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The Emerging
Clash: “Washington
Consensus’ vs.
Fighting HIV/AIDS:
The seven wealthiest
governments (G7)
who dominate IMF
decisions and
influence most other
foreign aid donors
have an unjustifiable
preference for low
inflation in
developing
countries. Poor countries with severe HIV/AIDS
crises will not be able to significantly increase public
health spending without the possibility of inflation
also increasing slightly, but the G7 governments
forbid higher rates of inflation. Effective treatment
and prevention of HIV//AIDS in low-income
countries will require that G7 governments change
their policy position, alowing for desperately-needed
increases in public health spending, that may
however low the risk, result in slightly higher levels
of inflation.

How it Works: Most poor countries with severe
HIV/AIDS crises are dependent upon foreign aid
from wealthy countries, but must adhere to loan
conditions from the IMF, World Bank and other
bilateral and international creditors and donors.

World Bank Complicity: Going Along With the IMF
Conditions on Foreign Aid: The World Bank stands
ready to lend large sums of money to fight
HIV/AIDS but will only do so if borrowing countries
first agree to adhere to IMF loan conditions,
including those that keep inflation low (under 10%
per year, or in many cases under 5%). The low-
inflation loan conditions prevent higher levels of
public spending. The World Bank should de-link
their lending from IMF loan conditions.

An Open Question: What is an Acceptable Level of
Inflation?. Despite the G7’'s and IMF' s preference for
low rates of inflation, there is no consensus among
economists on what is an appropriate level of
inflation, or at what level inflation begins to
undermine economic growth rates.

Key Points

What Do the IMF s Low-Inflation Targets Have to
Do With Fighting HIV/AIDS?: In order to stay in
favor with the G7 governments and IMF, and
therefore keep access to foreign aid from other
donors, borrowing countries must comply with the
IMF’s loan conditions to set strict limits on public
spending in order to keep inflation low. But it is not
possible for countries to vastly increase public
spending on HIVV/AIDS unless these restrictions on
increased spending and low-inflation targets are
fundamentally changed.

Is the Ability to Increase “ Absorptive Capacity”
Being Blocked By the IMF?. There is a consensus
among al major donors and health professionals that
the ability of low-income countries to accept more
foreign aid to fight HIV/AIDS must first be
improved. To absorb and effectively utilize large
new amounts of foreign aid for fighting HIV/AIDS,
countries will need to hire more doctors, nurses,
medical assistants, administrators and accountants,
build and staff more clinics and transport drugs to
distant outlying areas in the countryside, etc. In order
for governments to build such absorptive capacity,
they will first need to increase public health
spending, but they cannot do so under current IMF
demands to restrict public spending in order to keep
inflation low.

Main Point: The Need For Weighing the Trade-Offs:
We believe local governments, elected officias, and
public health officias in low-income countries
should be able to choose for themselves how much
more public spending they wish to engage in to fight
HIV/AIDS according to their own priorities, and if
inflation rises dightly as a result, they should be free
to choose this as a trade-off based on those priorities.
Local officias should be free to choose among a
range of scenarios for higher levels of public
spending and any increases ininflation that result,
and be able to map out the short-term and long-term
costs and benefits of each scenario. The freedom of
choice of scenarios should not be precluded from the
outset by the G7 governments behind closed doors at
the IMF in Washington DC by their insistence that
public spending and inflation be kept unnecessarily
low.

Take Action: AIDS Activists Must Call on Their
Governments to Abolish the IMF's Low-Inflation
Targets.
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This briefing explores the logic of International
Monetary Fund (IMF) loan conditions to developing
countries and why the IMF insists that keeping
inflation low is more important than increasing public
spending to fight HIV/AIDS in Africa, Asig, Latin
America, and Eastern Europe. In 2003, funding
levels for HIV/AIDS prevention and treatment are
estimated to have reached almost $5 billion;
meanwhile financing needs will rise to $12 billion in
2005 and $20 hillion by 2007. But if these large
increases in foreign aid become available, will low-
income countries be able to accept them? Despite the
fact that the global community stands ready to
significantly scale-up levels of foreign aid to help
poorer countries finance greater public spending to
fight HIV/AIDS, many countries may be deterred
from doing so due to either direct or indirect pressure
from the IMF. The IMF fears that increased public
spending will lead to higher rates of inflation, but
there is an open question in the economics profession
about how high istoo high, and what isan
appropriate level of inflation. Despite thisbeing an
open question among economists, the IMF has taken
an extremist position that lacks adequate justification.
Such a position seriously undermines the best efforts
of the global community to meaningfully address the
HIV/AIDS epidemic and other health issues such as
tuberculosis (TB) and malaria

