr. HiLL. Thank you, Mr. Chairman. And I thank the witnesses.
This is a good panel. I do hope, Mr. Chairman, that we can have
the Treasury Department back. I am sorry our Treasury witness
was under the weather today, but I think it would be good to have
the Administration on the record for this issue.

Chairman CLEAVER. Yes.

Mr. HiLL. Thank you.

Mr. Debevoise, thanks for being here, and I appreciate your serv-
ice, too, as Executive Director. I want to turn to a subject that we
have not touched on yet this morning, legislative mandates to the
Treasury Department and our Executive Directors in determining
and lloasically telling them how to vote in their role overseeing the
Bank.

Do you believe these mandates are supporting or hindering the
Executive Director’s effectiveness in advancing the United States’
national interest? And keep your answer short, because I have sev-
eral more questions.
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Mr. DEBEVOISE. I think that, number one, it is important for the
committee to understand that U.S. Executive Directors pay very
close attention to these mandates. When I took the job, I was hand-
ed a 45-page manual of all of these mandates. I must say, some of
them were contradictory. Sometimes, the price of metals is high,
and sometimes, the price of metals is low. They are in surplus, or
they are in short supply. And yet, we were directed to vote this
way or that way on copper or this or that, and that did not seem
to make a lot of sense.

Mr. HiLL. Thank you. Let me go on.

Do you believe that list, the 45-page manual, is excessive?

Mr. DEBEVOISE. I believe that it could be reviewed from time to
time and trimmed, yes.

Mr. HiLL. When was the last time it was reviewed, to your
knowledge?

Mr. DEBEVOISE. Never.

Mr. HiLL. Thank you.

One is a particularly well-known mandate because it is named
in honor of our Speaker, Mrs. Pelosi, and this was adopted, I think
some 30 years ago. It requires that the Bank report on environ-
mental considerations 120 days before the Bank votes on a par-
ticular commitment. Whereas, over in the Ex-Im Bank, those same
environmental concerns are done in 30 days. They have to be re-
ported 30 days before the Ex-Im Bank reports.

Can you comment on that particular mandate and its usefulness
or challenges to our work?

Mr. DEBEVOISE. Yes, sir. The Pelosi Amendment was a very valu-
able addition to the toolkit. It was done at a time when commu-
nication was very different from what it is today. I think environ-
mental impact statements were being posted on bulletin boards in
countries, and now it is all over the internet. I would support a re-
duction from 120 days to 60 days for this mandate. The mandate
itself, I think is important to keep.

If we do not make that reduction, we give IFC, which has as its
internal rule a 60-day mandate, the ability to embarrass the
United States in its foreign policy whenever it desires. I had to vote
against a loan for the Panama Canal expansion—our good ally,
Panama—because notwithstanding the fact that the environmental
impact statement had been done to the Queen’s taste for more than
a year, and Ex-Im Bank and IDB were also in the project, the IFC
came late because of the financial crisis to replace private banks.
It only went up 72 days, and I had to abstain.

Mr. HiLL. I think that is a good working example for our lis-
teners to try to understand this. Many times we are asked to ab-
stain based on a mandate, and then that weakens our negotiating
ability in changing the terms of agreement.

Mr. McGuire, do you agree with that?

Mr. McGUIRE. Absolutely. And when our hands are tied, it limits
the amount of diplomatic work we can do back and forth.

The thing to keep in mind, as well, is that we may want that
project to go forward. There may be a project down the road that
someone else wants to go forward, and it is just like here in Con-
gress. The ability to pull both levers and to get one thing done is
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a compromise for something else, and is core to having an effective
U.S. Executive Director.

Mr. HiLL. That is good. Thank you both for your thoughts on
that.

Mr. Chairman, I do hope we can assist this whole mandate list
and see if it can’t be streamlined. And certainly the contradictory
points that just pile up statutorily with no reform are frustrating
the work of two fine gentlemen who carried on this responsibility.

Mr. McGuire, you noted, and I thought it was interesting—you
were talking about the temporary facility about dealing with cur-
rency fluctuations that the Bank proposed. Isn’t that really the
International Monetary Fund’s (IMF’s) job?

Mr. McGUIRE. Given the challenges in some of these countries,
I think a lot of people need to pay attention to it. Where it specifi-
cally comes in is in helping investors who come in and invest in
another currency to know that they have a hedge when they need
to pull those back out, let’s say back into dollars. So, it is just one
more tool in the toolkit.

The IMF certainly is trying to help at the macro level to stabilize
currencies. But on a project-by-project basis, where you may invest
today and you may exit in 2 to 3 years, if you do not know where
the currency is going there and you have a 10 or 15 percent drop,
it is pretty limiting for a lot of investors and they pull back. The
IMF is not going to come in at the project level, and so that hap-
pens.

Mr. HiLL. Thank you, Mr. McGuire, and I yield back my time,
Mr. Chairman.

Chairman CLEAVER. The gentleman yields back.

The Chair now recognizes the distinguished Chair of our full Fi-
nancial Services Committee, Chairwoman Waters.

Chairwoman WATERS. Thank you very much, Mr. Chairman. I
want to get back to where I started early on in my opening state-
ment, dealing with the IFC and IDA. First, I want everyone to un-
derstand that we are not opposed to business. We believe in eco-
nomic development. We would like to see the private sector per-
form, and so I want that to be clear.

However, as I take a look at what is being proposed as a private
lender from IDA with the proposal for $5.5 billion that would go
to the IFC, and recognizing that, at one time, the IFC was giving
$2.5 billion to IDA. So, it is a reversal here.

And I also want to understand exactly what the performance has
been. There was something that was put up just a moment ago
that showed that IDA basically performed better than the IFC.

I am also interested in knowing why we cannot understand those
investments from the financial intermediaries that are used, like
the big banks, why there is no transparency? We do not know what
they do.

To talk about this kind of enhanced appropriation without hav-
ing a track record, without having transparency, why wouldn’t they
be coming with us with reforms now? Because with reforms, I
think we could all get together. But without reforms, I don’t see
how we can.
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Let me just ask, who knows who the banks invest in, the fiscal
intermediary that the IFC gives its money to? Do you know, Mr.
Debevoise?

Mr. DEBEVOISE. This is something which is not known. The loan
is made to the financial intermediary. And the IFC may keep track
of how the recipient of the loan on-lends it, but that information
is not made available.

Chairwoman WATERS. But we do not know whether or not they
are investing in small businesses in certain areas and whether or
not their investments are hurting or helping in some of these very
needy countries, do we?

Mr. DEBEVOISE. I think, Madam Chairwoman, you can ask for
more transparency or more information about that, but I think that
it would be a big breach of faith with the board, certainly, if the
IFC were not fulfilling the commitment that they make—

Chairwoman WATERS. Yes, of course, it would.

Mr. DEBEVOISE. —when they bring the loan to the board. The fi-
nancial institution is supposed to use it for women-led businesses
or minority businesses.

Chairwoman WATERS. Okay. Yes.

Mr. DEBEVOISE. Or small businesses.

Chairwoman WATERS. We know that, but we do not know that—

Mr. DEBEVOISE. And I am assuming that they are tracking—

Chairwoman WATERS. Reclaiming my time, we do not know that
they do that. The private equity firms are transparent, is that cor-
rect? They do tell us where the money is going, where the money
is invested, is that right?

Mr. DEBEVOISE. In my time at the Bank, there was not that
much being done through the private equity windows, so I honestly
do not know the answer to that question. I think asking for more
information is legitimate.

Chairwoman WATERS. Very good. So, we need more trans-
parency. That is extremely important.

And I question the amount of the proposal—$5.5 billion is a lot
of money. And the fact that the IFC does not give to IDA, the 2.5
that they were given is just—it is the reversal that concerns me.

Mr. Chairman, what I would like to just kind of end with is this:
Come with reforms. Come with reforms to tell us exactly how you
are operating, who is benefitting from it, on and on and on, and
let’s see if we can get together on this. Without those kinds of re-
forms, I am just not interested in giving any support.

With that, I yield back the balance of my time.

Mr. McGUIRE. Madam Chairwoman?

Could I address that, Chairman Cleaver?

Chairman CLEAVER. Yes, please.

Mr. McGUIRE. Several things. I appreciate all of the points that
you made, Madam Chairwoman.

What I would say is that, as a person who was on the board
when we put through this IDA replenishment, these new changes
were a part of a broader set of reforms. This was, as I mentioned
in my testimony, a follow-up to safeguard reforms we put in place
to make sure there was greater accountability and higher stand-
ards. But the idea here was we were actually changing the way
I0C was doing business by creating this private sector window.
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I would argue we need more time to see its effectiveness. But,
again, because we also issued debt for the first time, we were giv-
ing much more money to IDA countries, so this is part of a range
of reforms that we have made.

And what I would say is that if we do not support it now, it
weakens American leadership broadly. But also, I think what we
want to do is make sure we are judging it over the full course of
time, and then we can take another look at the next replenishment
as opposed to restricting it too much now.

Chairman CLEAVER. Thank you, Mr. McGuire.

The gentleman from both of my home States is recognized, Mr.
Williams.

Mr. WiLLIAMS. Thank you, Mr. Chairman. You are always wel-
come in Texas.

One of the newest multilateral development banks is the Chi-
nese-led Asian Investment Infrastructure Bank, otherwise known
as the AIIB. This bank was opened in 2016. Even though it is rel-
atively young, the Chinese-led institution has already loaned more
than $5 billion to projects in over 13 countries. It seems like the
AIIB is simply an extension of China’s Belt and Road Initiative.

So, my question to you, Mr. McGuire is, can you talk about these
differences between the AIIB and other MDBs as it relates to
China, who appears to be using this institution to advance their
own foreign policy agenda?

Mr. MCGUIRE. Sure. And it really goes to the fundamental dif-
ference between the World Bank and the AIIB in that the AIIB is
quite explicitly supportive of Chinese state-owned enterprises doing
a lot of this work.

As I said earlier, the Bank’s historical evidence, but also its ori-
entation, is not to utilize state-owned enterprises and not to di-
rectly tie into a national interest of some sort like what China is
doing on a bilateral basis through the Belt and Road Initiative.

So, the Bank’s approach is fundamentally different. And, again,
that is why I think the support is so important because many coun-
tries that I have traveled to and I talked to, would much rather
work with the American-led system. If we are not there, they will
work with whomever is there. So, if we do not have a strong, ro-
bust World Bank offering our way of building economies, then they
will turn to the other option.

Mr. WiLLiAMS. Okay. Thank you.

In 2015, the World Bank suspended the Uganda Transport Sec-
tor Development Project due to sexual misconduct by Chinese con-
tractors and the use of child labor. The Bank admitted that there
was not proper oversight over this project. But in June 2017, the
World Bank lifted its suspension.

Ms. Schwarz, you briefly mentioned the Uganda case in your tes-
timony. Can you elaborate on what reforms have been implemented
at the World Bank to ensure proper oversight so that these horrific
incidences will never happen again?

Ms. ScHWARZ. Sure. Thank you for the question.

I think with respect to the Uganda Transport Sector Develop-
ment case, as I mentioned in my testimony, it is also a really great
example of how the current accountability system, the inspection
panel specifically, is working well at the World Bank. Not only
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were they able to implement reforms in the context of that specific
project on the ground in making sure that the people who were im-
pacted, especially the children in the community, were able to ac-
cess services, the Bank came in with supplemental projects after-
wards and were able to help girls access life skills services, re-enter
into school, and things like that. So, there were really important
things that happened on the ground with respect to that project be-
cause of the accountability process.

The broader sets of reforms that happened after that? As I men-
tioned, the Bank took the unusual step of actually reviewing its
portfolio more broadly. Normally, in the accountability process, the
focus is really on the specific project and on the people who were
harmed in that specific project. In this case, they took a much
broader approach looking at the entire portfolio. They put together
a gender-based violence task force, which suggested many different
reforms and how they can do this better along procurement poli-
cies, as well as in how they interact with their contractors, and
how teams are looking to address and mitigate risks up front in the
design of projects.

Mr. WiLLiaAMS. Okay.

Ms. SCHWARZ. There has been a lot of additional guidance and
tools that have been made available now to Bank staff to make
sure that they are looking for these problems up front, and they
are able to put together mitigation plans that help address and
prevent these risks.

Mr. WiLLiAMS. Okay. Thank you.

Mr. Debevoise, I would like for you to discuss the role of trust
funds at the World Bank. There has been bipartisan concern about
the trust funds accountability compared to board-approved assist-
ance. So, I guess I would ask you, can you explain why trust funds
are preferable to having board members direct funds to be allocated
where they will have the greatest impact?

Mr. DEBEVOISE. Thank you, Mr. Williams. The trust fund area
is an area which has grown tremendously. I think it now probably
exceeds $25 billion. Trust funds come in all kinds of sizes. Many
small countries use trust funds just as a substitute for their own
development agency, and they essentially get the Bank to do the
fiduciary work.

And then there are some very large trust funds, like the Global
Fund, which is absolutely fundamental in terms of public health
around the world, and the U.S. is a strong supporter of it.

There can always be more oversight of trust funds and more
transparency, but I think this is also an area where perhaps some
of the problem could be addressed by limiting the minimum size of
the trust fund that the Bank is willing to accept because there is
a proliferation of funds, and the fiduciary controls are obviously
harder to impose the more trust funds you are managing.

Mr. WiLLiAMS. Thank you, and I yield back.

Chairman CLEAVER. The gentleman yields back.

The gentleman from Colorado, Mr. Perlmutter, is now recognized
for 5 minutes.

Mr. PERLMUTTER. Thanks, Mr. Chairman.

I have just some basic questions, but before I do that, Mr. Wil-
liams mentioned China. We have been looking at the screen that
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shows China’s financial influence around the globe. Last night on
the Rules Committee, we talked about the Export-Import Bank and
whether or not they should be supporting state-owned organiza-
tions, businesses that might be owned by China. And I just want
to enter into the record from foreignpolicy.com an article dated Oc-
tober 15, 2019. The title is, “Trump is Beijing’s Best Asset.”

Chairman CLEAVER. Without objection, it is so ordered.

Mr. PERLMUTTER. My questions really are to the basic structure
of this lending network that we have that came out of Bretton
Woods many, many moons ago.

To anybody on the panel, can you explain to me the lending in
the international sphere, from America’s point of view? We have
the United States Agency for International Development (USAID).
We have the Millennium Challenge Corporation (MCC). We have
been talking about the International Development Association
(IDA), the International Finance Corporation (IFC), the Export-Im-
port Bank (Ex-Im), and the International Monetary Fund (IMF).

So, in the spectrum, how do these things fit together? And then,
I want to ask about a basic lending deal and why we do not know
where the money goes specifically.

Mr. McGuire, do you want to take a crack at it for me? Just sort
of give me a primer on all of our lending entities and who they—
USAID is to the poorest. And maybe you, Ms. Daar, can jump in,
too?

Mr. MCGUIRE. Sure. And others may want to augment this.

USAID gives grants as opposed to loans, largely for humani-
tarian interventions of various sorts. For example, in Northern Jor-
d}zlln, to help with the Syrian refugee crisis, they give direct grants
there.

Mr. PERLMUTTER. Millennium?

Mr. McGUIRE. Millennium Challenge Corporation works with
specific countries that are lower income and fit a certain set of
standards. And what they do is they have an agreement. It is
called a compact. If a country does X, Y, and Z, they get X amount
of money.

Mr. PERLMUTTER. So it is a loan agreement?

Mr. MCGUIRE. Yes. It is similar. Where the World Bank is dif-
ferent is that it is working with countries—almost every country in
the world is a member. And what it is doing is targeting, through
their expertise in conjunction with the ministers of finance largely,
what specifically would help to build the economic development of
that country. And then, it lends relatively cheap money to those
countries for them to implement those programs with the Bank’s
help. So, it is a very hands-on way of helping countries to develop
their economies and grow more quickly.

Mr. PERLMUTTER. International Monetary Fund?

Mr. McGUIRE. The International Monetary Fund is the fire-
fighter that comes in when someone is in big distress, for example,
Argentina, when they had their currency devaluation last year. The
IMF goes in to try to shore things up and to provide capital nec-
essary to stabilize things. So, it is much more the firefighter in the
system.

Mr. PERLMUTTER. Okay. Now give me a basic deal—and maybe
I will turn to you, Mr. Debevoise—that the World Bank makes a
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loan through something, to somebody, for some purpose. How does
it work?

Mr. DEBEVOISE. Thank you. Actually, I am not sure that I can
give you a primer in the 5 minutes allotted because, within the
World Bank Group, there are at least 3 different financial models.

The IBRD has a very small amount of paid-in capital, and then
they have a lot of callable capital, which this Congress has author-
ized.

But the key word there is leverage. With USAID, there is no le-
verage. With MCC, there is no leverage. With IBRD, there is lever-
age, about 25 times. So, for every $1 we put in, we get $25 of lend-
ing.

Mr. PERLMUTTER. Alright. So, give me a basic deal.

Mr. DEBEVOISE. So that is IDA. IDA is grants. IDA is not going
to the market to raise money.

IBRD, small capital, go to the bond market to raise the money
that you lend.

IDA is grants. That is an annual appropriation.

IFC is private sector, but it has paid-in capital only. There is no
callable capital at the IFC. There is leverage at IFC, but it is not
as great as the leverage at IBRD.

Mr. PERLMUTTER. When you say no callable capital, you cannot
collect the loan? I'm sorry. I was a banking lawyer but I do not
know what you are talking about.

Mr. DEBEVOISE. So, here is the point. This goes back to the
founding of the Bank. The big concern was we have limited re-
sources post-World War II. We are going to put in a small amount
of capital. We are going to go to Wall Street and sell bonds.

Mr. PERLMUTTER. Okay.

Mr. DEBEVOISE. So we get leverage, okay? Now, in order for
those people to buy those bonds, they want to know that they are
backed by something. That is where the callable capital comes in.
The callable capital can only be called to pay the bonds.

Mr. PERLMUTTER. Okay.

Mr. DEBEVOISE. It cannot be called just because the Bank wants
to lend more money.

Mr. PERLMUTTER. Alright. So, in that instance, wouldn’t you
want to know who the heck the money is going to, ultimately?

Mr. DEBEVOISE. Yes. And with IBRD, you know that absolutely.
The borrower is a country and you know absolutely where that—

Mr. PERLMUTTER. But you don’t know within the country where
it is going?

Mr. DEBEVOISE. You do not know every detail, but you have a lot
of mechanisms for understanding how the money is being used.
But I am not going to sit here and tell you that we—

Mr. PERLMUTTER. Well, no.