There are complex relationships between the levels of
government spending, the money supply, inflation
rates, and rates of economic growth. There is no
doubt that macroeconomic stability is very important
and that levels of deficit spending and inflation
should not be allowed to rise out of control. Higher
government spending could lead to dightly higher
rates of inflation. However, while inflation certainly
hurts the poor, not increasing public health budgets to
fight HIV/AIDS aso hurts the poor. The question is
one of various trade-offs: how much more public
spending would trigger how much higher inflation,
and what are the short-term and long-term costs and
benefits of awhole range of options that poor
countries should consider? An equally important
guestion is who should decide which trade-off is
worth it—the IMF in Washington DC or local
policymakers in the poorest countries themselves?
We believe local policymakers and health
professionals should have a range of options to
choose from about trade-offs between slightly higher
inflation and spending much more to effectively fight
HIV/AIDS. We aso believethat it is they who
should decide, not unaccountable finance ministers of

Executive Summary

the world’s seven wealthiest governments (G7)
behind closed doors in Washington DC.

Because the IMF is not accountable to the citizens of
any one country, citizens do not have any available
direct channel of political recourse within the
institution. However, the IMF' s Board of Executive
Directors, which decides its policies and approves its
binding loan conditions for borrowing countries, is
comprised of representatives dispatched from finance
ministries of its 184 member countries. The G7
countries have the dominant share of voting rights
and influence at the IMF. Citizens of theworld’s
poorest countries, which are most impacted by IMF
loan conditions, have the least political recourse
through their governments to influence IMF
decisions.

Therefore, we call on citizens of the G7 countries,
and particularly the United States, to hold their
governments accountable for the decisions they make
at the IMF Executive Board.

Policy Recommendations:

e G7 Governments should issue clear
policy positionson exactly how flexible
they arewilling to be in terms of
increasesin inflation levelsthat may
result from higher public spendingin
countriesthat borrow from IMF.

e G7 Governmentsshould issueclear
policy statements ensuring that they will
take no actions on the IMF Executive
Board that will result in undermining the
fight against HIV/AIDS and other health
crises.

e G7 Governments should promiseto lend
their technical expertiseto publicly
provide an wide array of
macroeconomic policy scenarios, that
allow citizensand policymakersin low-
income countriesto make informed
choices about the trade-offs and short
and long term costs and benefits of
increased public spending on HIV/AIDS
and the slightly higher inflation that may
result.


http://www.clicktoconvert.com

How the Fight Against HIV/AIDS is
Being Undermined by the
World Bank & International Monetary Fund

Overview: This policy briefing provides an overview of theimportant questionsthat have been raised over
the last two years after which the Ugandan finance ministry attempted to block the acceptance of a $52
million grant awarded by the Global Fundto Fight AIDS, TB, and Maaria(GFATM). Thisbriefing
exploresthelogic of International Monetary Fund (IMF) loan conditionsto devel oping countries, IMF
budget austerity, the reasoning behind strict “ budget ceilings’ and why the Ugandan finance ministry may
believe that adhering to such ceilingsis moreimportant than using new money for stepping-up the fight
against HIV/AIDS. Will we see more such cases play-out among other countriesthat are awarded
GFATM grants?

Speaking at the World Bank in November 2003, UNAIDSExe cutiveDirector Peter Piot
stated, “When | hear that countriesarechoosingtocomplywith the...cellingsat theexpense
of adequatelyfunding Al DSprograms, it strikesmethat someoneisn’tlooking hard enough
for sound alternatives.”

The Emerging Clash: “Washington But if theselargeincreasesinforeignaid

Consensus’ vs. Fighting HIV/AIDS become available, will low-income countries be
able to accept them?