Mr. DEBEVOISE. —know every penny. Money can be detoured.
And we have had discussions about corruption, and that is an im-
portant agenda.

Mr. PERLMUTTER. Thank you for your testimony.

Chairman CLEAVER. Thank you, Mr. Debevoise.

The gentleman from Ohio, Mr. Gonzalez, is now recognized for 5
minutes.
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Mr. GONZALEZ OF OHIO. Thank you, Chairman Cleaver and
Ranking Member Hill, for holding this crucial hearing to examine
multilateral development institutions. And thank you to our panel.

Properly focused, I think the Bank does help lift nations out of
poverty while building a robust institutional integrity, and I think
that is important. My fear is that instead of being focused on this
task, the Bank has instead become an important tool for China to
expand its ambitions.

To that end, this week I introduced legislation to support the Ad-
ministration’s efforts to graduate China from IBRD lending. Cur-
rently, a country’s potential graduation from IBRD lending stands
at a gross national income (GNI) per capita level of $6,975. The
Bank calculates China’s GNI per capita as equivalent to over
$9,000. But, according to the Center for Global Development, China
has received $7.8 billion since crossing the graduation, the theo-
retical graduation threshold in 2016.

So, my first question is, how do we even allow that to occur when
you consider that China has the world’s fastest super computer, the
most powerful hypersonic wind tunnel, and the first quantum-se-
cured satellite communication system? Why on earth should U.S.
taxpayers be subsidizing that? And I will ask Mr. Debevoise.

Mr. DEBEVOISE. Thank you. This is a discussion that has been
going on for a long time, going back to the Meltzer Commission, as
I am sure you know. And there should be graduation for China,
and the Bank has been, how do we say, flexible on that standard.
But I believe that they are now on a track which is going to
produce a winding down of this lending effort.

But the point of the reforms—

Mr. GonNzALEZ OF OHIO. Excuse me for one second. How con-
fident are you in that? Because the latest report I read suggests
that China will graduate when China has decided that they are in
fact a developed country, and they are leaving it to the borrower
nations to determine that as opposed to anything else.

Mr. DEBEVOISE. I could be wrong, but I do not believe that is the
case. But the historical argument that was used to justify this
lending was that, in fact, the Chinese use it to acquire knowledge
in key areas of interest to them. The counterargument, obviously,
is go to the market and get the money if you want that knowledge.

Mr. GONZALEZ OF OHIO. Right. But also—

Mr. DEBEVOISE. But the Bank does have development knowledge
which is not available elsewhere. And, so, the answer to that is if
you want the knowledge, pay for technical services; don’t borrow.

Mr. GONZALEZ OF OHIO. So, they have not graduated yet. We
seem to be in agreement that they should. How do we get them to
go from here to there, in your estimation? What is the best way to
get them to graduate?

Mr. DEBEVOISE. I think it has to be peer pressure. The other
countries in the institution need to have a rule, and they need to
enforce it.

Mr. GONZALEZ OF OHIO. Mr. McGuire, do you have a perspective
on that?

Mr. McGUIRE. I was going to say this is, I am sure, a topic of
regular conversation with the board. We have a U.S. Executive Di-
rector who can be quite forceful on this and can move it forward.
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I know that one of the issues some other countries have had is that
much of the lending—about half, I think, according to Charles’
analysis is going towards public goods, like reducing their carbon
emissions.

Mr. GONZALEZ OF OHIO. Right.

Mr. MCGUIRE. And, so, other countries are supportive, but abso-
lutely can be graduated. I think that is the appropriate place for
the board to weigh in and our ED to push.

Mr. GONZALEZ OF OHIO. Yes, because money is fungible, right?
And, so, if we are lending at subsidized rates, and yes, these might
be noble projects, but that means that China can use other dollars
more effectively for their SOEs and to expand whatever their ambi-
tions are.

I want to focus on HR specifically for a second. Part of the issue
I would argue has to do with leadership structure. Shaolin Yang,
as an example, is a Chinese national who serves as the chief ad-
ministrative officer, and is responsible for strategy, budget, and
ethics. Do you see any issue with having someone from a country
that deters its own people, restricts birthrates, and denies basic
human rights to its people, not to mention what is happening in
Hong Kong, Taiwan, and Tibet, as the head of the ethics depart-
ment? Mr. Debevoise, do you see any issues with that? It just
seems odd.

Mr. DEBEVOISE. Well, I happen to know the gentleman. He is an
international civil servant. I have seen him in action. And I believe
that the Bank generally functions that way. Once you become a
bank official, you are not to be taking instructions from your home
country. And I think if we believe in the multilateral system, we
have to have faith in that.

I agree with you that on the surface, it might look strange to
some. But I believe that if the president believes that the person
in the job is not doing the job, then the president of the Bank has
the ability to suggest that person might be reassigned.

Mr. GONzZALEZ OF OHIO. Thank you. I think it is worth additional
scrutiny, and I yield back.

Chairman CLEAVER. We are going to have a semi next round of
questions. I will begin, and then yield to Mr. Perlmutter for 5 min-
utes, and then the ranking member will have 5 minutes, as well.

Mr. HiLL. Don’t forget Mr. Riggleman.

Chairman CLEAVER. Mr. Riggleman?

Mr. HiLL. Yes, who missed—

Chairman CLEAVER. Where is he?

Mr. HiLL. He was here, had been sitting here before.

Chairman CLEAVER. The late Mr. Riggleman—

Mr. HiLL. Well, he is not late. He is still alive.

[laughter]

Chairman CLEAVER. —will also have an opportunity.

I recognize myself for 5 minutes.

Ms. Daar, earlier in the year, concerns were raised, appro-

riately, from my perspective, about the World Bank’s proposed
5100 million development project in Myanmar, where there is ac-
tive and well-known ethnic cleansing taking place. And then, the
New York Times, in an investigatory piece, reported that $50 mil-
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lion of World Bank funds marked for education had been linked to
detention camps in a Chinese province.

Are you aware of these incidents or alleged incidents? And if so,
as the chairwoman of the Full Committee mentioned earlier, what
kind of reforms can we put in place to make sure that we reduce,
if not completely eliminate, these kinds of acts by bad actors?

Ms. DAAR. Thank you, Mr. Chairman. I think you raise an impor-
tant point about added scrutiny, especially as the World Bank is
increasing and looking to scale up its investments in fragile and
conflict-afflicted states.

In the case of Myanmar specifically, I am not aware of the de-
tails around one of the projects that you mentioned. I am aware of
a proposed project in Rakhine State, and we have concerns around
that project and want to make sure that no project is going to be
financed that would result in the exclusion of certain communities.
In this case, we are particularly concerned around Rohingya com-
munities not being able to fully benefit from a project in Rakhine
State.

In terms of the kinds of reforms that can be made forward, I
think a lot of scrutiny should be made. While there can be a lot
of benefit brought from the World Bank engaging more in fragile
and conflict-afflicted states, I think there should be a lot of scrutiny
about how they will deal with governments that would be party—
that are party to conflict especially.

Chairman CLEAVER. Yes.

Ms. DAAR. And I think enhanced and full transparency around
where money is ending up is critical. That is why today, in my tes-
timony, I pushed for full transparency and required disclosure of
subprojects and financial intermediaries.

. Chairman CLEAVER. Thank you. I have to agree with you strong-
y

Mr. Perlmutter is now recognized.

Mr. PERLMUTTER. Thanks, Mr. Chairman.

Mr. Kenny, I would like you to talk about the IFC’s business
model and whether or not you think they are capable and com-
petent to enter into some of the riskier investments, and whether
they are going to do this in IDA countries? I turn it over to you,
sir.

Mr. KENNY. Thanks very much, Congressman.

The IFC has been trying and has previously made commitments
that it would do more in IDA countries. To date, it has not deliv-
ered. In 2011, it said that 50 percent of its projects would be in
IDA countries. The actual level is close to 24 percent.

As I mentioned in my testimony, I think that reflects not that
the IFC is not trying reasonably hard; it is that there aren’t very
many projects that fit its model in those countries, and so it needs
to change its model. And, of course, the private sector window that
is taking money out of IDA and giving it to private firms has been
sort of one part of their response.

It has been called an experiment worth pursuing. I would say
two things about that. One is, yes, sure, it is an experiment, but
actually we have a fair amount of history when it comes to how to
subsidize the private sector to deliver better. And, indeed, the
World Bank has developed principles around how to subsidize the
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private sector in order to help it deliver better. The IFC is ignoring
those principles in how it uses IDA’s money, and I think it needs
to stop doing that.

The second part is that if it is an experiment worth pursuing, we
need to know if the experiment worked. We will not know if the
experiment worked if they are not a lot more transparent about
what is going on.

Mr. PERLMUTTER. Thank you. I yield back to the Chair.

Chairman CLEAVER. Thank you.

The Chair now recognizes the ranking member, Mr. Hill.

Mr. HiLL. Thank you, Mr. Chairman.

The Senate has included a capital increase for the Bank in the
State Foreign Ops Appropriations Bill, and it appears that there is
consensus that the World Bank lending will fall significantly with-
out this U.S. contribution. And the credibility of the U.S. maintain-
ing its leadership as the largest shareholder, failing to authorize
the capital package might jeopardize the world’s work for the most
impoverishes countries and fragile states.

I am interested, is there anyone on the panel today who would
oppose the capital increase being approved? Would you raise your
hand if you are opposed to the capital increase being approved?

So, Mr. Chairman, our panel today all support the capital in-
crease that is being proposed for the Bank. I find that interesting.
I had not heard that this morning fully, so that is helpful.

Ms. DAAR. May I make a comment, respectfully?

Mr. HiLL. Yes.

Ms. DAAR. Thank you.

Mr. HiLL. Quickly, yes.

Ms. DAAR. Yes, sure. Just to say that I think what the consensus
that I am hearing also is that there are a lot of reforms needed as
the U.S. enters the negotiation and continues conversations around
the general—

Mr. HiLL. Sure. We all support significant reforms, and I ticked
off a few of those in my opening statement, and will put the rest
of them in my opening statement for the record. I think the Bank
has a lot of things it needs to do, and I am sure Mr. McGuire and
Mr. Debevoise would agree with that.

It was created in 1944. Today, is a different world. We have lift-
ed poverty and living standards around the world. We were 50 per-
cent of GDP in 1944. We are 18 percent of GDP now in the world,
so there is a lot more that lots of countries can do to help alleviate
poverty and increase development around the world. So, reforms
are important.

And that brings me to something that Larry Summers said re-
cently, our former Treasury Secretary. Mr. Summers said that he
was concerned about the fungibility of money. My friend from Ohio
noted that. And he asked questions just specifically about China.
He said, “Let’s apply that fungibility issue to China, which sits on
$3 trillion in reserves.”

If the World Bank is financing a project in China, why isn’t Bei-
jing doing the project anyway? And if the Bank does finance it,
what are we doing permitting Beijing to otherwise spend its re-
sources on it? So, aren’t we funding the Belt and Road Initiative
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around the world—the Majority has put these charts up—by lend-
ing them $7 billion?

Mr. Debevoise, do you want to tackle Mr. Summers’ concern?

Mr. DEBEVOISE. Yes, indeed. Money is fungible, so from that per-
spective, it is the case.

As I have said before, I think it is time for China to graduate,
and it needs to wind down. Again, though, the Bank is an incred-
ible repository of knowledge about—

Mr. HiLL. I know that, and I hear that all the time, and people
who push back—

Mr. DEBEVOISE. And they should pay for it. That is the point. We
should do fee-for-service.

Mr. HiLL. Yes, I agree.

Mr. DEBEVOISE. If they want the knowledge, they should pay for
it.

Mr. HiLL. Yes, but technical assistance ideas is something we
have developed over 7 decades, so why don’t we convert it into a
revenue stream for the Bank and not necessarily tie it to lending?

Mr. DEBEVOISE. Saudi Arabia does that. There is an example.

Mr. HiLL. Yes. Thank you.

Mr. McGuire, based on your experience working in this impor-
tant job, would you support the World Bank having lending condi-
tionality on disclosure of any other sovereign debt to that country
that has undisclosed terms or conditions? In other words, that we
increase transparency.

If we are going to lend money for a project in the Congo and we
find that they have other sovereign loans, say from China or some-
where else that has undisclosed terms and conditions, should we
make our lending through the IBRD conditional on knowing those
terms? How do you collect the loan if you have—somebody else
might have a first mortgage to be—

Mr. MCGUIRE. I hear that concern, but I don’t think I would go
down that path.

Mr. HiLL. Yes.

Mr. McGUIRE. Because I think it could open up a Pandora’s box
of any number of other proposals to come forward and make the
Bank’s money less attractive to other countries.

Mr. HiLL. Right.

Mr. MCGUIRE. And I do think in all countries, you want the
Bank there, because they are a very positive interlocutor in shifting
the way that other countries operate and bring people out of pov-
erty.

Mr. HiLL. But you do think the Bank should continue its efforts
that are underway now to collect more transparency and inform
the Third World countries, particularly, the poorest countries,
about what a benchmark good loan looks like versus a bad loan.
Is that fair?

Mr. McGUIRE. Certainly. As advisors, and as those who are lend-
ers themselves, you always want the countries to whom you are
lending to be fully aware of all the parameters of their debt and
to understand more of what they are up to, certainly.

Mr. HiLL. Thank you, Mr. Chairman. I yield back.

Chairman CLEAVER. Thank you.
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The Chair now recognizes Mr. Sherman from California for 5
minutes.

Mr. SHERMAN. When was the last time that the IBRD or any
other unit of the World Bank made a loan to Iran?

Okay. Nobody knows.

Mr. DEBEVOISE. I do not know the current answer. I can tell you
what the situation was when I was the Chair, which was that
there was no new lending to Iran.

Mr. SHERMAN. Has the Bank done everything possible to call the
loans that it made previously, or are they leaving those out-
standing?

Mr. DEBEVOISE. To my knowledge, the Bank was not calling the
loans to Iran.

Mr. SHERMAN. Okay.

Mr. DEBEVOISE. They had—

Mr. SHERMAN. And if they were to make a new loan—

Mr. DEBEVOISE. They are being paid down, to my knowledge.

Mr. SHERMAN. Okay.

Mr. DEBEVOISE. But I am not—

Mr. SHERMAN. So, they are being paid down, but Iran still bene-
fits.

The proponents of the Bank have testified here over the years
that we would have an absolute veto over Iran getting loans, and
then, they got the loans. Do we have a veto now, or could we be
outvoted in the future?

Mr. DEBEVOISE. We have never had a veto on any—

Mr. SHERMAN. I know. The previous experts and proponents of
the Bank were lying to me then, and then that was—

Mr. DEBEVOISE. We have never had a veto. But I can tell you
when I was the Chair, there was no new lending to Iran. And not
only that, we managed to discourage disbursements on existing
loans by reminding the Bank of their due diligence duties.

Mr. SHERMAN. But there were actually—

Mr. DEBEVOISE. And eventually, task force actions—

Mr. SHERMAN. —some disbursements—so, you say there are no
g(}elw lgans, but there were new disbursements while you were the

air?

Mr. DEBEVOISE. No. There were none when I was there because
we managed to convince the Bank—

Mr. SHERMAN. Reclaiming my time, have there been disburse-
ments since you left?

Mr. DEBEVOISE. I do not know the answer to that question.

Mr. SHERMAN. Okay. We will try to find the answer to that.

What policy can we have short of withdrawing from the Bank to
make sure that no concessionary loans are given to China? Does
anybody have any ideas?

Mr. MCGUIRE. I'm sorry. I am confused.

MI‘; SHERMAN. Okay. China benefits from this Bank, correct, the
IMF?

Mr. McGUIRE. Yes.

Mr. SHERMAN. That is an attack on the security of the people of
the United States.

Mr. MCcGUIRE. I'm sorry, you mentioned the IMF?

Mr. SHERMAN. Excuse me. I meant the World Bank.
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Mr. McGUIRE. Okay. We have talked quite a bit today about the
graduation, China graduating out.

Mr. SHERMAN. Right, and I regard that as insufficient. As long
as China benefits one penny from this institution, it is an attack
on the national security of the United States. What do we do so
that we can still have a World Bank and make sure that not one
penny of concessionary aid or loan goes to China? Does anybody
have a plan for that?

Mr. McGUIRE. I would say that one of the things we have to con-
tinue to do is operate according to a rules-based system. And when
they exceed the income limits for further lending, we—

Mr. SHERMAN. So you do not have a plan that—

Mr. McGUIRE. I do.

Mr. SHERMAN. Okay.

Mr. McGUIRE. I do. And, so, we continue the graduation—

Mr. SHERMAN. But your plan is not designed to be effective im-
mediately.

Ms. DAAR. May I just respond on the concessionary—

Mr. SHERMAN. Yes, because I know you are all—

Ms. DAAR. China does not receive, as far as I am aware, any con-
cessionary aid from the World Bank. That is reserved strictly for
the poorest countries.

Mr. SHERMAN. But it does get loans from the World Bank on
terms that are better than what’s available in the commercial mar-
ket. So, those who advocate the status quo can draw a distinction
between better than the market and aid, but any normal person
would say that it is certainly an aid to China when they are able
to borrow money at costs lower than the commercial market would
provide. But we can’t engage in sophistry in an effort to tell us that
everything is fine and we should approve all the money and don’t
worry about China’s threat to American security.

Is there anyone here who has a plan for how we can achieve the
purposes of the World Bank and make sure that not one penny
goes to China on any terms better than available in the commercial
market?

Mr. McGUIRE. I would say that the consideration that the U.S.
ED, I am sure, is considering right now is that you cannot just iso-
late one set of rules for one country. All countries that move past—

Mr. SHERMAN. We could adopt new rules and say either we do
not participate in the Bank—that is option one. Or option two, any
country that incarcerates over half a million people in East
Turkmenistan or Xinjiang Province is ineligible for all World Bank
loans. That could be a new rule. If we do not get acceptance of that
rule, we can find other organizations that can take our money and
help achieve the world’s efforts to alleviate poverty. We do not have
to put our money in an organization that subsidizes a threat to
American national security.

Mr. McGUIRE. What I—

Mr. SHERMAN. But that is unthinkable in the conventional world,
and my time has expired.

Mr. McGUIRE. Can I—

Chairman CLEAVER. Thank you.

The Chair now recognizes the gentleman from Virginia, Mr.
Riggleman.
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Mr. RIGGLEMAN. Thank you, Mr. Chairman, for calling this hear-
ing today, and thank you for extending it a little bit for me because
I think there is another hearing out there today that other people
are interested in. But I am glad that we could be here today.

I'm going to go pretty quickly here. Mr. Debevoise, your testi-
mony described the posture of the U.S. towards MDBs as occasion-
ally being tough love, and I know I am sort of following up on some
of the questions that have already been asked here.

I just want to get your opinion on what can we in Congress or
the folks at Treasury do to ensure that the U.S. is not indirectly
funding bad actors or illicit trade throughout the world?

Mr. DEBEVOISE. Historically, the way the subject has been ap-
proached has been through mandates. If the Congress believes that
it wants to demonstrate its displeasure with lending to a particular
economy or a particular structure, they have instructed the U.S.
Executive Director on how to vote on that. But as the previous line
of questioning showed, I do not think there is currently a mecha-
nism for stopping things outright.

Mr. RIGGLEMAN. Do you think some of those mandates could be
increased transparency or additional requirements on exactly
where those funds might be going?

Mr. DEBEVOISE. Transparency is a value that the United States
has always advocated at the Bank, and I was a big advocate for
it. I know that Mr. McGuire was when he was there. And, so, we
can always benefit from that, I believe.

Mr. RIGGLEMAN. Yes, I just returned from four countries I think
everybody would find interesting. I just went to Honduras, and
then to Panama, Argentina, and Peru. We were looking at some of
the Chinese trade practices there, so I got to talk to a couple of
presidents, the foreign ministries, and also the trade ministries
there. I found it interesting that they—and I know this might sur-
prise you—were a little opaque on some of their answers to the
questions that I had, especially on the technical side.

I think this is a very important issue, and my worry is—what I
really like about this subcommittee is that there are very thought-
ful, somber people here. And I like that we try not to politicize it
too much, believe it or not, on the National Security Subcommittee,
and I think that is a testament to Mr. Cleaver’s leadership.

But I would be remiss in not talking about China. Tomorrow, we
are voting on the Ex-Im Bank bill, where the SOE portions were
removed, which I was in favor of, which was the addition now of
some state-owned enterprises. Also, on emerging technologies,
based on the fact that I just left as the Senior Consultant for Elec-
tronic Warfare and Countermeasures at the Pentagon, as you can
probably guess, Asia was a huge priority for us.

In that vein, I want to ask additional questions, but I want to
make note of the World Bank’s new leadership under David
Malpass. There was a great deal of hand wringing by certain peo-
ple, I believe from the left, but others seemed to have a shocking
reaction to this. And I think, as we go forward on China, we have
to take some of the politicization of this out of what we are doing
because we are really in trouble here.

In Peru, China is the number one trading partner. I was looking
at some of the Tweets about David Malpass, and one which was
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pretty interesting to me, was from a senior fellow at the Center for
Global Development, who wrote, “David Malpass’ disdain for the
World Bank’s mission of fighting global poverty rivals John
Bolton’s respect for the United Nations. There is no case for
Malpass on merit.”

That same senior fellow is also busy floating conspiracy theories
about Malpass and Ukraine.

Another one of the Center’s senior fellows tweeted this about
Malpass when he was nominated for the World Bank position: “An
incorrigible arsonist will now be our fire chief. The man spends his
adult life denigrating multilateralism and now has the pleasure of
running one of its pillars. When does it end?”

All of these things were re-Tweeted by the Center’s then-commu-
nications director, a former Obama Administration official, who
later left the Center to take a job with the New Hampshire Demo-
cratic Party.

And I think when you see that kind of partisanship from the
Center, it can be extremely disappointing, because Republicans and
Democrats have benefitted from its testimony and research in the
past years.

I think these attacks on Malpass were especially silly given how
much he has done at the World Bank to restore staff morale after
the disastrous leadership of Jim Yong Kim, an Obama-nominated
World Bank president whose failed 7-year tenure we are now sup-
posed to conveniently erase from our memory. Well, we remember
the World Bank President who came before David Malpass, and
the staff of the World Bank certainly remembers.

I urge the Center for Global Development to return to its core
mission of rigorous research on development. When it strays into
politics, it unnecessarily puts its reputation at risk.

And, Mr. Chairman, without objection, I would ask for unani-
mous consent to enter into the record a New York Times investiga-
tion from 2014 showing how a foreign government paid for the
Center to help influence policymakers in Washington. For me, it is
very important that we keep those types of lobbying firms out of
that.

Chairman CLEAVER. Without objection, it is so ordered.

Mr. RIGGLEMAN. Thank you. I think it is very important for us
to do that. And for those who want to take the time to read it, the
article claims that Washington think tanks are for sale. Listen, this
is what I have been doing for 26 years combined, in the military
and also in intelligence work. I think it would vastly undermine
the integrity of all those who work there if we continue to allow
this to happen.

I hope the Center can say no to foreign influence campaigns, and
hopefully the kneejerk trashing of the Administration at this point
when we have such an important task in front of us.

Thank you, and I yield back the balance of my time.

Chairman CLEAVER. Thank you, Mr. Riggleman.

Without objection, I would like to enter into the record a letter
addressed to me and Mr. Hill from the Sub-Saharan African Execu-
tive Directors of the World Bank, who wanted to present their per-
spective—

Mr. KENNY. Excuse me. Can I—



32

Chairman CLEAVER. —which has been represented.

Mr. KENNY. —just reply briefly?

Chairman CLEAVER. Time has expired. I'm sorry.

Without objection, it is so ordered.

I would like to thank our witnesses for their testimony today.

The Chair notes that some Members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to these wit-
nesses and to place their responses in the record. Also, without ob-
jection, Members will have 5 legislative days to submit extraneous
materials to the Chair for inclusion in the record.

I would like to say as we conclude that you are the real Ameri-
cans, the great Americans, whose symbol is here in this place, un-
derstanding that the most important thing going on, on Capitol
Hill, was this committee hearing.

[laughter]

Feel comfortable in the fact that you are a great American for
being here. This hearing is adjourned.

[Whereupon, at 11:39 a.m., the hearing was adjourned.]
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Representative French Hill--Opening Statement —
National Security, International Development and
Monetary Policy Subcommittee

How America Leads Abroad: An Examination of
Multilateral Development Institutions
November 13, 2019

Thank you, Mr. Chairman, for convening this hearing and
to the witnesses for lending your expertise.

I 'am pleased to serve beside my good friend,
Representative Cleaver from Missouri, for my first
hearing as Ranking Member on this Subcommittee. He’s
been a dedicated public servant and strong advocate for
ensuring our nation’s security.

I’ve had the pleasure of serving on the Terrorism and
Mlicit Finance and Monetary Policy Subcommittees my
previous two terms and look forward to the bipartisan
work we can do to promote and enhance a secure
financial system.

I appreciate that we are examining multilateral
development institutions and specifically analyzing the
need for a capital increase at the World Bank.

Since 1945, the World Bank has been supporting low- and
middle-income countries by providing access to financing
to alleviate poverty and promote economic development.
Over that time, the United States has approved capital

1
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increases four times including in 1959, 1979, 1988 and
2010.

This is the fifth time an Administration is seeking
Congressional approval for a capital increase.

The Trump Administration is hoping for an additional
paid-in capital of $1.24 billion for the International Bank
of Reconstruction and Development (IBRD) which would
be financed by U.S. taxpayers and $5.5 billion for the
International Finance Corporation (IFC) which would be
financed by other countries around the globe. Regardless
of where the funding comes from, both adjustments
require Congressional approval.

As part of the approval process, the Trump
Administration negotiated several reform contingencies
including:

1. Limiting IBRD lending to higher-income countries,
such as China

2. Altering loan pricing to reflect income differences
among the IBRD beneficiaries

3. Achieving savings of $3.6 billion between FY 19 —
FY30, with an additional $1.1 billion in efficiency
measures for the Bank

4. Capping overall salary growth for the next four years
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5. Targeting 70% of IBRD lending to lower-income
borrowers, and 40% of IFC financing to the poorest
states

These reforms are tantamount to ensuring the Bank
continues to perform effectively and fairly.

One of my goals of this subcommittee is to ensure the
World Bank and other multilateral development banks are
using U.S. resources in a transparent, corruption-free and
effective manner before committing U.S. taxpayer’s funds
to these institutions.

The United States must use its leadership position at the
Bank to fight for the end of corruption and to make sure
that all lending is conducted through a transparent and
accountable process.

To that end, I would like to discuss China and their access
to the World Bank.

China technically crossed an important World Bank
income threshold in 2016, which 1s supposed to begin a
discussion on “graduation” from Bank assistance.

However, the country has received more than $7.8 billion
in funding since that time. The country continues to
borrow an average of §2 billion per year from the Bank.
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Even more concerning to this Committee, we often are
not confident where loan proceeds are being used. For
example, part of that money is likely being used as part of
the Belt/Road Initiative.

In my opinion, this lack of oversight and dissemination of
funds to a more developed country like China with $3
trillion in reserves is unacceptable. I know that others on
my side of the aisle also share this view. The lending
number needs to be wound down to eventually get to
ZEero.

I am also concerned with the transparency and debt
management process associated with the International
Development Association (IDA). There have been
concerns raised about the lack of competition for certain
lending proposals within this arm of the World Bank. I
know the IDA-19 is currently being negotiated and I hope
it involves candid conversations about ways to streamline
their financing criteria.

The United States needs to ensure there is greater
transparency with how the Bank’s money is disseminated
and have stricter guardrails around its use.

In spite of this lack of transparency regarding China, the
Bank is financing important projects across other parts of
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the world. I look forward to hearing about different
financing activities in today’s hearing.

I hope we can have a thoughtful discussion exploring
what additional reforms are needed to streamline
operations and ways to combat fraud and corruption.

Multilateral development institutions help contribute to
economic stability around the world and I look forward to
finding solutions that to ensure robust economic growth
both domestically and abroad.

I yield back.
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Testimony to the House Committee on Financial Services Subcommitiee on National Security,
international Development and Monetary Policy Hearing:

“How America Leads Abroad: An Examination of Muitilateral Development Institutions.”
November 13, 2019
Submitted by Nadia Daar

Head of Oxfam International Washington D.C Office

Chairman Cleaver, Ranking Member Stivers, and Members of the Committee, thank you for the
opportunity to testify on behalf of Oxfam. Oxfam is an international relief and development agency
committed to fighting the injustice of poverty. We are part of a confederation of 19 Oxfam affiliates
working in more than 90 countries around the globe.

My office is responsible for Oxfam’s engagement and advocacy on the World Bank Group and |
personally have followed the work of the institution for over a decade. | believe in the tremendous
importance of this institution and believe whole-heartedly in its mandate and its twin goals of eliminating
extreme poverty and boosting shared prosperity.

| also believe it is the role of civil society to raise flags when we see the World Bank Group making any
programmatic choices or operating in a manner that could undermine its mandate or cause harm fo
vulnerable communities. To that end, | would like to speak about recent and concerning frends in the
World Bank Group's education and financial sector portfolios.

L WORLD BANK GROUP INVESTMENTS IN PROFIT-DRIVEN EDUCATION

We have been following the World Bank’s education programming as it is a major source of critical
education financing for poor countries. One of the reasons we are such strong supporters of a robust
replenishment for IDA19 is particularly because of the important and concessional support the
international Development Assoclation (IDA) provides to countries to bolster their public education
systemns, and indeed the bulk of the World Bank’s education work does just that.

However, we are distressed by a growing trend we are witnessing: Our research shows that the World
Bank Group is increasingly supporting profit-driven, commercial schools and privatization of education
more broadly, through its direct investments via the International Finance Corporation (IFC), as well as
through public-private partnerships, and its policy advice to governments.

Concerns about the expansion of profit-oriented and low-fee private schooling

We are especially concerned about IFC's support for so-called ‘Low Fee Private Schools’ which refer to
private schools that farget lower income segments of the population, often with a profit orientation.

1. Fees mean the poorest lose out: The first big concern about the growth of low-fee and for-profit
private education is about the expansion of a model that relies on families paying out-of-pocket schoot
fees. When schools charge fees to parents, no matter how small, they are simply unaffordable for the
poorest famities.” In Ghana, for example, Omega Schools is a major low-fee private school chain that
targets poor communities and charges fees for one student that are equivalent to 40% of the income
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of the poorest families’ household income.” A poor, average-sized family in Pakistan would have
to spend 127% of its income to send all its children to a low-fee private school.® In other words, that
family cannot educate all of their children using these schools. We know that in developing countries, a
child from a poor family is already seven times less likely to finish secondary school than a child
from a rich family" and we are therefore deeply concerned about exacerbating such inequalities.

The claim is that these schools are filling a gap to provide an education for children who wouldn't have it
otherwise, but evidence suggests these schools are generally not reaching out-of-school children for a
variety of reasons.® Many out-of-schoal children five in rural areas, where these schools generally do not
operate because it is not profitable for them (families are poor and spread far apart).® The fees also mean
that the most marginalized children are either shut out from these schools completely — or that families
are forced to make sacrifices at the expense of other basic needs.” Research on access and affordability
in low-fee private schools has shown that households accessing these schools are unlikely to be the most
disadvantaged or the poorest 20 percent, and that when they do enrol household poverty increases.’®

The World Bank has suggested that using public funding to subsidize such private schools through
“public-private partnerships” or PPPs can alleviate some of these problems. However, PPPs are not a
solution to equity concerns in the private sector. Studies have raised strong and consistent concerns
about the impact of education PPPs on educational inequalities and socioeconomic segregation. One
study found that in the majority of the 17 countries studied, PPP schaools are reinforcing social disparities
by disproportionately serving upper income students.’ Research on World Bank-supported PPPs utilizing
low-fee private schools in Uganda and Pakistan aiso found that there were very few children with
disabilities or previously out-of-school children enrolled in these schools.™

2. Fees mean girls lose out: The situation for girls is even worse. Pulled out of school before their
brothers, millions more of the world’s poorest girls will continue to have their life chances limited by an
education that is far too brief. In a poor rural area of Pakistan, girls are three times less likely to attend
school than poor boys.” The widespread elimination of fees in primary schools in the 2000s meant that
tens of millions of girls around the world were able to go to school for the first time, " however the
expansion of low-fee private education threatens to undermine this progress. A recent review of the
academic evidence found that private schools are not equally accessed by boys and giﬂs.13 To illustrate
this, recent government data from India shows that, of children enrolled in private primary schools, 56%
are boys, while only 44% are girls."* School fees, even those considered low, restrict girls” access to
schooling as, faced with limited household funds, parents often make the difficult choice to send
boys instead of girls."”

3. Business interests prioritized over educational quality: There are serious concerns about
education quality in for-profit and low-fee private schools. Studies show that low-fee private schools cut
costs by relying on poorly qualified teachers who are paid very low salaries with often poor working
conditions.™ The reliance on unqualified teachers flies in the face of the World Bank’s own evidence that
the presence of a trained, qualified, and weli-supported educator is one of the most important factors for
achieving strong learning outcomes." The pressure to reduce costs may also lead to lower investments
in school facilities, materials and other resources that promote learning.

Some prominent commercial chains rely on scripted, standardized lessons to compensate for the
absence of well-trained teachers, and increase their scale in order to achieve commercial \1iabi!ity.18 One
study described Omega Schools’ standardized approach as the "McDonaldization of education,” in which
“every aspect in the production of learning and outcomes [is] based on the minimisation of cost.”™
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4. Resistance to government regulation: Another problem with commercial for-profit school chains has
been a resistance to government regulation that seeks to ensure compliance with educational standards
and legal frameworks. This undermines efforts to ensure education quality and uphold the rule of law in
host countries. For example, Bridge International Academies, a for-profit school chain operating in Africa,
was ordered by the Ugandan government to close its schools in the country in 2018 after its ongoing
refusal to meet standards related to teacher certification and qualifications, curriculum, and school
facilities.” In Kenya, a formal complaint®’ about the IFC’s investment in Bridge Academies was filed with
the IFC Compliance Advisor Ombudsman in 2018 by the East African Centre for Human Rights on behalf
of teachers and parents in Kenya. it raised concerns about violations of national and international law,
labor rights violations, health and safety, and discrimination. Just this month, the CAO announced it is
launching a full investigation of IFC's compliance with its own performance standards in this investmen
Legal and regulatory violations in commercial and low-fee schools have also been documented in the
Philippines, India, and Ghana.”

t22

5. Negative impact on public education systems: Finally, investments in profit-oriented private
education can negatively impact the wider public education systems. IFC’s $13.5m investment in Bridge
Academies, for example, aimed to finance the chain’s expansion fo three other countries and provide a
“demonstration effect” for other school operators to enter the market,> This relatively small investment
therefore can catalyse dramatic changes in host country education systems. Little rigorous research has
assessed the cumulative effects of large-scale private schooling on the long-term health of public-school
systems. Even if the expansion of private schooling were to bring short-term benefits, it can undermine
the political constituency for investment in quality public schooling in the longer term. The reliance of low-
fee private schools on underqualified teachers hired on shori-term contracts could lead to the creation of
an untrained teacher workforce.*® Moreover, where such schools receive public funding, they displace
efforts and funding to expand public education, leaving limited alternatives for those children who are left
behind.*®

Private schools certainly have a place in education systems, and the commercial private sector has an
important role to play in education, for example by providing goods and services that support quality
improvements in public education. However, when it comes to public funding and especially development
finance for education, we must ensure that all can benefit and that none are excluded. The lessons from
around the world could not be clearer: pushing profit-driven and market-based alternatives to a public
education system creates educational segregation, and exacerbate educational inequalities and thus
wider social inequalities. It supports more advantaged students at the expense of those who most need
support. This is a dangerous diversion from the essential task of building inclusive, high-quality public
education that benefits all children.

Trends at the World Bank Group - increasing support for profit-oriented schooling

Despite these deep concerns about the expansion of fee-based and profit-driven private schooling, the
World Bank Group has been increasing its support for these approaches:

The Bank has dramatically increased its direct support for private education companies in recent years
through the IFC, which to the best of our knowledge, has an active portfolio of about $700 million in
education investments.”” A recent study by RESULTS Educational Fund found that IFC investments in
direct provision of primary and secondary education quadrupled between 2006 and 2015,% it
found that these investments increasingly target low- and lower-middle-income groups, and that
they are increasingly in commercial school chains.” This includes the IFC's investment in Bridge
International Academies, but also includes a number of other for-profit school operators in primary and
secondary education.
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Other indications point to a further scale-up of these investments. For example, in its newly proposed
framework for tracking the impact of its education investments,® IFC appears to be significantly shifting
its priority and focus within the education sector to the direct pravision of education, through investments
in for-profit, fee-charging schools including at the basic education level (K-12). In this framework, a
majority of the proposed outcome indicators appear to be targeted at the direct provision of education (for
example, teacher-student ratios and enrolment numbers), and not o other commercial activities and
ancillary services in the education sector such as textbooks and learning materials, ICT and educational
software, construction, maintenance, stc.