Inrecent yearsit has become widely accepted in

the global community that much more needsto Thelatest Annual Report released by UNAIDS

be done to addressthe HIV/AIDS epidemic, offers new statistics about the spread of the

bothin terms of increasing thelevels of foreign disease, and highlightsthe desperate need to_

aid from rich countries to poorer ones, andin increase public spending tofight HIV/AIDS.

terms of poor countries themselvesincreasing

their public spending and political will to Theglobal number of peoplelivingwith HIV

address the epidemic. International foreign aid continuesto grow —from 35 millionin 2001 to

donors have agreed to adopt the United Nations 38 millionin2003. An estimated 25 million

Millennium Devel opment Goals, one of which peopleareliving with HIV in sub-Saharan

seeks to halt and begin to reverse the spread of Africa

HIV/AIDS and theincidence of malariaand

other major diseases in low-income countries by In 1995 AIDStreatment became availablein the

US. But today, only 7% of
peoplein developing
countries have accessto

- antiretrovira treatment:
fewer than oneinten. Fiveto
six million people need HIV
treatment in low- and middle-
income countries, yet only 7%
-- or 400,000 people -- had
access by end 2003. In
Africa, only 2% of people
with HIV have accessto life-
saving medicine

2015. In 2003, funding
levelsfor HIV/AIDS
prevention and treatment
are estimated to have
reached almost $5 hillion;
while financing needs will
riseto $12 billion in 2005
and $20 billion by 2007.
Billions of dollarsin
increased foreign aid will
also berequired if the other
Millennium Development
Goasareto be achieved.
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Thereisadeepening and unresolved

contradi ction between thegrowing recognition
of the need for low-income countriesto
significantly scale-up their public health systems
to effectively fight HIV/AIDSand the
continuing dominance of the market-based
“structural adjustment” policy reformsrequired
of low-income countrieswho receiveloansfrom
theInternational Monetary Fund (IMF). Known
as the “Washington Consensus’ becausethese
policies are most heavily favored by the US
Treasury Department, the IMF has attached
these preferred economic policy reformsas
binding loan conditionsfor devel oping countries
for thelast 20 years. They have been based on
the goals of reducing high inflation and then
maintaining inflation at very low levels (below
10 %) while also instituting a host of other
policy reformssuch as privatization, trade
liberalization, subsidy cutsfor prices of key
goods and services, deregulation and financial
liberalization. While many of these loan
conditionshavebeen highly controversial over
theyears, perhaps the most important IMF loan
condition at odds with the fight against
HIV/AIDS s that which compelslow-income
countriestotightly restrict their public spending,
and theresulting limitations on their level s of
public health expenditures. Such economic

policiesareindirect conflict with the objectives
of AIDS activistswho seek to significantly
increase national public spending onthefight
against HIV/AIDS.

How It Works: The Power and L everage
of Conditionson Foreign Aid

Rich countriesgiveforeign aid to poor countries
through both bilateral agencies such asUS
Agency for International Development (USAID)
or the UK Department for International
Development (DFID), or throughinternational
institutions such asthe World Bank or the IMF.
Often foreign aid comes with strings attached,
and the countriesthat receive foreign aid or
borrow from the World Bank and IMF must
agree to enact arange of economic policy
reforms. Thereforetherich donors can exert
tremendousinfluence and leverage over the
economic policiesin poorer countrieswhich are
desperate for aid and financing. Because one of
the key goalsof the IMF policy reformsin low-
income countriesisto achieve and maintain low
inflation rates, the IMF haslong favored using
loan conditionstoinsist that borrowing countries
enact strict restraintsthat prevent countries from
spending too much money in their national
economies, whether thiscomesfromincreased
government spending and higher deficit
spending or fromincreased foreign aid. Because
inflation rates are correlated with how much
money is put into the domestic economy, the
IMF has sought to useitsleverage over low-
income countriesthat borrow fromittocall on
them to reduce public spending. For many years
the IMF put strict limits on how much of afiscal
budget deficit acountry could have, but in recent
yearsit hasinsisted that some low-income
countries cannot run any budget deficit at all,
and in some cases, the IMF haseven insisted
that countries actually run abudget surplusand
put the extramoney into reserves.
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World Bank Complicity: Going
Along With the IMF Loan
Conditions