Oxfam'’s research® finds that a growing number of World Bank public sector (iBRD/IDA) projects are
supporting public-private partnerships (PPPs] that use public funding to support private education
provision. We reviewed IBRD and IDA funding to governments for primary and secondary education over
the last six years, covering 116 projects. We found that one-fifth (22 percent) of projects included an
element of direct support for private provision of education across 14 countries. This type of
support has been gradually increasing over the last decade. While often they are one part of a larger
project that supports public education provision, a significant number include a market-oriented approach
that seeks to expand the role of private education or support low-fee private schools, in Burkina Faso, for
example, we found a project that includes support for the construction of new private secondary schoals
where the ownership and management is leased to private providers.

Oxfam’s analysis of the World Bank’s technical assistance and policy advice to governments32 finds that
it is actively pushing countries to expand private education provision through PPPs and other
reforms that reduce regulations and incentivize the growth of private education markets and for-
profit schools. Case studies from Uganda and Pakistan highlight the instrumental role of World Bank
advice and lending in supporting the expansion of private education provision.

Given the concerns about gender and economic exclusion in private schools, it is our opinion that these
investments contradict and undermine the World Bank Group's stated commitments to girls’ education
and gender equality,” its significant public sector funding for girls education,* and the its twin goals to
end extreme poverty and increase shared prosperity.

Meanwhile, others such as the European Parliament and the Global Partnership for Education (GPE), the
biggest multilateral fund for education, have taken strong positions against directing their own aid funding
to support commercial or for-profit education ;,wovision.35 The UN Human Rights Council, the African
Commission on Human and Peoples’ Rights and various UN Treaty Bodies have recognized the
obligation to progressively secure free, public — not commercialized — education in fulfilling the right to
education.® These positions uphold the principle that education is a right, not a market commodity.
investing in free and inclusive public education of good quality is the best way to ensure fulfilment of
education for all.

In a unified and strong voice, last month over 170 civil society organizations from 63 countries, told the
World Bank and its donors that it is time to recommit to public free, quality education for all and cease
support to for-profit commercial schools.”

Recommendations

While the challenges and problems of public delivery in many countries are real, neither education PPPs
nor low-fee, for-profit schools are a shortcut to achieving quality education for ali, or gender equality.

It is our position that the World Bank Group should urgently redouble its focus on supporting
countries to expand and improve the public and free provision of education both through financial
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and policy support. It should stop funding commercial schooling at the basic education level (K-
12) through the IFC. It should also ensure that no funding through IDA’s Private Sector Window
goes to support for-profit schools.

L IFC INVESTMENTS IN FINANCIAL INTERMEDIARIES

Let me turn now to the financial sector, in light of our concern for ensuring positive development impact
and no harm caused to communities in the course of development interventions.

As you are aware, the IFC lends money directly to private sector companies, but an increasing trend we
are witnessing is that the IFC is also lending money to companies indirectly through the financial sector.
In other words, it lends money to financial institutions such as commercial banks, private equity funds and
others, which can then on-lend to companies. The idea is that the IFC can have a broader reach using
these so-calied financial intermediaries (Fls), particularly in markets or sectors they can'’t reach as easily

directly. The objective is to expand their financial reach through these financial intermediaries.”®

As of 2018, Oxfam's research finds that the IFC had 55% of its total portfolio invested in financial
intermediaries - that was USD6.4 billion. And between 2015 and 2018, the IFC invested a total of
USD24 billion in financial intermediaries.” Of those financial intermediaries, private equity funds made
up around 6-10% while the other 0% or so of that portfolio is made up primarily of commercial banks.*¢

Qur big concern has been whether IFC can have this financial reach without compromising its
development mandate — with fransparency and environmental and social standards being
applied. The current situation is not a promising one: there is a huge lack of information about where the
money ends up once the IFC gives it to these intermediaries. We have very limited information about
what we would call financial intermediary sub-projects and hence the real impact that follows, be it good
or bad.

Lack of transparency:

After much pressure from civil society and repeated follow up, the IFC is now disclosing on its website
sub-project information for funds, i.e. that 6-10% | mentioned. However, the information is stili not
adequate and it is difficult to find.

For the commercial banks the situation on disclosure is even worse — we would say non-existent so

far. Once the IFC lends to commercial banks, which remember make up 80% of their Fi portfolio, if
you or | wanted to find out where that money ends up - what high risk projects they might be
financing - we would not be able to. All we would know, is that the money went to Bank X, and that the
overall objective of that loan or equity investment was either for general purposes, and/or in some cases
targeting specific sectors like the housing or energy sector, for example.

With this context, there is no way to assess the development impact of such loans. Critically, we can’t
make sure this money is not doing harm to the environment or to communities.

Along with small and medium enterprises, microfinance loans, and other seemingly harmiess loans, this
money can also - and we have ample proof that it is - end up in environmentally and socially high-risk
projects in sectors ranging from agribusiness, to energy, infrastructure, extractives, and others.

The IFC's independent accountability mechanism, the Compliance Advisor Ombudsman (CAO) has said:
“IFC has, through its banking investments, an unanalyzed, and unquantified exposure to projects with
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potential significant adverse environmental and social impacts. Without disclosure of information related
to these projects this exposure is also effectively secret and thus divorced from systems that are
designed to make sure that IFC and its clients are accountable to project affected people for delivery on
their environmental and social commitments.”

Lack of transparency means unmitigated risks to communities:

Proof that there are some hugely problematic investments is the 17 and growing number of CAO cases
related to IFC’s financial intermediary investments.®' Each one of those is linked to a high-risk project
where communities believe environmental or social harm has been done. Half of those cases are projects
linked to IFC’s commercial banking clients while the other half relate o private equity funds.

Examples:

- Banco Ficohsa, a large Central American bank with main operation in Honduras. IFC invested equity in
Ficohsa including debt to support trade finance, housing and SME joans.* However, Ficohsa also had
significant investments in Dinant Corporation, a palm oil company found to be involved in land rights
violations, evictions, human rights violations and even kilﬁngs,43

- Nedbank, one of the leading South African banking groups where IFC has given a subordinated Tier lI
qualifying loan.** Nedbank has investments in AngloGold Ashanti, and one of AngloGold Ashanti's
subsidiaries in Guinea was found to be involved in forced displacement and land rights violations of
communities while acquiring the land for a massive open-pit oxide gold mining operation.45

- Rizal Commercial Banking Corporation (RCBC) —where IFC has made two equity investments (2010
and 2012) in addition to providing two gensral commercial banking loans in 2013 and 2015. The IFC
states that its additionality is to lend credibility to the bank’s efforts and business, as well as support
expansion of its lending to infrastructure projects.% RCBC has significant investments in more than 20
coal related investment in the Philippines with significant concerns related to “climate change, inadequate
compensation, health harms, loss of livelihoods, environmental and social management system."47

These and a multitude of other cases are documented extensively in several reports by Oxfam™® and
several other civil society organizations.‘m

However, to uncover this information, it was not easy. It took thousands upon thousands of dollars and
years of work. We had to trace backwards from projects to financial institutions cross checking with the
[FC’s website on which Fls it was investing in. We believe that what we found is just the tip of the
iceberg. Given the magnitude of the investment — let me remind you: USD24 billion to financial
intermediaries in just three years - this is highly concerning.

Lack of transparency means lack of accountability:

There is no way to measure deveiopment impact, or importantly, ensure that risks are managed properly
and that communities who are harmed by such projects, can seek recourse from the IFC if and when
harm is done. Disclosure of investment information is a central tenet of accountability in
development finance.

When a community suffers harm as a result of a project, it is extremely difficult for them to know where
they can turn to. Given the IFC's money is invested in these projects, communities should have the right



45

1o seek redress or support through the IFC and its accountability mechanism, the CAQ. But that
information is not available to communities. There is no way for them to know their rights; there is no way
for them to know the IFC is involved or that its performance standards - which are a high standard in the
private sector - should have been applied.

The need for this information is real and urgent for communities who are facing day to day fears, and
suffering the impacts of projects with unmitigated risks, whether they are loss of livelihoods, forced
evictions, ill health, human rights abuses, and in some cases murders without impunity as seen in the
different cases. Ultimately, without communities knowing who is financing projects that impact
them, there is no way to hold those actors accountable. We believe that transparency and access
to information are at the core of good governance, informed participation in decision-making, and
public accountability.”

Progress to date:

Because of all these concerns which have been raised through several means by civil society and
impacted communities, since 2015, there has been some progress which | would like to note. IFC has
discussed measures 0°:
e Reduce exposure 1o high risk Fl investments and apply greater selectivity of clients
« Better focus of environmental and social resources for due diligence, appraisal, supervision and
capacity support for Fi clients deemed higher risk
*  And most recently as of October 2019, we have been told verbally that the IFC will begin an
initiative for its commercial bank clients to voluntarily disclose sub-project information in a similar
manner of IFC’s fund sub-project disclosure. | want to be clear that this is not mandatory, only
voluntary for financial intermediary clients to agree fo or not with no implications for IFC’s support
one way or another as far as we know. The details of the initiative are not fully clear yel. Nor is
this initiative in writing.

This is a welcome first step but it is just the first step and we have to be vigilant, and most important, be
able to hold the IFC accouniable to these commitments.

Recommendations:

We would like to see IFC developing a clear sirategy and roadmap towards financial intermediary sub-
project disclosure, which makes clear that the voluntary disclosure initiative is only a stepping stone
towards a requirement for disclosure.

This involves IFC including as a condition of investment for Banks, a requirement for the Bank to disclose
basic sub-project information for higher risk transactions, including their environmental and social
management systems that are already required by IFC's Performance Standards. In this way, the IFC
would necessarily screen out financial intermediaries that are not willing to be transparent in the same
way that the IFC screens out private sector companies that are not willing to adhere to its own disclosure
of information policy.

The US has been the leading voice and champion for strong environmental and social standards,
transparency, and accountability at the World Bank Group over the years and it should proudly take credit
for many of the rigorous policies and mechanisms we see today. We now urge you to use your
congressional oversight role to hold the IFC accountable to those standards and promote a clear path
towards required disclosure in IFC’s financial intermediary portfolio.
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Finally, as the Bank also discusses the private sector window through the International Development
Association, we ask the committee to use its oversight capability to consider how to maximize the
development effectiveness of this window, through transparency and accountability at all levels, and
ensuring positive development impact. As such, we would propose banning the use of the private sector
window for any for-profit schools as mentioned, and also ensuring maximum transparency in financial
intermediary projects as well.

Thank you for your time and | am happy to take your questions.
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Chairman Cleaver, Ranking Member Hill, and distinguished members of the
Subcommittee, it is an honor to appear before the House Financial Services Commitiee,
Subcommittee on National Security, International Development and Monetary Policy regarding
American leadership at the World Bank Group and the authorization of capital increases for the
World Bank and the International Finance Corporation (IFC).

Legislation to authorize capital increases for the Interpational Bank for Reconstruction and
Development (IBRD) and the IFC comes at a crucial moment for the United States, the institutions
and the global economy.

We all recall the dangerous moment in 2008, when the world economy fell off a cliff, and
the strong response of the World Bank and the MDBs to the G-20 call to stretch their balance
sheets. In large measure, that response is why you have capital increase authorization requests
before you today.

Speaking of the institution [ know best because 1 lived these moments in the U.S. Executive
Director’s chair, the IBRD component of the World Bank dramatically increased its loan
commitments from the $13 billion per year range to an average of $34.6 billion per year in the
three years from July 1, 2008 to June 30, 2011, for a total 6f $103.8 billion in commitments during
the period.

Without more capital, the World Bank could not continue that pace, let alone return to the
pre-crisis conunitment level of $13 billion per year, without slicing through the bottom of its target
risk coverage range, which is part of its strategic financial adequacy framework. That is why the
World Bank came to the Congress in 2011 for a capital increase. Notwithstanding that increase,
for some, even though the crisis subsided, increased levels of lending became the aspirational new
normal. IBRD lending commitments have averaged $23 billion per year for Bank fiscal years
2015-2019, and the capacity of the Bank to confront any new crisis disappeared. Many said that
more capital was needed.

The United States Treasury has responded infelligently. The Tréasury realized that the
Bank needed to maintain the capacity to increase its commitments in the event of a crisis, but to
preserve this capacity, the Bank could not carry on lending at an ever accelerated pace, paiticularly
by continuing to lend in high volumes to middle-income countries with per capita incomes near
the graduation level and ready access to the capital markets. Instead IBRD needed to increase the
volume of its lending going to its members further down the per capita income range. At the same
time, IBRD needed to discipline its spending.

In light of the package of reforms negotiated by Treasury, which would restrict annual
lending commitments to a level that can be sustained in real terms over a rolling ten-year horizon
through organic capital accumulation alone, we can now say that without Congressional support
for more capital, the crucial economic development and poverty reduction mission of the World
Bank will suffer, along with the American reputation for leadership in important international
institutions. The same will hold at the IFC, which also confronts depleted capital following its
strong response to the financial crisis of 2008 and its new initiatives to expand investment in low-
income and fragile states.
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What is the role of the World Bank Group (WBG) and its relevance in today’s world? As
it has been since 1944, the WBG plays a vital role in U.S. national security, the U.S. economy and
U.S. job creation by promoting global economic growth and reducing poverty. The Bank also
contributes to the promotion of U.S. foreign policy objectives of sustaining peace and stability,
promoting security and combatting terrorism.

U.S. leadership is vital in ensuring that WBG operations contribute to safeguarding
national and economic security. The WBG does not automatically pursue our interests. It takes
strong leadership to achieve that result.

On the leadership question we start from a good point. We were leaders in the creation of
IBRD at the Bretton Woods conference in 1944 and present at the creation of the IFC.

Our leadership manifests itself in part through our financial support. We are the largest
shareholder in IBRD and the IFC, because we have contributed the most capital. Without U.S.
participation in the capital increases, that situation would change and it will be said that the United
States is withdrawing from the world and making way for other ascendant powers.

Our leadership also manifests itself through the quality of the ideas we present for pursuit
of the MDBs’ economic growth and poverty reduction mission. We do not possess 50% of the
voles in any of the MDBs, so we cannot unilaterally block any particular loan or impose any
particular policy. Although the MDBs have a strong American presence, they are not U.S.
government agencies or U.S.-controlled entities, so we must use our diplomatic voice to secure
the outcomes we desire.

If the United States does not subscribe to the capital increases, our soft power, our ability
to persuade others will be reduced. Other shareholders will simply say we do not care anymore. In
some cases they may even take up the subscriptions we cast aside and try to install themselves as
the dominant force in the institutions.

We should not forfeit the position we currently have. At times, our approach to the MDBs
can be seen as tough love, but frequently tough love is appreciated by other sharcholders. They
know that the institutions would not be financially sustainable if we did not speak up for stronger
financial discipline, improved governance and accountability and enhanced development impact
and effectiveness. But if we do not participate in the capital increases, our messages in these areas
will fall on deaf ears.

Members may be asking themselves what was the process for determining the need for
capital contributions and the level of the U.S. capital contributions? Why is any new capital needed
in a world with large amounts of capital flowing to many emerging markets?

Indeed, to some markets, there do appear to be significant capital flows. But those flows
are increasingly volatile. In fact, some of the countries which experienced substantial inflows and
currency appreciation in recent years have witnessed reduced inflows and currency depreciation
as global capital markets have retreated. Many African countries entered the capital markets in
the last decade, but nowadays markets are ever more selective.
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The communiques from the October meetings of the G-20, the International Monetary and
Finance Committee (IMFC), the Development Committee and the speech of Treasury Secretary
Steven Mnuchin to the IMFC all resonated with warnings of downside risk, potential over-
indebtedness and potential declines in economic growth. If major developed countries have
difficulties, developing countries will be affected. Indeed with globalization, the correlations
among markets have become very high.

Growth cannot come only from developed nations; in fact, more than half of all economic
growth in the planet is now coming from developing countries. They represent export markets for
us. If global growth stalls, those markets could be lost. Therefore, it is extremely important for us
that the World Bank and the IFC carry on with their financial support for economic growth and
poverty reduction among their clientele, particularly the lower income IBRD clients and the private
sector in low-income and fragile states. Without more capital this will not be possible.

How does an MDB know it needs capital? How does an MDB measure the shortfall? At
the World Bank, management and the Board of Executive Directors followed a rigorous analytical
process employing a strategic financial adequacy framework. This involved examination of the
Bank’s risk bearing capacity, stress testing and measurement of the sustainable equity-to-loans
ratio (E/L ratio).

There was a debate about the proper trajectory for future Bank lending. Some thought the
status quo was adequate. Others wanted the Bank to move to a much higher level of lending. If
those voices had prevailed, the capital increase would have been three times as large. As
negotiated, however, the IBRD capital increase will require $206.5 million per year for six years
from the United States, about 20% of what the United States currently provides annually to the
International Development Association, the sofi-loan window of the WBG for the poorest
countries.

In the negotiations, the United States insisted that a hard look be taken at all elements of
the financial equation, including loan pricing, compensation, administrative budgets, and net
income allocations. As a result, many reforms were adopted in these areas. For example, the IBRD
has already adopted a differential loan-pricing system and new discipline on the single-borrower
limit.

The United States also sought reforms to make the Bank a more efficient and effective
vehicle for development financing. These included a greater focus on development resulis. The
United States had successfully pushed the results agenda in IDA negotiations, and now it is
inchuded for IBRD projects. The Bank now releases a Corporate Scorecard to demonstrate that it
not only measures money disbursed but development resulis. -

The United States also insisted on improved governance and accountability. This started
with a very significant change in the approach to the Bank’s disclosure policy. As a result, those
who follow the Bank now have access to much more information about its policies, plans and
decisions.

The Inspection Panel has also been nurtured from a fledgling pilot twenty-plus years ago
to an active oversight mechanism available to individuals and communities that feel themselves
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aggrieved by the Bank’s failures to follow its own safeguards and procedures in undertaking a
project. The United States has been a stalwart defender of the Inspection Panel’s independence,
and it has become the model for similar mechanisms at the other MDBs. Following a review,
currently underway, it should become even more effective.

One of the very attractive features of the World Bank for the United States is the ability to
leverage U.S. contributions. At the same time, the Bank is very conservatively managed in order
to remain in high standing in the financial markets. Since 1945, the United States has paid in a
little less than $3.0 billion in capital contributions. With that capital and that of others, the Bank
has made more than $600 billion of loans to 137 countries.

The Congress can calculate that for every dollar it authorizes for World Bank paid-in
capital, more than six dollars will be paid in by other shareholders. The Bank itself is then able to
leverage the paid-in capital by borrowing in the capital markets of the world to obtain lendable
resources five times greater than the paid-in capital. The resulting loans generate income and
through the build-up of retained earnings, the Bank can fund even more lending. World Bank
capital contributions are truly a force multiplier for American taxpayers.

Committee members about to embark on the legislative process may wonder what policy
directives or conditions should accompany an authorization to participate in MDB capital
increases. Based on the experience I had deploying the voice and vote of the United States, please
allow me to suggest the following general philosophy.

Politics is politics, and there will always be subjects on which the Congress or even
individual Members will want to influence U.S. policy. Nevertheless, please try to resist the urge
to legislate everything. Maybe report language will do. Certainly in my experience, report
language was taken very seriously. Treasury brought these items to my attention, and I advocated
as strongly for these positions as for others that appeared in legislation.

Second, when the Congress feels that the Executive needs legislative guidance, whether
because the Congress thinks the Executive is evading an issue or because the representatives of
the American public need to go on record on a particular point, please pay careful attention to
precise wording. Please remember that the World Bank Group has both public and private sector
windows. In many countries the private sector cannot change policy the way the public sector can.
In such situations, it makes little sense to oppose all IFC or MIGA operations for companies
operating in a country because we do not like what the government of that country is doing. Yet,
if the Congress does not make its intention clear, Executive Direcfors will have to oppose all
operations at both the public and the private-sector windows, without distinction.

Today’s passions and circumstances can change. Please remember this and periodically
review mandates or consider the inclusion of sunset provisions. Also, inconsistent or contradictory
mandates have been known to exist.

Finally, when adopting mandates, please remember that we cannot veto individual loans.
As much as U.S. Executive Directors may advocate, there may be subjects on which we stand
alone. Once Bank managements realize what those subjects are, they have the ability to embarrass
the United States by presenting loans for our allies in circumstances in which they know that we
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will have to oppose. This happened on several occasions during my tenure. If the legislation had
been less prescriptive, there would have been more room for diplomacy, and the overall objective
of the Congress might have been met. Unfortunately, with very tight language, counterparties had
no incentive fo negotiate. :

In conclusion, I respectfully submit that this Committee should move forward with
authorization legislation for the World Bank and IFC capital increases. It is the right decision for
U.S. national and economic security.

Further, now is the time to act; the consequences of waiting are potentially severe. If we
do not move forward, we risk our voting rights falling below the 15 percent threshold needed to
prevent amendments to the articles of agreement, something the financial markets count on to be
sure that callable capital is reserved only to pay bondholders. In short, negative action, inaction
and delay would all be detrimental to U.S. interests.

1 commend the World Bank and the IFC capital increases to you and thank you for your
attention. I stand ready to answer any questions you may have.
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Chairman Cleaver, Ranking Member Hill, and Members of the Subcommittee, thank you for
inviting me to testify this morning.

The multilateral development institutions are important tools through which the United States
supports broad-based and robust private sector-led economic growth, job creation, and poverty
reduction. These institutions make vital investments in areas such as infrastructure, health,
education, and agriculture in developing countries. They are a critical source of support for
improving governance and strengthening institutional capacity — leading to better business
environments, greater economic stability, reduced corruption, and increased opportunities for
U.S. businesses.

U.S. engagement with the multilateral development banks (MDBs) also helps bolster our
national security. These institutions are major sources of funding for fragile and conflict-
affected states, with a focus on helping address the root causes of instability. The MDBs are at
the forefront of efforts to respond to and sustainably rebuild from global crises, including
famines, pandemics, natural disasters, environmental degradation, and migration spillovers.

U.S. participation in the MDBs provides a vital complement to our bilateral assistance. The
United States has worked hard to ensure the MDBs finance high-quality and impactful programs
by adhering to robust social, environmental, and fiduciary standards. The MDBs are
coordinating closely with the International Monetary Fund, the United States, and our allies to
enhance debt sustainability and promote improved debt management capacity and transparency
in developing countries. The MDBs’ high standards, technical and policy support, and assistance
volumes, often on grant or highly concessional terms, combine to ensure that they offer
developing countries a high-quality financing alternative to unsustainable borrowing from other
creditors, including China.

Although these institutions continue to serve U.S. interests well, further reform efforts are
needed to expand their development impact, deliver assistance more efficiently and effectively,
and ensure that U.S. financial contributions are used wisely. To this end, Treasury and the U.S.
Executive Directors in these institutions, with valuable support from this Subcommittee and
other Members of Congress, have continued to advocate for reform progress at the MDBs across
a broad range of areas. These include:

s Implementing financial sustainability mechanisms that promote financial discipline and
decrease the need for periodic capital increases. This includes budget and salary
constraints;

e Graduating wealthier, more creditworthy borrowers and shifting the allocation of MDB
assistance toward poorer, less creditworthy countries;
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s Introducing differentiated loan pricing based on income level and loan tenor;

e Improving accountability and safeguard mechanisms and ensuring that oversight,
accountability, and compliance functions are sufficiently resourced;

s Increasing project selectivity, with more focus on priorities such as energy security and
access, women’s economic empowerment, addressing fragility, good governance and
enabling the private sector, and food security;

e Promoting debt sustainability, including by contributing to better debt transparency;

e Encouraging countries to take on appropriate roles and responsibilities as shareholders;

e Maintaining U.S. institutional influence and strong governance, including through Board

oversight;
e Reversing the trend toward complex financial engineering that increases risks to
shareholders;

e Discouraging cooperation with non-transparent, non-market based bilateral initiatives in
third countries;

e Measuring the impact of projects, including crowding in private sector financing, both ex
ante and ex post;

e Advocating for better coordination of country programs and best practices across the
MDBs; and

e Strengthening staffing in more challenging environments.

Success in advancing these priorities depends on strong U.S. leadership and participation in the
MDBs, including through our financial contributions to maintain U.S. shareholding and voting
power and to support the world’s poorest countries. While these efforts are important and
ongoing across all of the MDBs, I would especially like to highlight the results of what U.S.
leadership has achieved at the World Bank Group.

The capital increase package for the International Bank for Reconstruction and Development
(IBRD) and International Finance Corporation (IFC) that we negotiated with other shareholders
and World Bank Management in 2018 includes a set of transformational reforms to make the
World Bank more financially disciplined, focus its operations in countries that have less access
to other sources of finance, and ensure it operates more efficiently. The IBRD has adopted a
financial sustainability framework to restrain annual lending commitments and maintain the
ability to respond to crises through organic capital accumulation. The IBRD and IFC will direct
more funding to countries where scarce development resources are needed most, by increasing
the share of annual Iending to countries below the IBRD’s graduation income threshold and
increasing the share of IFC investments in poorer and fragile countries. The IBRD has adopted
differentiated loan pricing and will implement its graduation policy more robustly, and World
Bank staff salary growth will be constrained.

Authorization for the United States to vote in favor of the capital package and subscribe to our
IBRD shares in a timely manner, as requested in the President’s Budget for Fiscal Year 2020, is
critical to ensure continued U.S. influence over the implementation of this reform package and
avoid jeopardizing U.S. voting power in the IBRD. We look forward to engaging with the
Subcommittee in securing the authorizations required to cast our votes.
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In addition, the United States and other donors are currently negotiating a new replenishment of
the International Development Association (IDA), the World Bank’s concessional arm for the
poorest countries. During the negotiations, the United States is playing a leading role in having
IDA adopt stronger incentives for improved debt management and transparency; differentiating
and enhancing its approach to delivering assistance in fragile and conflict-affected countries;
boosting opportunities for women and girls; confronting gender-based violence; and with the
help of this Subcommittee, improving transparency regarding the use of IDA resources to
support private sector transactions in conjunction with the IFC.

Finally, the United States is working to modernize policies and accountability mechanisms. That
includes increased resources and guidance to implement the updated Environmental and Social
Framework and procurement standards that the World Bank Executive Board approved in recent
years. The World Bank Inspection Panel and IFC Compliance Advisor Ombudsman have also
initiated reviews of their toolkit with the goal of ensuring that those claiming harm from World
Bank Group projects have an appropriate means of redress, and Treasury is working to gain
support from the Board for these reforms in the near future.

Treasury looks forward to further cooperation with the Members of this Subcommittee to help
advance U.S. objectives in the multilateral development institutions.
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Chairman Cleaver, Ranking Member Hill, members of the Subcommittee, thank you for the opportunity
to testify this morning. My name is Charles Kenny and | am a senior fellow at the Center for Global
Development, a non-partisan think tank in Washington, DC.

1 am going to focus my testimony today on the General Capital Increase requests of the International
Bank for Reconstruction and Development (IBRD) and the International Finance Corporation (IFC), which
await congressional approval. In particular | will address the role of the IFC in the world’s poorest
countries and explain why [ believe further reform is important to ensure that the proposed capital
increase helps benefit those countries.

The World Bank Group, including the 1BRD, the International Development Association (IDA) {(which
provides grants and concessional loans to the poorest countries) and the IFC {which invests in private
companies), is a central component of a multilateral financial architecture that has supported global
development and furthered US interests in a stable, secure and prosperous world. Between them, the
World Bank and the IFC support the two vital pillars of development: an effective government and a
robust private sector. The Bank Group leveraged US support to provide commit $62 billion in
development financing in FY 2019, operating at a scale and across a range of countries sectors that the
US is unable to achieve alone. Continued American leadership in and financial support of the World
Bank Group should be a high priority.

Historically, the US Congress (and this committee in particular) has played an important role in
promoting the adoption of rules and standards that help ensure the World Bank Group’s activities
support development that respects human rights and the environment and targets some of the most
vulnerable populations in the world.

in that regard, the recent performance of the World Bank Group’s private sector arm is concerning. The
private sector plays a central role in development and the IFC's overall portfolio includes many projects
that generate jobs, profits and needed service provision. But the institution is defivering declining
development returns to the poorer countries that need support the most. Without reform, it is unlikely
that an IFC general capital increase will help fix that problem.
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I would like to make three points and three suggestions for reform: First, the 1FCis doing less in the
poorest countries not because of lack of cash but because of lack of good deals. Second, the IFC's use of
subsidized finance transferred from IDA does not help this problem and, third, they way that the IFCis
using subsidies ignores the World Bank Group’s own principles as well as common sense. To help fix
these problems, the IFC should move towards competitive subsidy award, cap subsidies, and provide far
greater transparency across all of its operations.

The volume of support that the IFC is providing to poorer countries is declining. In 2011, 26 percent of
IFC’s investments were in today’s (2019) IDA countries. In 2018, 24 percent of IFC’s investments were in
IDA countries. Looking at the economies most in need of support, fragile and conflict affected states
account for less than five percent of IFC commitments, and low-income countries accounted for 2.6
percent of commitments in 2016 (that compared to 25 percent in 2003).

Beyond volume is the quality of support: Between 2015-17, the Independent Evaluation Group at the
World Bank rated only 45 percent of IFC private sector investment projects as mostly successful or
better in terms of development outcome. In Sub-Saharan Africa, just 38 percent of IFC projects were
rated mostly successful or better. That compares to a 76 percent satisfactory rating globally and 71
percent in Africa for World Bank IBRD and IDA projects with the public sector over the same period.

Looking forward, as part of discussions around the capital increase, the IFC has made promises to
increase its focus on lending in poorer countries. To meet them, IFC's investments in low-income IDA
countries would have to expand by a factor of eight aver 2016 levels and in fragile and conflict-affected
states, the portfolio would likely have to increase by even more. But it has struggled in the past to meet
similar commitments. In its FY 2011-13 ‘Road Map’ document, for example, the corporation said that
around 50% of IFC’s projects going forward were expected to be in IDA countries, Between 2005

2008, 30 percent of {FC’s investments were in IDA countries. That climbed to 32 percent over 2009-2012
but declined to just 25 percent in 2013-2016.

As this past record implies, the prablem is not so much lack of cash as lack of good projects.
Nonetheless, the Bank Group’s response has been to reverse funding flows between the IFC and IDA so
that now some IDA resources are being used by the IFC to give subsidies to private firms.. As part of the
discussions around IFC’s general capital increase, the Corporation’s previous policy of transferring a
portion of its annual net profits to IDA was terminated, with the intent that this would free even more
resources to work in challenging markets. And as part of the last round of IDA funding negotiations, a
$2.5 billion ‘Private Sector Window’ (PSW) was set up, of which $2 billion was to support IFC’s
investments in 1DA recipient countries using IDA resources.

But simply applying subsidies does not significantly expand the pipeline of high-impact private sector
projects in developing countries that are amenable to IFC support. To quote the mid-term review of
IFC's IDA Private Sector Window, “deal origination in PSW-eligible markets does not come easy.” To
date, the unsurprising result of these reforms has been significantly reduced net financing flows from
the IFC to the World’s poorest countries.
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Making matters worse, subsidies on [FC deals increase the risk of financing lower-impact projects and
crowding out other development finance Institutions willing to support the same projects ~including the
US International Development Finance Corporation. That would leave the total volume of quality
private sector investment in poorer countries no higher than it would be absent the PSW, all while
reducing the financing available to support governments to deliver public services in IDA countries.

And the current use of PSW subsidies by the IFC ignores commonsense rules of effective private sector
engagement developed by the World Bank itself. The Bank Group is a founder signatory to multilateral
development bank principles that call for identification of “a clear market or institutional failure or
public policy goal that is best addressed through a subsidy” before selecting that instrument. They also
suggest subsidies should be transparent and that there should be an "equal opportunity for funding to
qualified companies on a non-discriminatory basis.”?

in reality, the process to date for setting the level and recipient of PSW subsidies has not once been
competitive or based on an open offer to all qualified firms. Instead it has relied on secret negotiations
with select beneficiary firms. The IFC provides no public justification for a negotiated PSW subsidy as
the most efficient mechanism to deliver on public policy priorities, for the subsidy level, or for the
selection of a particular subsidy recipient. And while the IFC has recently committed to releasing an
estimate of the subsidy amount on PSW projects, it will not report on how the subsidy calculation is
made.

The IFC needs a new approach in order to increase its development impact in poorer countries and
make best use of a capital increase. In particular, the corporation should move more aggressively to a
model of creating deals —market making—in poorer countries rather than its traditional model of
waiting for project sponsors to emerge and negotiating secret deals with them.

Especially when it comes to the use of subsidized resources, that process should begin with an
understanding of country-level public policy priorities with regard to private sector development and
delivery of services --because scarce aid resources should be used to achieve the maximum
development impact, not allocated to private firms on a first-come, first-served basis.

As a matter of routine, the IFC should use competitive approaches or open offers to aliocate subsidies
because negotiated approaches are less efficient and more likely to result in crowding out other
development finance institutions including the US International Development Finance Corporation. The
World Bank Group has considerable experience in competitive subsidy award approaches to build on—
the Global Partnership on Output-Based Aid {now GPRBA), housed at the Bank, has backed 49

projects across infrastructure, education, and health that involve open, competitive subsidy allocation to
private sector investors.

* MDB Waorking Group on to Principles to Support Sustainable Private Sector Operations (2017) Multilateral
Development Bank Principles to Support Sustainable Private Sector Operations. EBRD: London. Downloaded from
hitps:.//www.ebrd.com/downloads/news/mdb.pdf
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The size of subsidy under any non-competitive projects that remain should be capped (at 10 percent or
less of the total value of IFC support), on the grounds that the larger the subsidy, the less likely the
project is sustainable and the greater the risk of crowding out rather than adding to the level of private
investment in poorer countries. The IFC argues that subsidy scale is already small in most deals. Given
that, a cap should be a minor inconvenience while helping to reassure stakeholders that firms are not
receiving large payoffs in non-competitive agreements.

And subsidy terms should be transparent: the market rate estimate from which the subsidy is calculated,
the mechanism of subsidy calculation, the economic justification for public intervention in support of
the project and for the use of negotiated subsidy as the preferred tool should all be published. The
distribution of subsidy amounts to sub-projects through financial intermediaries (when the IFC invests in
banks for on-lending to enterprises, for example) should also be published.

More broadly, the IFC is not releasing sufficient information and reassurance to allow governments and
civil society to verify that its projects have positive development impact. Amongst reforms that should
apply to all IFC projects, there should be an exclusion to investing in public-private partnerships where
details are not fully disclosed as laid out in the World Bank’s framework for disclosure in PPPs. That
framework mandates disclosure of financial information including financing structure, government
support {grants, tax breaks), tariffs and tariff methodology, performance targets and metrics,
termination provisions and handover provisions, and renegotiations or changes in contract terms.

The IFC should also mandate disclosure of beneficial ownership and tax jurisdiction of investee firms
{(including sub-grantees). Global norms (as highlighted by the G-20 summit in Brisbane, Australia in
2014, for example} increasingly demand release of beneficial ownership information. And the US
Consolidated Appropriations Act, 2018 mandated that the US executive directors at these multilateral
development institution push for that information to be released on projects. While the IFC posts
project descriptions on its website, which often include the names of sponsors and major shareholders
in the company, it does not publish full beneficial ownership or tax jurisdiction information.

This mandate should also apply to recipients of finance through financial intermediaries including banks
and equity funds. IFC safeguards including exclusions on harmful child labor, unsustainable forest
products, tobacco, weapons and alcohol all apply to financial intermediaries, but it is impossible to know
if safeguards are being followed or subprojects are achieving development impact without information
on recipients of on-lent funds. The IFC has announced a pilot to report on these recipients but the
information should be public as a matter of routine. This applies most urgently to ultimate beneficiaries
of PSW financing.

it is important that the US shows leadership and commitment to multilateralism, including at the World
Bank Group. At the same time it is equally important that multilateral development efforts have the
maximum impact on improving the lives of poor people in poor countries, and this is where the IFCis
falling short. Without reforms it is difficult to see how a general capital increase to the IFC has any
significant development impact in the world’s poorest countries. US support for a lorger IFC should be
matched with reforms for a better IFC.
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Chairwoman Waters, Ranking Member McHenry, and other members of the
Committee, thank you for this opportunity to address the topic of America’s leadership
at the World Bank. I served as the United States’ board member at the Bank from 2015
to 2017, and I greatly enjoyed the opportunity to represent the country during that time.
There is no doubt in my mind that American leadership is crucial to the Bank’s success
in achieving its stated goals of eliminating poverty and creating inclusive growth around
the world. It is also clear to me that America’s national interests can be well served by
the Bank, and it can be an important instrument for achieving our foreign policy goals.
To that end, T hope that this Committee continue to show strong support for the Bank
and that is supports authorization of the both capital increases under discussion.