When it comesto the types of loans
given—and loan conditions--the long-
standing traditionintherelationship
between the IMF and World Bank is
that they each have their areas of
expertisefor which they are
responsible. Issuesrelated
specifically to finance, such asfiscal
policy (national budgets, public
spending levels) or monetary policy
(inflation rates, money supply,
currency exchange ratesor interest
rates) have been the purview of the
IMF. Issuesrelated to broader
development policy, such aslarge
infrastructuredevel opment projects,
tradeliberalization, privatization of
public companies and socia sector
policy reforms, have been the purview
of the World Bank. Whilethe World
Bank gives hundreds of millions of
dollarsin loans each year, the IMF
actually givesrelatively muchless
money, and often in theform of lines
of credit.

However, the broader devel opment
work of the World Bank is often seen
as subordinate to the moreimportant
IMF mission of achieving
“macroeconomic stability” andfirst
ensuring that borrowing countries
have agreed to implement what the
IMF considersto be “sound
macroeconomicpolicies,”

including adopting low-inflation targets. The
IMF s approval of countries’ macroeconomic
policiesfunctionsasatype of international
credit rating agency, and serves as an important
signaling effect, or “green light” that then opens
the doorsto millionsof dollarsinforeign aid
from other bilateral and multilateral donorsand
creditors around the world and private foreign
directinvestment. But when the IMF givesa
“red light”, aid from all of these other donors
and creditors and foreign investment can be cut
off. Itisthetremendous power of thissignaling
affect that gives the IMF so much power over

theworld’ spoorest countries, including the
power to impose low-inflation policies.

Therefore, even the World Bank will not
approve the majority of itslarge development
loansto borrowing countries unlessthe IMF first
grantsthe green light. TheWorld Bank’s
operational policiesstipulatethat, “ The Bank
undertakes... lending in a country only when it
has determined that the country’ s
macroeconomic policy framework is
appropriate. Therelease of each tranche
(portion) requires the maintenance of an

Continued on Page 8
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Ugandan Finance Ministry to GFATM:

“No Thanks!”

In 2002, Uganda was awarded a $52 million grant from the Global Fund to Fight AIDS, TB and Mdaria (GFATM), but
the Ugandan finance ministry began to state that it could only accept the money if Uganda cut out $52 million from the
existing health budget. The GFATM objected to this, since any grant that it awards must be in addition to current
government spending. Thus set in motion a controversy which flared until December, 2003, when under public pressure,
the finance ministry relented and finally agreed to let the first $18 million installment of the GFATM grant enter Uganda
as additional monies to the existing health sector budget. However, senior officials in the Ugandan finance ministry have
suggested that the following installments will not be additional.

Why would the Ugandan finance ministry take this position? Several important issues have arisen in this case, which
stand to have wider implications for many other countries.

The first argument offered by the Ugandan finance ministry was that an excessive inflow of foreign aid into Uganda's
domestic economy at one time could lead to an increase in the value of the local currency, the Ugandan Shilling, which
could increase the spending power and consuming demand of Ugandans. In turn, more spending could lead to higher
levels of inflation. This is known as “Dutch Disease,” after profits from new oil sales flooded Holland's economy in the
1970s and was correlated with an over-valued currency that made their exports less competitive on world markets.
However, the former IMF advisor and Columbia University economist, Jeffrey Sachs, wrote an open letter to the
Ugandan Government in 2002 debunking concern over an appreciation of the Ugandan Shilling as the main reasoning of
the finance ministry’s decision. Sachs pointed out, “the risks of currency overvauation from donor-financed health
spending are way overblown... | don’t know of a single country case where increased donor-financed health spending to
respond to epidemics such as HIV/AIDS has been a trigger for macroeconomic instability. On the contrary, there is real
and shocking macroeconomic instability caused by the failure to respond to such epidemics, since these epidemics result
in a cascading destruction of families, communities, and businesses.”