The context of these increases is important, as they have come after a series of reforms
and developments at the Bank which have strengthened it and allowed it to become
larger and more effective than it might be otherwise. These reforms included adoption
of new “safeguards” that govern the Bank’s lending to ensure that rules and processes
are in place to ensure that the borrowers of World Bank monies utilize those funds
according to high standards of conduct and accountability. Equally important was the
issuance of debt backed by the International Development Association (IDA), because
doing so allowed the Bank to double to amount of money it could lend to the poorest
countries in the world. That major increase in capital was strongly supported by the
countries receiving the resulting capital, and it allowed the Bank to do even more in
countries that are considered “fragile”, or on the cusp of economic, social, or military
collapse.

What is crucial to note in this context is that the ratings agencies that gave the IDA a
triple-A rating were very focused on the U.S.’s political support for the Bank while they
were doing their analysis. As the U.S.’s Executive Director at the Bank at that time, they
asked me repeatedly how strongly the U.S. would support the Bank and IDA in
particular in the future, because if the largest shareholder of an issuer were not fully
committed that would offer notable risk to the bonds’ creditworthiness. I assured them
that it was in the U.S.’s interests to continue exercising strong leadership at the Bank,
and that was true regardless of which party were in control of the Executive and
Legislative branches of our government.
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Exercising leadership in this context means authorizing the capital increases, of course.
But it means sending signals to other shareholders of the Bank - the majority of whom
shareholders have already authorized their increases. Crucially, some that have not are
waiting to see what the U.S. does, as is often the case when the largest shareholder is
considering important decisions. I cannot tell you how many times other Executive
Directors came to me in my time at the Bank to ask what the U.S.’s position on an issue
was, because they wanted to align their own positions with us. For something as
important to the Bank as these capital increases, that is doubly true.

Yet the decision to authorize is not the only thing other countries are watching. Those
that are the beneficiaries of the Bank’s work are also watching to see if the U.S. stands
with them at this moment. It is my understanding that the Executive Directors from
Africa have been particularly eager to hear this Commitiee’s decision, as they consider
the work the Bank does to be vital to their own aspirations for growth and development.
And it goes without saying that many of the countries those E.D.’s represent are being
offered loans from China that can be quite attractive. In my experience, many countries
would prefer to work with the Bank due to the quality of its expertise, the safeguards
that come with its funds, and the imprimatur of the U.S. that also attaches to those
funds. Yet they have no choice but to consider all options, and the less active the Bank is,
the more active other lenders will be in Africa and beyond.

A related issue is the role that the private sector can play in helping IDA countries to
grow and achieve their goals. When the board moved to issue IDA debt, we wanted to be
sure the Bank used those new funds in ways that would enhance its effectiveness, rather
than simply doing more of what it had always done. One of the things that governments
that borrow from IDA asked for was the increased participation of the private sector in
their development, and they asked the Bank to consider how it might spur more private
investment. The result was the Private Sector Window (PSW), which provides risk
mitigation to catalyze investments that otherwise would not happen.

By using a small portion of the IDA debt proceeds to fund the PSW, the International
Finance Corporation (IFC) created several financial instruments that help it to invest
more money in IDA countries. It is a small start but an important one, because investors
often look to the IFC to gauge whether it makes sense to invest in a particular place or in
a particular project. Time and again over the years I have seen companies and investors
make that assessment, and when the IFC participates it effectively leverages multiples of
its own money into those places and projects.

Some would say that the better route is for governments themselves to finance their
country’s development, and that the private sector should not need incentives to make
money. I would say, however, that those governments themselves are saying they want
both public and private money supporting their growth. To that end, the Bank continues
to work with many countries on improving “domestic resource mobilization”, or
improved tax collection, so that they can be more self-sufficient in building
infrastructure, delivering quality education and healthcare, improving their legal
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systems, and the like. But in many of those countries much of the economy is informal,
there have been legacies of tax avoidance, and the norm is often that just 12-15% of GDP
is collected in taxes. That compares to the 25-35% that is collected in most vibrant,
economically developed countries.

As a result, the private sector’s involvement in development programs is necessary and
is being demanded. The impulses that have driven America’s success over the years,
including the impulses to innovate and to create wealth, are no less present elsewhere. It
is the Bank’s role, and IFC’s role, to lead the way and to strengthen institutions in
developing countries, including through drawing more private investment into markets
that they currently shun - so that IDA countries can graduate out of IDA, and eventually
graduate from receiving any monies from the Bank at all. Korea is an exemplar of just
this progression, moving from a country that even IDA didn’t want to lend to in the early
1960’s to one that now has one of the strongest economies in the world and has been a
steadfast ally of the United States for decades. Our goal in providing leadership at the
Bank and beyond should be to see that success carried out in other countries time and
again. By authorizing the capital increases in front of you, we will take one more step in
doing so.

I thank you for the opportunity to be here today, and I look forward to any questions
you might have.
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Chairman Cleaver, Ranking Member Hill,

Good morning, and thank you for the opportunity to testify today. My name is Jolie Schwarz and
I am the Policy Director at the Bank Information Center (BIC). BIC is an independent, non-
governmental organization whose mission is to advance social, ecological, and economic justice
by amplifying community voices and democratizing international development finance. BIC
partners with civil society in developing and transition countries to monitor and influence the
policies and operations of the World Bank Group and other international financial institations
(IF1s). In partnership with international, regional, and local CSOs, BIC conducts research and
advocacy aimed at reforming and improving IFI policy and practices.

IFIs like the World Bank Group underpin the global financial system, and while they are
imperfect, they are considered standard setters for other major players in the broader
development community, especially in terms of transparency and accountability. In large part
this is due to the history of leadership by the U.S. government and Congress. Both of which have
worked for decades to improve and reform the IFIs, encouraging the adoption of strong social
and environmental standards, access to information policies, and independent accountability
mechanisms (IAMs) that together have enhanced the development impact of the institutions. The
World Bank Inspection Panel in particular represents one of the most important innovations ever
to be adopted by an IFI, and together with its sister institution, the Compliance Advisor
Ombudsman (CAO) continue to provide critical pathways for impacted communities to raise
environmental and human rights concerns. These two mechanisms—ithe Panel and the CAO—
help to ensure that projects supported by U.S. taxpayers through the World Bank Group do not
destroy the environment or undermine human rights.

The World Bank Group is once again at a crossroads, as it was when it first created the Panel in
1993~—facing a crisis of multilateralism as well as pressure to lower its high standards in order to
engage in ever riskier contexts and to compete with new rivals. The ongoing review of the
Inspection Panel toolkit as well as the recently commenced accountability review at the IFC
present clear opportunities for the U.S. government and Congress to encourage the Bank to
renew its commitment to transparency and accountability by adopting specific, structural
reforms, including:

1)} The addition of monitoring and dispute resolution functions to the World Bank Inspection
Panel toolkit; and

2) The creation of a remedy fund at the [FC to enhance accountability and responsiveness to
the CAO’s work.
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The Creation of the Inspection Panel

More than twenty five years ago, under pressure from Congress, the World Bank created the
Inspection Panel—the first IAM to be established at an IFL. At the time, the Inspection Panel was
an important innovation in development finance—an effort to democratize the accountability and
oversight process by giving a voice to people impacted by the development activities of the
Bank. So often, the risks of development are borne by the poorest and most marginalized
communities—those that lack the influence, opportunity, or resources to engage in the process.
But through the Panel, affected communities have the opportunity to bring their concerns directly
to the highest levels of the institution and seek redress through an independent process, without
having to hire a lawyer or go through their own government or legal systen.

Congress generally, and this subcommittee in particular, have historically played a eritical role in
strengthening the accountability of the World Bank Group. The Panel was created in 1993, in the
wake of the World Bank’s withdrawal from the hugely controversial Sardar Sarovar dam on the
Narmada River in India. A hearing by this committee regarding the Sardar Sarovar project
contributed to the growing recognition among many countries that the lack of public
accountability and the Bank’s “approval culture,” had eclipsed its focus on development
outcomes. By that time, Congress had already been working for several years to improve
transparency and accountability at the World Bank. Legislation spearheaded by now Speaker
Nancy Pelosi that was passed in 1989 led to unprecedented access to information for affected
peaple at the World Bank and other TF1s. " Senator Leahy, in a letter to then World Bank
President Lewis Preston initially called for the creation of a “permanent, independent
comumission for investigating public concerns about Bank-financed projects,” but it took
Congressman Bamney Frank—using the jurisdiction of this subcommittee, and its authorization
authority over U.S. contributions to the Bank—to ensure the Panel was established.

The creation of the Inspection Panel has been the most enduring and effective reform at the
World Bank to date. It has been enormously successful—investigating dozens of cases over the
last 26 years, and improving countless others by ensuring the Bank is accountable to the people it
is meant to serve.” One of the Panel’s most recent investigations highlights its continued
importance. In that case, the Panel documented a particularly devastating situation in which
dozens of girls in rural Uganda were victims of sexual exploitation and abuse due to failures
associated with a World Bank-financed road project.” As a result of the Inspection Panel
investigation, the World Bank funded programs to help many of the girls access services such as
life skills training, school reintegration, psychosocial support, and support in secking legal
redress." In addition, the Bank’s response to the complaint went beyond project-level actions to
address broader systemic issues within the institution and the Government of Uganda that had
contributed to the harm.™ With the additional attention from Congress, and this Committee in
particular,"‘iii the Bank has since adopted sweeping reforms and initiatives to improve the
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institution’s response to gender based violence and child sexual exploitation and abuse. This in
turn has catalyzed significant change across the development finance landscape in how
institutions address these issues that for decades have been ignored or swept under the rug.

Inspection Panel Reform

Over two years ago, the World Bank Board of Directors initiated a process to modernize the
Inspection Panel. As the first of its kind, the Inspection Panel was essentially an experiment, but
over the last two decades similar mechanisms have proliferated—all major development banks
have adopted an IAM and there now exist over two dozen similar mechanisms at other
institutions. The Panel served as an important model for these newer mechanisms, but
subsequently created or revised IAMs have surpassed the Panel in both mandate and
functionality. For example, all other IAMs—including the CAO-—have a formal dispute
resolution function, where parties can voluntarily come together to negotiate mutually agreeable
outcomes,™ as well as the authority to monitor management’s progress toward addressing
findings of noncompliance identified through its investigations.

Because the Panel lacks a monitoring function, the World Bank Board of Directors has no
independent way to verify that management has addressed the Panel’s findings of
noncompliance, or whether the harm experienced by complainants has been remedied. Other
institutions have recognized that an independent mechanism” is much better placed to perform
this function, and have given their JAMs the power to monitor and report back to the Board.

Management’s ability to self-report, with no one to hold them accountable means that a remedy
for complainants is often delayed or denied entirely. In the case of the Bujagali Dam, for
example, complainants have filed 4 complaints at the Inspection Panel over the course of nearly
20 years.® Even after several findings of noncompliance by the Inspection Panel, many
complainants continue to face delays in receiving compensation for land and livelihoods lost. In
this case, the inability to follow up after the first complaint to ensure the noncompliance was
addressed, undoubtedly contributed to missed opportunities for complainants to receive redress.

Despite shortcornings in the system, the Inspection Panel has played a critical role in opening up
political space for people to raise concerns about World Bank projects and the role of IFls in
their countries. While the United States government has done a great deal to push the Board to
adopt the proposed reforms, which many other influential shareholders also support, the delay
and the Board’s inability to come to consensus around adding these tools to the Panel’s mandate,
calls into question the Board’s commitment to strengthening the Panel or the system more
broadly. At a time when civic space is closing and ever more restricted around the world, it is
critical that the World Bank Board of Directors bring its accountability system in line with
similar institutions across the development finance landscape by 1) giving it the authority to
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monitor how the Bank responds to the Panel’s investigations and 2) offering affected
communities and project proponents the opportunity to seek dispute resolution through the
Panel’s offices.

Accountability Reform of the World Bank’s Private Sector Arm

While the review of the fnspection Panel’s toolkit continues, the Board has just commenced a
review of the accountability system at the Bank’s private sector arm, the International Finance
Corporation (IFC), including the CAO. The CAO has generally operated with less controversy
and resistance from Management than the Panel, but in recent years IFC began to raise more
objections to the CAO’s compliance findings, and in some cases appeared to ignore the findings
altogether.

The IFC’s weak responses to CAO findings of non-compliance was exemplified by its response
to the CAQ’s report on the Tata Mundra coal-fired power plant. In 2011, with the support of the
Bank Information Center, complainants from Gujarat India approached the CAO with concerns
about an IFC-financed coal fired power plant that was disrupting their fish catch and water
supply.xii After a compliance investigation, the CAO found the IFC had failed to comply with its
own policies and procedures. The IFC, however, failed to recognize the CAO’s findings——
rejecting them categorically and refusing to take action that would remedy the harm suffered by
poor seasonal fishing communities that relied on land and water resources destroyed by the coal
plamt.Xiii With nowhere else to turn, communities took the unusual step of suing the IFC in federal
court in the United States.

Although the IFC and other IFIs have operated under the assumption that they enjoy absolute
immunity from lawsuits filed in the United States, the U.S. Supreme Court accepted the case-—
known as Jam v. IFC—and decided that, in fact, IFC’s immunity is not absolute. ¥ That case,
along with a second case involving IFC palm oil investments in Honduras, continue to work their
way through the courts. Although the outcomes are still uncertain, the decision has accelerated
significant reform efforts already underway at the IFC and across the World Bank Group to
address the deficiencies that led to the lawsuit.

As part of this response, the CEO of the IFC, Philippe Le Houérou, has taken some welcome
steps to improve the IFC’s record in managing environmental and social risks of its projects.™ .
Most recently, IFC has created a new Environmental and Social Risk Management Unit that
addresses the serious conflicts of interest and power imbalances inherent in the former system by
providing greater oversight of and resourcing to addressing environmental and social risks, as
well as support for IFC project teams to respond to complaints.
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The independent review commissioned by the Board also has the potential to strengthen IFC’s
approach significantly, but Congress should monitor this review closely and send a message to
the IFC that the review should not result in weakening the CAOQ, or curtailing its
independence.™ In addition to reaffirming the CAQ’s independence, the review should also lead
to more proactive steps to address the current accountability gap at IFC. Most importantly, IFC
should proactively establish a community remedy and response fund in order to protect
communities from bearing the disproportionate environmental and social risk of IFC-financed
pmjects.’“’ii Adding such a fund to the existing accountability system would not only set an
important precedent for accountability across the development finance landscape, it is also
consistent with the most important transparency and accountability reforms of the last 30 years
that Congress has supported—including the Pelosi Amendment, which opened the door for
communities to access information and influence the development process, as well as the
Inspection Panel and CAO which provide an avenue to complain when harm occurs. Congress
should work to address this shortcoming in the system it has done so much to help create and
support by calling for a platform by which complainants can also access resources for
meaningful remediation.

Conclusion

For decades, Congress has maintained close vigilance over the Bank’s adherence to the
principles of transparency and accountability, and should continue to use the levers at its
disposal—including hearings like these—to maintain and build on the important legacy that the
creation of the Inspection Panel inspired across the development finance landscape. At a hearing
before this subcommittee last year, Congresswoman Gwen Moore suggested the failure to adopt
the three remaining Panel reforms was the result of a lack of leadership. The U.S. continues to be
a strong advocate for enhancing transparency and accountability at the World Bank. As the Bank
engages in more challenging contexts—at the urging of Treasury and other major sharcholders—
Congress also has an important oversight role to play to ensure that the institution has the tools
and resources it needs to continue setting high standards for the broader development community
and to ensure that all people are able to benefit from its projects and programs.
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Endnotes

! An internal Bank task force established in 1992 had been formed to look into reasons behind the recent “steady
deterioration in portfolio performance,” including the rising share of projects with “major problems.” The report
came to be known as the “Wapenhans Report,” and highlighted fundamental problems at the Bank that would set the
stage for major subsequent reform efforts. See Report of the Portfolio Management Task Force, Effective
Implementation: Key to Development Impact (1992),

bttp://documents. worldbank.org/curated/cn/396521467145356248/pdf/multiOpage.pdf

" See United States General Accounting Office, Report to Congressional Requesters: Multilateral Development
Banks. Public Consultation on Environmental Assessments (1998), https://www.gao.eqv/archive/2000/ns00192.pdf.
¥ See Yan A. Bowles and Cyril F. Kormos, Environmental Reform at the World Bank: The Role of the U.S.
Congress, 35 Va. 1. Int’L L. 77 (1995).

Y The Inspection Panel has also shown significant restraint throughout its history-—the flood of cases that so many
within the Bank were concerned about at the time of its creation has never materialized. Since the start of FY2014,
of the 133 requests received, 22 cases were registered, and 8 investigation reports issued. It has also operated on a
relatively flat budget which, over the last five years has averaged $3.75 million—amounting to a tiny fraction of the
Bank’s operating budget and far less than the Bank’s other independent oversight and accountability functions
receive. See United States Treasury Department, Report on the World Bank’s Inspection Panel and the
International Finance Corporation’s Compliance Advisor Ombudsman: Issues and Recommendations, pg. 3 {April,

International Bank for Reconstruction and Development, International Development Association, FY19 World Bank
Budget (August 31, 2018), hitp://documents. worldbank,org/curated/en/79347153721419207 1 /pdf/FY 19-World-
Bank-Budget-for-Public-Disclosure- FINAL-vF-091 12018 ndf.

¥ See Bank Information Center, Uganda Transport Sector Development Project,

Nov. 11, 2019).

¥ See Report of the Global Gender Based Violence Task Force, Working Together to Prevent Sexual Exploitation
and Abuse: Recommendations for World Bank Investment Projects, pg. 67 (2017),

bitp://documents. worldbank.org/curated/en/48225 150209575 1999/pdf/1 17972-WP-PUBLIC-recommendations.pdf.
" See Uganda Transport Sector Development Project, supra, note 5.

Y See Examining Resulis and Accountability at the World Bank: Hearing Before the Subcomm. on National
Security, International Development and Monetary Policy (2017),

https://financialservices house, gov/calendar/eventsingle aspx ?EventiD=400325.

™ While the Inspection Panel was established as only a compliance function, all other IAMs now have both with
both compliance and dispute resolution functions and have adopted operational solutions to address any potential
conflicts to having both functions housed under one unit.

* The Panel’s independence from World Bank management and staff was an important aspect of its design when it
was created, and continues to be critical to its effectiveness today. The Panel does not sit within the management
hierarchy, but rather reports directly to the Board of Directors—a design feature intended to ensure investigations
would be impartial and robust. Panel Members are sclected based, in part, on their ability to be independent from
management and are barred from working for the World Bank Group after their service on the Panel.

¥ The case has also been the subject of several complaints at the CAQ, as well as the accountability mechanism of
the African Development Bank, around concerns stemming from inadequate compensation, worker health and
safety, and unpaid wages, among others.

W See Bank Information Center, Tata Mundra Power Plant, https://bankinformationcenter.org/en-us/project/tata-
pundra-power-plant (last visited Nov. 11, 2019).

*IFC Response to CAO Audit (September 12, 2013), http://www.cao-ombudsman.org/cases/document-

™ For example, under Le Houérou’s leadership, the IFC has implemented a new system for measuring and
monitoring the development impact of its projects, as well as adopted a policy of zero tolerance for retaliation
against civil society and project stakeholders when raising concerns around IFC projects.
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“ The CAQ's independence, credibility and effectiveness depend on maintaining (1) the dominant role of external
stakeholders in the process for selecting the head of the CAQO; (2) the CAO’s ability to decide eligibility without
interference from the Board or Management; and (3) the CAO’s ability to release publicly its findings without
censure from the Board or Management.

™ The fund could be structured in different ways, but should be designed to (1) provide redress to communities
where the CAO has found that IFC’s non-comphance has contributed to the harm done to the community; and (2)
provide support for implementing agreements completed through the CAO’s dispute resolution process.
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The Subcommittee on National Security, International
Development, and Monetary Policy hearing entitled, “How
America Leads Abroad: An Examination of Multilateral
Development Institutions.”

November 13, 2019

CHAIRWOMAN’S NOTE:

Near the end of this hearing, one of the witnesses on the panel
was denied the opportunity to reply to several assertions made
by a minority member of the subcommittee about the
organization on whose behalf the witness was testifying. In
response, the president of that organization, the Center for
Global Development, sent a letter to Congressman Riggleman to
discuss his organization’s mission and the value it has placed on
its relationship with the World Bank over the years. 1 am
inserting this letter from the Center for Global Development into

the record.
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Board of Directors

Lawroncs Sursmiars

November 21, 2019

The Honorable Denver Riggleman
1022 Longwaorth House Qffice Building
Washington, DC 20515

Dear Congressman Rigpleman,

I took note of your comments about the Center for Global Development at the
November 13" subcommittee hearing on the World Bank, and I wanted to take this
opportunity to tell you more about our organization. Founded in 2001, CGD isa
non-pattisan think tank focused on the critical task of reducing global poverty. Asa
Washington-based institution, we have prided ourselves on the political diversity
represented on our board of directors and in our work. Since our founding, we have
hosted senior officials from every administration, Members of Congress from both
parties, and every president of the World Bank. Just two weeks ago, I hosted David
Malpass for a public event at CGD, duting which he was able to lay out his agenda
for the bank. T was very pleased with this event and would encourage you or your
staff to view the video (https:/ /www.youtube.com/watch?v=YwMdRP3438),

We have particulatly valued our relationship with the World Bank over the years
given the critical role the bank plays in the global development agenda. Of course,
CGD’s fellows have long held a wide range of views about various aspects of the
institution, But I am confident in saying that our role as an independent critic and
pattner has always been valued by the World Bank’s seniot leadership, no less so
today with David and his team.

Finally, I should note that CGD is strongly committed to transparency, including in
our funding. The center has been awarded the highest possible ratings by Guidestar,
Transparify, and Chatity Navigator fot our commitment to open disclosure of

funding. You can find information about all our sources of funding on our website,

J055 L Street NW 202.416.4000 www.egdev.org
Fifth Floor 202 416 4050 ffoy
Woshington, DO 20036
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Bt S“’“‘;m I very much appreciate the important oversight role that you and other Members of the
DS - 8 . . .
. Masaod Ahmed House Financial Services Committee play when it comes to the World Bank and other
Fresident international financial institutions, and I do hope that CGD can continue to be of
< Ecword Scott assistance in that work.
Chair Fmeritus
Timothy . Adams
- o Munir Aloo .
Caroline Atkinson Best regards,
Adsaneh Beschloss
George W. Cosey, Jr.
Mary-Ann Eliebet
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INSIDE DEVELOPMENT | GENDER EQUALITY

World Bank staff chastise the board over
lack of diversity

By Sophie Edwards // oy November 2019

Topics: Social/inclusive Development, Institutional Development, World Bank

The World Bank's headquarters in Washington, D.C. Photo by: World
Bank / Grant Ellis
(hitps://flickr.eom/photos/worldbank/48920931206/) / CC BY -NC-ND
(https://creativecommons.org/licenses/by-nc-nd/2.0/)

LONDON — The World Bank (hitps://www.devex.com/organizations/world-bank-group-
38382)’s board of executive directors is failing to live up to its own standards on gender equality,
which is preventing the multilateral development bank from hitting international diversity and
meclusion targets, staff say.

Despite setting tough gender equality targets for the World Bank’s staff, only 5 of the board’s 25
executive directors are women
(http://pubdoes.worldbank.org/en/241041541103873167/BankExecutiveDirectors.pdf) —
representing the governments of Thailand, Uganda, Nigeria, the United States, and India.

We use cookies to help improve your user experience. By using our site, you agree to the terms of our Privacy Policy
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THes kel rPrnderaNerair g i ¥851 9 Has been the norm for the past 10 years, and extends
across the executive team: Only 5 of the bank’s 23 alternative executive directors, who act for the
director when they are away, are women, according to a 2018 board report
(https: //www.devcommittee.org/sites/www.deveommittee.org/files /download/Documents /2018~
10/DC2018_ooo6DiversityattheBoardupdate _329.pdf).

For Pro subseribers: A holistic approach to closing the gender pay gap
(https: //www.devex.com/news/a-holistic-approach-to-closing-the-gender-pay-gap-95582)

Rosanna Duncan, chief diversity officer at Palladiam, discusses the organization's ‘holistic’ approach to tackling the
gender pay gap.

The power to nominate executive directors lies with the bank’s governors, usually ministers of
finance from shareholder countries. While the governors have said that they are in favor of
gender diversity (https://www.worldbank.org/en/news/press-release/2019/04/13/world-
bankimf-spring-meetings-2019-development-committee-communique) at the board level,

its makeup continues to be male-dominated.

In contrast, the bank itself has made strong progress on gender and inclusion in recent years.
Former President Jim Kim became a HeForShe champion

(https: //www.devex.com/news/where-should-the-un-s-heforshe-campaign-go-from-here-
91014) and vowed to close the gender gap
(https://www.worldbank.org/en/news/feature/2017/06/26/accelerating-womens-economic-
empowerment.print) within senior management by 2020. The bank’s latest diversity and
inclusion figures, seen by Devex, show that women accounted for 49% of senior management in
2019, although it still struggles to hire more women into technical and professional roles.

t from the uncomfortable optics, this imbalance genuinely compromises
our ability to achieve Level 3 EDGE certification.”

- Daniel Sellen, chair, World Bank Staff Association

The bank was also the first international finance institution to receive EDGE gender certification
(http://edge-cert.org/about-us/) — a global marker of workforce gender equality — and has
vowed to reach level 2 by 2020. It is one of only a handful of public institutions (http://edge-
cert.org/certifications/certified-organizations/) to be certified to date but is behind the Asian

We use cookies to help improve your user experience. By using our site, you agree to the terms of our Privacy Policy
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TheRelenne e B AR PR AN UREREL b m forganizations /asian-development-bank-adb-
5156) and UNICEF (hitps://www.devex.com/organizations/united-nations-children-s-fund-
unicef-20131), which have both already attained level 2 certification.

However, even if the bank reaches level 2, its chances of progressing to level 3 look slim while
the board continues to be “one of the least diverse places in the World Bank,” according to
Daniel Sellen, chair of the World Bank Staff Association, which has been raising the issue for
years. The top EDGE certification requires women to hold atleast 30% of board seats.

“Apart from the uncomfortable optics, this imbalance genuinely compromises our ability to
achieve Level 3 EDGE certification,” Sellen wrote in a statement, seen by Devex, that was shared
with the board and the bank’s president in September. In the statement, Sellen “respectfully
ask[s] the Board what they plan to do about it.”

Executive directors agree there is a problem and have been looking for solutions. In 2018, a
working group of executive directors submitted a report to the governors

(https: //www.devcommittee.org/sites/www.devecommittee.org/files/download/Documents/2018-
10/DC2018_ooo6DiversityattheBoardupdate_329.pdf), which recommended that they
“recognize the importance of gender diversity when considering candidates for the position of
Executive Director,” and try to grow the pipeline of female candidates.

“Everyone wants to see gender diversity on the board and the strength that would bring, but the
issue for me is how would you make it happen? The governors are the people who nominate ...
it’s a sovereign decision of member countries ... [and] don’t think you can tell governors that you
want the next nominee to be a female,” one executive director, who asked to remain
anonymous, told Devex.

Furthermore, many countries that are outwardly strong advocates for gender equality currently
have men in the role ~ such as the Netherlands, Germany, Australia, and the United Kingdom
—the executive director observed, saying they are not “walking the talk.”

Another executive director, who also asked not to be named, said that it will be difficult to
increase numbers until the board’s work schedule changes to make it easier for women to take
the role. Directors currently start two-year terms in Washington D.C. in November, which
means moving after the beginning of the school year and can be difficult for those with children,
they said.

We use cookies to help improve your user experience. By using our site, you agres to the terms of our Privacy Policy
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Tiies {Searaieweriin g ordds 9 VAPIHEAEN g — although it recently lost a vocal champion in
Christine Hogan, former executive director for Canada, who left earlier this year. Anne
Kabagambe, executive director for one of the African constituencies, now co-chairs the working

group alongside the U.K’s Richard Montgomery.

Neither of the chairs were available for interview, However, the new U.S. executive director D.J
Nordquist told Devex in a statement: “This is an important issue. The female Executive Directors
have met to discuss it and we are working together as part of a gender working group to promote
diversity and inclusion at the Board.”

ABOUT THE AUTHOR

Sophie Edwards

Sophie Edwards is a Reporter for Devex based in London covering globat development news including globat
education, water and sanitation, innovative financing, the environment along with other topics. She has
previously worked for NGOs, the World Bank and spent a number of years as a journalist for a regional
newspaper in the U.K. She has an MA from the Institute of Development Studies and a BA from Cambridge
University.
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Trump Is Beijing’s Best Asset

Chinese officials want the U.S. president reelected-—-because he’s so weak.

BY PAUL HAENLE, BAM BRESMICK | OCTORER 15, 2019, 3:25 PM

mong the many themes of Donald Trump’s presidency, his contentious policies

toward China stick out. U.S. foreign-policy experts have noted that Trump’s

almost three years in office have witnessed the long-held bipartisan consensus
on China shift further and faster than in any other period in history, leading to a rapid
and dramatic deterioration of one of the world’s most consequential bilateral
relationships.

Though there’s broad political agreement on the need for the United States to take a
tougher line on China, the administration’s mercurial approach has led to criticism
from Republicans and Democrats alike. Trump has prosecuted a costly trade war
against Beijing, banned Huawei’s technology from U.S. 5G networks, and recently
placed visa restrictions on Chinese Communist Party officials involved in the
extrajudicial incarceration of millions of Muslims in Xinjiang. He has marketed himself
as the first U.S. president who is willing to get tough on China.

But for China, Trump’s weaknesses are more important than his bluster. During
numerous off the record discussions with Chinese government officials and scholars,
we are finding that an increasing number are hoping for Trump’s reelection next year.
At a time when China’s political influence and military capabilities are growing, they
argue that in spite of his anti-China bluster, Trump has afforded Beijing the space to
expand its influence across Asia and, more importantly, comprehensively weakened
Washington’s global leadership. From a zero-sum standpoint, many Chinese have
concluded that Trump’s policies are strategically very good for China in the long run.

These thinkers believe that Trump, by polarizing U.S. domestic politics, damaging
Washington’s international credibility and traditional global stewardship, and
undermining long-standing alliance arrangements, has presented Beijing with its
“greatest strategic opportunity since the end of the Cold War,” as Yan Xuetong, one of
China’s foremost strategic thinkers, put it.

httos:#fforeianpalicvoom?2019/110/ ina-trump-trump2020-deal-beliing -best: it




83

182019 China Wants Trump 2020

These Chinese thinkers see Trump as a dog with a big bark but little
bite. He tested Beijing’s patience by accepting a phone call with Taiwanese President
Tsai Ing-Wen, in what the Chinese viewed as a violation of the “One China” policy,
shortly after his election in 2016. Trump publicly questioned whether he would stick
with the policy before saying he would, but he also said he would have to check with
Chinese President Xi Jinping before taking another call with Tsai. Though the
administration has greenlighted some arms sales to Taiwan, whether Trump would
back Taipei were Beijing to attack remains doubtful, especially given his mercenary
attitude toward U.S. military power.

Beijing has already gained significantly from Trump’s term in office. Despite
prosecuting trade spats with India and the European Union, as well as China, the
administration has largely given up on using World Trade Organization courts to
litigate trade complaints and has blocked appointments to the organization’s Appellate
Body. These actions not only get in the way of the world’s most important trade dispute
settlement system but also embolden other countries to ignore international law.

When not damaging global governance institutions and mechanisms that helped
establish the United States as the world’s preeminent superpower, Trump’s antipathy
toward trade deals such as the Trans-Pacific Partnership has afforded China an
opening. While Trump is shredding the cooperative trade agreements that have been
central to U.S. international economic policy, Beijing is in the late stages of negotiations
for the Regional Comprehensive Economic Partnership, a deal that would tie China,
India, Japan, South Korea, Australia, New Zealand, and the 10 Association of
Southeast Asian Nations members into the world’s largest trade bloc. If that agreement
is ratified, the United States will be left out of the two largest global free trade deals, the
other being the Comprehensive and Progressive Agreement for Trans-Pacific
Partnership, negotiated among 11 countries involved in the original Trans-Pacific
Partnership negotiations. This would add insult to injury, as China already trades more
with every major Asian economy than the United States does.

When not damaging global governance institutions and
mechanisms that helped establish the United States as the

hitps:fforeignpolicycomi2019/10/1 Sichina-rump-trurmp2020-deal-beijing -bast-assel 25
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trade deals such as the Trans-Pacific Partnership has afforded
China an opening.

These relinquishments of U.S. leadership in multilateral institutions provide China the
space to take a greater role in global governance and in setting international rules and
norms. Beijing has taken notice, asserting itself at the United Nations and submitting
trade war-related complaints to the WTO, while promoting the Asian Infrastructure
Investment Bank as a viable alternative to the World Bank and International Monetary
Fund. Though Beijing has moved to make the Belt and Road Initiative the unparalleled
vanguard project of global infrastructure development, the Trump administration has
yet to provide a viable alternative.

Previous U.S. presidents have recognized that the United States gains strength from
working with partners with which it shares values, history, and a sense of purpose. This
is no more true than in its approach to the Asia-Pacific, and as Michael Green, a former
senior director for Asian affairs at the National Security Council under President
George W. Bush, recently said in testimony before Congress, “without allies, we have no
China strategy.”

But Trump has taken a starkly different approach, and his rhetoric, actions, and
decisions have led countries to question whether they can count on the United States.
Trump’s has abandoned the Kurds, longtime partners in the Middle East; questioned
America’s commitment to NATO; and let the U.S. post-World War II East Asian alliance
network decay.

As China expands its reach, South Korea and Japan, U.S. allies that have formed the
backbone of the U.S. military’s Northeast Asia security strategy for over 70 years, are
focked in a bitter dispute that has led them to partially suspend their trade
relationship. The Trump administration has largely ignored the dispute, displaying
little understanding of the importance of these regional partners. Notwithstanding its
long history of disagreements with both Tokyo and Seoul, Beijing has now stepped
forward and offered to assist in settling the dispute, highlighting the absence of U.S.
leadership on the issue.

The Trump administration’s lack of diplomatic skill is also evident in Southeast Asia, as
the Philippines, a U.S. ally, has drifted toward Beijing in recent years. Philippines
President Rodrigo Duterte has made five trips to China and none to the United States

since arenimine office in 2014 Tn an all-tan-ant dianlav of Diiterte’s stratesic alisnment
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of Clark Air Base, a U.S. military installation established during the Spanish-American
War. These developments come while Beijing continues to ignore a U.N. ruling in favor
of the Philippines in a South China Sea dispute, showing just how much Washington’s
relationship with Manila has regressed.

As for the trade war, the much-hyped mini-deal, which included agreements on
purchases of agricultural goods and the elimination of future tariffs, fell well short of
Trump’s original goal of forcing Beijing to adopt critically important structural
economic reforms that would help establish a balanced trade relationship with China
over the long term.

Instead of rolling back Chinese subsidies and improving intellectual property
protections, the deal mostly helps Trump relieve political pressure in agricultural
states as he heads into the presidential campaign. This is part of a pattern where
Trump sets high objectives, boasts he will achieve them, and then fails to deliver. The
mini-deal was clearly welcomed in China, viewed as a victory for Xi, and provided
further evidence that Trump’s capricious behavior can be tolerated, if not managed.
The Chinese will see Trump's acceptance of the watered-down deal, made up mostly of
Chinese purchases that have been on the table for more than a year, as a sign of
weakness as he faces possible impeachment and another grueling campaign.

Though the Chinese leadership certainly finds Trump to be personally annoying, that
he largely views U.S.-China ties through the lens of trade has, according to several of
the scholars we spoke with, limited further deterioration of the relationship. Trump
has pushed back against his advisors’ more provocative and aggressive policy
proposals while watering down others, such as the recent Xinjiang sanctions, which
many members of Congress wanted to include Global Magnitsky Act provisions. In
contrast, several Democratic presidential candidates, most notably Elizabeth Warren,
have called for a tougher line on many China-related issues, including Hong Kong and
human rights.

Though the Chinese leadership certainly finds Trump to be
personally annoying, that he largely views US.-China ties
through the lens of trade has, according to several of the
scholars we spoke with, limited further deterioration of the
relationship.
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A different U.S. president could, and likely would, take a tougher tack on human rights
and use the vast resources of all departments and agencies of the U.S. government to
operationalize and execute a new and updated approach to China. Meanwhile, as the
bilateral relationship becomes more contentious, many Chinese think that four more
years of Trump weakening the United States’ international standing could yield Beijing
the space to consolidate its global gains and welcome a new American president in 2025
from an even more favorable strategic position.

To be clear, not every Chinese scholar or official with whom we talked
wanted to see another four years of Trump. Some, such as the University of
International Relations professor Da Wei, have argued that Trump’s damaging of both
Chinese and U.S. interests could result in a deeply compromised international order
and complicate Beijing’s continued rise.

But those who hope for a second term see an unprecedented strategic opportunity for
China in Trump’s destruction of what they view as the key U.S. pillars of strength. By
gutting U.S. political advantages at home, eviscerating America’s reputation and
credibility abroad, and subverting the heretofore solid alliance structure in the Asia-
Pacific, Trump is weakening the United States. In doing so, he is granting China the
opportunity to gain critical geopolitical advantages and create a more favorable
international environment in which to advance its own interests.

Paul Haenle holds the Maurice R. Greenberg Director's Chair at the Carnegie~Tsinghua Center. He previously served as
White House China Director on the National Security Council staffs of former presidents George W. Bush and Barack Obama.

Sam Bresnick is an assistant editor at the Carnegie-Tsinghua Center.
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The Honorable Emanuel Cleaver

Chairman

The Honorable French Hill

Ranking Member

Financial Services Committee Subcommitiee on National Security, International Development
and Monetary Policy

Dear Mister Chairman and Representative Hill,

We, the undersigned Executive Directors representing Sub-Saharan Africa (SSA) countries on the
Executive Board of the World Bank Group (WBG), are writing to you in respect of the WBG capital
increase. The purpose of our letter is to seek vowr kind and expeditious consideration and
authorizations of the capital increase for the International Finance Corporation (IFC) and the
International Bank for Reconstruction and Development (IBRD), as well as the funding for the first
tranche of the U.S. commitment to the IBRD. As you know, no funding is required for the IFC
capital package; what is required is authorization.

The IFC and IBRD capital increase package has a lot embedded in it to help the economies of
couniries in Sub-Saharan Africa, which we represent on the WBG Board. This agreement was
achieved through dialogue that facilitated the inclusion of innovative approaches to address
development challenges faced by our countries. As such, the capital package received strong support
from the entire Board including the United States.

We believe that poverty anywhere is a problem evervwhere, therefore poverty afflicting our
countries 13 a problem that can only be solved through collective commitment. But to eradicate
poverty, we need to create jobs, and we believe the engine of job creation must come,
predominantly, from the private sector. In an effort to atiract private sector funding and create
markets and jobs, especially in situations of fragility, conflicts and violence (FCV), the International
Development Association (IDA) Deputies approved the creation of the Private Sector Window
(PSW) to respond to the pressing need of getting private sector money into markets that would
otherwise be ignored.

In response to her comuments earlier this year on the PSW, we are grateful that Chairwoman Waters
took the time to meet with us to discuss the importance of that program to our Countries, We shared
with her our views on how the IBRD and IFC Capital Increase Package embodies essential elements
to developing private sector markets and creating jobs. We hope that the Chairwoman, you, and
your colleagues will support not only the capital increase for the IFC and IBRD but also the PSW.
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Today, small businesses cannot obtain funding, especially when they are women-owned. There are
well over a million net new entrants to the Sub-Saharan African labor force every month, and for the
most part, they find no jobs. There will be no progress without tackling these issues. But
governments often have limited capacity, and they are financially constrained (40% of IDA countries
are critically indebted). As such, there is now growing consensus in developing countries that
success will require the private sector to step up and join the development effort - businesses that
adhere to high integrity and environmental and social standards, well-regulated utilities and local
small and medium-sized enterprises (SMEs).

For example, through the West African Mortgage Refinancing Company, millions of modest homes
are needed to reverse the growth of slums, but currency risks make long-term credit prohibitively
expensive. The fact that good, job-creating ideas never make it is both symptom and cause of
poverty and under-development. Good private ideas need to be massively enabled. Through the
PSW, IFC has been able to provide solutions with the help of “blended finance,” which is aimed at
reducing financial risks. Blended finance combines concessional funds with commercial funds to
finance essential projects that are otherwise upatiractive to the private sector,

These are not give-aways to private companies, but risk cushions that allow the financing of such
projects to proceed. PSW is aimed at four buckets of risk: currency risk, political risk, infrastructure
regulatory risk, and a more flexible general risk category. The funds are invested and have to be
returned. US. programs such as Power Africa, the Small Business Administration or housing
finance schernes use comparable mechanisms,

The PSW is proving effective. Its use is growing cautiously in order to ensure there’s no waste (2 out
of 3 proposals have been rejected). But the pipeline of projects enabled by PSW - projects that
would otherwise not happen — now exceeds a total investment volume of US$10 billion (including
just over US$2 billion of PSW funds). This represents hundreds of thousands of jobs created. IFC
processes ensure these are high-quality, climate-smart investments with no tolerance for corruption.

The PSW is only 2 small slice of the overall IDA 18 allocation: US$ 2.5 billion out of the USS 75
billion total, with the remainder aimed at the public sector. It can only be used in the poorest
countries, with a focus on fragile states, and its use is subject to a very carefully designed set of
principles and processes to prevent waste or misdirection.

The PSW is strongly supported by recipient nations, and in particular, the Countries we represent
have emphatically endorsed this instrament. We want the PSW to continue 1o underpin the central
theme of “Jobs and Economic Transformation.”

While we recognize that that PSW is still new and evolving, we as Executive Directors have been
consistent in reinforcing the need for IFC to continuously improve the effectiveness of the program.
As members of the IFC Board, we take our fiduciary responsibility very seriously. For example,
regarding transparency, we have encouraged IFC to set the standards for international financial
institutions by raising the bar. At present, IFC is disclosing the concessional element in PSW funds
to_the Board and its 189 shareholders. It is the only International Financial Institution to do so.
Information on the use and amounts of PSW support, project by project, is disclosing publicly.
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Additionally, in response to the House Committeg’s request, IFC will publish the concessional
clement of PSW funding on a project by project basis going forward.

We appreciate the Committee’s concerns over the use of the PSW, and we also understand its
responsibility to oversee the WBG on behalf of the American people. In order to ensure the WBG is
doing what it is intended to do-—~use development as a tool to eradicate poverty and increase shared
prosperity—we ask that our voices be heard as representatives of our Countries, about what works in
the context of WBG development programs. The PSW is an effective and essential tool for
development. Holding back or otherwise slowing down the IFC and IBRD capital increase
authorizations, even with the best of intentions would hurt, not help us with our efforts to deal with
fragility, poverty, and security.

We invite vou and your colleagues to visit some of owr countries and engage with both our
Government’s and citizens, so you can see first-hand what we mean.

Sincerely,
/

NKABAGAMBE  JEAN-CLAUDE T¢HATCHOUANG LARAIH SHUAIBU
: f
&
Sub-Saharan A;’r{ca Executive Directors
Waorld Bank Group
£
p

CC: The Honorable Maxine Waters
The Honorable Patrick McHenry

1818 H Strect, NW, Washington, D.C. 20433
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Novemnber 13, 2019
Subcommittee on National Security, International Development, and Monetary Policy hearing entitled,
“How America Leads Abroad: An Examination of Multilateral Development Institutions,”
Responses of Withess E. Whitney Debevoise to Questions for the Record of

Rep. Jesus “Chuy” Garcia (iL-04)

Question re IDA Private Sector Window: Do you feel it is appropriate for the World Bank to continue
subsidizing private profit through the Private Sector Window, especially in light of a lack of evidence of
its current performance?*

Answer: The World Bank Group, which includes IBRD, IDA, IFC and MIGA, comprises development
finance institutions with a broad toolkit of mechanisms for reducing poverty and supporting economic
growth. As the Group approaches this mission, options have value, The IDA Private Sector Window
contains options for achieving development goals through the private sector. These optians include
tried technigues such as risk insurance for the non-honoring of sovereign obligations which can make
the difference in the development of crucial infrastructure projects about which the three African
Executive Directors of the World Bank have written the Committee. Techniques such as these have
formed part of the WBG toolkit for some time and have a proven track record. Therefore, | support the
use of a portion of IDA-19 funding for the Private Sector Window.

Question re World Bank Group’s Conflicts of Interest: Given the World Bank Group’s apparent
unwillingness to adequately address this conflict of interest while continuing to engage in overlapping
investment and advisory activities, is it fair to characterize the World Bank Group as an objective advisor
on water policy?

Answer: The question cites Representative Gwen Moore’s letter of April 12, 2016, cancerning alleged
IFC conflicts of interest in connection with water projects, focusing particularly on the Philippines. A
letter like Rep. Moore’s would have been taken very seriously by IFC and responded to promptly. The
matter of potential IFC conflicts of interest is one on which the U.S. Executive Director is vigilant. The
question does not cite IFC's response of April 13, 2016, which describes the steps taken to mitigate any
perceived risk in the Philippines. Based on my experience as U.S. Executive Director, the steps described
adequately addressed the conflict of interest issue.

Question re World Banlk’s Promotion of Water Privatization: Given the human rights and development
track record of water privatization, in addition to its widespread rejection by communities, do you feel
that it’s time for the World Bank Group to end its promotion of water privatization once and for all?

Answer: As indicated in response to the first question above, as a collection of development finance
institutions, the World Bank Group works with a broad toolkit of mechanisms for reducing poverty and
supporting economic growth, and options have value. Many water systems in the United States and
elsewhere are privately owned or managed. it seems inappropriate to say that the WBG cannot offer

1 See attachment for all questions presented with their introduction.
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this option to communities in poor countries. In fact, {FC has supported successful water projects in
Rwanda, Benin, Uganda, Egypt, Gabon, Morocco, Romania and the Philippines resulting in expansion of
access to water and sanitation for millions of people and lower indices of diarrhea.
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November 13, 2019
Subcommittee on National Security, International Development, and Monetary Policy hearing entitled,
“How America Leads Abroad: An Examination of Muitilateral Development Institutions,”
Rep. Jesus “Chuy” Garcia (IL-04)

IDA Private Sector Window
« The World Bank itself has acknowledged that “it is too early to assess the financial performance

of the current [Private Sector Window] portfolio” and that “estimations of expected losses
suggest that financial losses to IDA could be substantial.” Despite this, the World Bank is
proposing another $2.5 billion Private Sector Window for IDA19 which would include
adjustments that “may also add some new risks to IDA.” It even describes this transfer of risk
“from (FC, MIGA and their private sector clients to IDA” as a “design feature” of the Private
Sector Window.! Do you feel that it is appropriate for the World Bank to continue subsidizing
private profit through this Private Sector Window, especially in light of a lack of evidence of its
current performance?

McGuire; Yes, | strongly support the continued existence of the Private Sector Window (PSW), in large
part because it is strongly supported by the very governments in which it operates. | firmly believe that
our country’s international development policy is most effective when the U.S. government begins by
listening to the governments that are impacted by those policies. In this instance — both when we were
negotioting IDA 18 and right now - the governments of DA countries have been overwhelmingly
suppartive of the PSW, and | remain fully supportive of their interests and wishes.

it is also important to note that we were able to double the size of IDA during the 1DA 18 negotigtions,
allowing for innovations such as the PSW. As with any new initigtive, it takes time to determine its
efficacy. Yet if we ended all policies while they were nascent, we would be much less effective as a
government and as an ally than we might otherwise be.

The IFC has proven to be an effective and important element of spurring growth and reducing poverty in
dozens of countries over the last several decades. The PSW is an effort to increase their investments in
the poorest countries ground the world, and | wonder why we would want to limit the dollars allocated
for such an effort. Surely we don’t think only non-1DA countries need to stimulate and support their
private sectors, and surely we don’t think that poorer countries who ask for that support are any less
clearsighted about their needs than those from wealthier countries who ask for the same,

World Bank Group's conflict of interest
e The World Bank Group has faited to meaningfully address the concerns raised over three years
ago by Representative Gwen Moore regarding the conflicts of interest created when the
International Finance Corporation (IFC) takes an equity stake in water corporations involved
projects where it has also acted as a water sector adviser.? This issue is compounded by the

* Proposal for IDA19 IFC-MIGA Private Sector Window, May 24, 2019,
http://documents.worldbank.org/curated/en/956921564075213413/pdf/Proposal-for-IDA1S-IFC-MIGA-Private-
Sector-Window.pdf, pg. i-ii.

? Representative Gwen Moore, “Re: International Finance Corporation Conflicts of Interest Policy,” April 12, 2016,
https://gwenmoore.house.gov/uploads/mooreifcletter%20final.pdf.
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negative human rights impacts stemming from the privatization of water® — ranging from rate
hikes to service disconnections — which run counter 1o the World Bank’s stated mission. Given
the World Bank Group’s apparent unwillingness to adequately address this conflict of interest
while continuing to engage in overlapping investment and advisory activities, is it fair to
characterize the World Bank Group as an objective adviser on water policy?

McGuire: Yes, it is fair to characterize the World Bank Group das an objective adviser on water policy.
While there may be ways in which the Bank can improve its transparency on potential conflicts, | did not
see any evidence in my time as U.S. Executive Director that its dedicated and talented professionals ever
made decisions about how to address water shortages, lack of clean water, flood management, or any
other related chollenges, with anvthing in mind other that what would do the most qood for the most
people. The Bank’s qoals of elimingting poverty and increasing shared prosperity are what drive the
professionals making decisions about policy interventions the Bank, and | have confidence in their fidelity
to those goals in deing so.

World Bank’s promotion of water privatization

e During the hearing, there was much discussion on the role of the private sector in development.
However, from Santiago, Chile to Lagos, Nigeria, there is a growing movement of communities
rejecting the privatization of essential services such as water. it is no secret that the World Bank
has been influencing water policy across the Glabal South — including Chile and Nigeria — for
decades, often with an overwhelming emphasis on privatization and “public-private
partnerships.” Given the negative human rights and development track record of water
privatization, in addition to its widespread rejection by communities, do you feel that it’s time
for the World Bank Group to end its promotion of water privatization once and for all?

McGuire: No, | strongly disagree with the ideq that the World Bank should end jts support of water
privatization across the world, As the United States’ Executive Director at the Bank and the IFC, |
traveled to numerous countries and seen the positive effects of public/private water projects that
have saved lives, improved hegith, increased water access, and been exceptionally well-received by
people living in the communities affected by those partnerships. | believe that public policies are
most effective when they are supported by the people they impact, and in all of the Bank and IFC’s
water projects | visited, the local communities were overwhelmingly supportive of the efforts and
results.

Furthermore, in many instances local governments have not been able to provide clean water by
themselves as effectively as they have been when partnering with private entities. Policy makers
simply must retain multiple options in order to be effective, and eliminating one of those options out
of hand would make for less effective policy making by the Bank and the local governments serving

Privatization is not the right solution for every community, in the same way that no one policy
proposal is the right answer for every situation in any field of development (such as heaith care,
education, judicial independence, et cetera). The World Bank and the IFC should continue to assess
the merits of various solutions with the skill and expertise ['ve seen them show repeatedly on every

3 Corporate Accountability, “Shutting the Spigot on Private Water: The Case for the World Bank to Divest,” April
2012, https://www.corporateaccountability.org/resources/shutting-spigot-private-water-case-world-bank-divest/.
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continent, and they should continue to amend their opproaches when they see more effective ways
to help people around the world move out of poverty and into greater prosperity.
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November 13, 2019
Subcommittee on National Security, International Development, and Monetary Policy hearing entitled,
“How America Leads Abroad: An Examination of Muitilateral Development Institutions,”
Rep. lesas “Chuy” Garcia {IL-04)

IDA Private Sector Window
» The World Bank itself has acknowledged that “it is too early to assess the financial performance

of the current [Private Sector Window] portfolio” and that “estimations of expected losses
suggest that financial losses to IDA could be substantial.” Despite this, the World Bank is
proposing another $2.5 billion Private Sector Window for 1DA19 which would include
adjustments that “may also add some new risks to IDA.” It even describes this transfer of risk
“from IFC, MIGA and their private sector clients to IDA” as a “design feature” of the Private
Sector Window.! Do you feel that it is appropriate for the World Bank to continue subsidizing
private profit through this Private Sector Window, especially in light of a lack of evidence of its
current performance?

The World Bank has been moving toward a more integrated, “one World Bank Group” model for some
time. Rather than solely focusing on limiting financial risk, the public and private sector arms of the
World Bank should work together ensure all PSW programs are designed and implemented insucha
way that avoids, mitigates, and addresses negative risks and impacts on people and the environment.
Decision-making around PSW projects, including subsidy design and outcome tracking, should aiso be
done in consultation with civil society and communities in order to maximize the development impact of
the PSW. {FC generally should also work o strengthen its accountability system, including by ensuring
that the Compliance Advisor Ombudsman has the resources it requires to carry out its mandate,

World Bank Group’s conflict of interest

* The World Bank Group has failed to meaningfully address the concerns raised over three years
ago by Representative Gwen Moore regarding the conflicts of interest created when the
international Finance Corporation {IFC) takes an equity stake in water corporations involved
projects where it has also acted as a water sector adviser.? This issue is compounded by the
negative human rights impacts stemming from the privatization of water® — ranging from rate
hikes to service disconnections — which run counter to the World Bank’s stated mission. Given
the World Bank Group’s apparent unwillingness to adequately address this conflict of interest
while continuing to engage in overlapping investment and advisory activities, is it fair to
characterize the World Bank Group as an objective adviser on water policy?

RIC does not have a position on whether the World Bank Group's advisory activities on water policy are
chjective.

World Bank’s promotion of water privatization

* Proposal for IDA19 IFC-MIGA Private Sector Window, May 24, 2019,
http://documents,worldbank.org/curated/en/956921564075213413/pdf/Proposal-for-IDA19-IFC-MIGA-Private-
Sector-Window.pdf, pg. i-ii.

2 Representative Gwen Moore, “Re: International Finance Corporation Conflicts of interest Policy,” April 12, 2016,
https://gwenmoore.house.gov/uploads/mooreifcletter%20final. pdf.

3 Corporate Accountability, “Shutting the Spigot on Private Water: The Case for the World Bank to Divest,” April
2012, https://www.corporateaccountability.org/resources/shutting-spigot-private-water-case-world-bank-divest/.
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+ During the hearing, there was much discussion on the role of the private sector in development.
However, from Santiago, Chile to Lagos, Nigeria, there is a growing movement of communities
rejecting the privatization of essential services such as water. It is no secret that the World Bank
has been influencing water policy across the Global South ~ including Chile and Nigeria — for
decades, often with an overwhelming emphasis on privatization and “public-private
partnerships.” Given the negative human rights and development track record of water
privatization, in addition to its widespread rejection by communities, do you feel that it’s time
for the World Bank Group to end its promotion of water privatization once and for ali?

The World Bank Group should support development that is driven by communities, reduces poverty and
inequality, sustains the environment, and fuifills human rights. Projects and programs that are opposed
or rejected by communities should not be supported by the World Bank Group.
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