The second reason offered by the Ugandan finance ministry for attempting to turn down the money awarded by GFATM
was that the health sector budget ceiling for the current three-year period was already set as a sub-sector within the
national budget ceilings that have been agreed upon with the IMF, and they were committed to strictly adhering to the
current budget expenditure plans as laid out in their 3-year Medium-Term Expenditure Framework (MTEF). The MTEFs
are three-year budget windows used by many governments to ensure strict adherence to spending plans for all sectorsin
the economy, including the social sectors such as health and education. The MTEFs can be effective at “ring-fencing” or
protecting health budgets from over-spending by other ministries. At issue in the Uganda case may well be the rigidity of
the fixed budget ceilings for the various sectors in the MTEFs. Because the ceilings for the first of the three yearsin the
MTEFs are not flexible, the Ugandan finance ministry had no way of raising the health sector budget ceiling (thus the
overall national budget expenditure ceilings) in order to make room for accepting the GFATM money. To accept the
money would have meant violating the strict agreements on the overall national fiscal deficit level, the overall public
expenditure level, and possibly the level of inflation that Uganda had committed to with the IMF. So Uganda was faced
with achoice of either accepting desperately-needed money to fight HIV/AIDS or violating its loan conditions on the
fiscal and monetary policiesit had agreed to with the IMF. ThelMF’soriginal low -inflation target, to which everything
elsewassubordinated, was not up for debate.

Another way of looking at the choice is: Which was Uganda more afraid of—an outraged GFATM, HIV/AIDS
advocates, and its own citizens—or the IMF? Obviously, Uganda was very hesitant to violate its commitments made to
the IMF, since the IMF has the power to signal to al of the other bilateral and multilateral creditors and aid donors if it
thinks Uganda's economy is appropriately stable. When the IMF gives a green light signal, this opens the doors to
millions of dollars from other donors and creditors around the world; but when the IMF gives the red light, aid form al of
these other donors and creditors can be suspended. It is the tremendous power of this signaling affect that gives the IMF
so much power over the world' s poorest countries.

One thing that can be done in order to prevent the same problem from occurring in other countries whose finance
ministries also use MTEFs is to critically scrutinize the METFs as planning devices, and find ways to make them more
flexible so they can positively respond to newly-available and unanticipated funds that may become available during
budget planning cycles. But ultimately, it will be the IMF s insistence on very low inflation targets that must be
scrutinized and be brought into the center of public debates if countries are ever to be allowed to scale-up public health
spending effectively to fight HIV/AIDS.
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Appropriate macroeconomic policy
framework.”" Further, the Bank’ s policies
explain, “ The presence of an appropriate IMF
programisusually animportant input in this
determination. If thereisno IMF arrangement,
Bank staff ascertain, before making their own
assessment, whether the IMF has any major
outstanding concerns about the adequacy of the
country'smacroeconomicpolicies.” In essence,
thismeansthe World Bank isin asubordinate
position to the IMF when it comesto
macroeconomic policies, includinginflation
targetsand limits on government spending.
Even when some World Bank economists may
disagreewith particular IMF policies,
institutionally the World Bank goesalong with
what the IMF callsfor on these matters. Inso
doing, the World Bank iscomplicitin IMF
budget austerity policiesthat may prevent poor
countriesfrom spending more on fighting
HIV/AIDS.

Inflation isthe I ssue

Why doesthe IMF believe achieving low
inflation ratesis soimportant? According tothe
IMF, levels of inflation above 10% hurt the poor
because they raise the prices of basic consumer
goods, drive away foreign investors, and
underminethe prospectsfor future economic
growth rates (Note: inflation also hurts
politically powerful foreign and domestic
investorsand financiers, asthevalue of their
bonds and other investmentsis diminished by
increased inflation rates (See the Box: The
Politicsof Inflation: Who LikesIt TheLeast? ).
ThelMF aso believesthat governmentswhose
public expenditures and fiscal deficits aretoo
high risk putting too much money into the
economy at onetime (the money supply), which
could increase consumer demand and threaten to
increasetherateof inflation. Therefore, the
IMF believesthat once borrowing countries
have achieved low levelsof inflation, placing
strict limitson the level of public expendituresis
the best way to prevent excessive deficit
spending that could spark higher inflation.

Thislogic hasresulted inthe IMF insisting (with
binding loan conditions) that low-income

countriesthat must borrow fromit berequired to
implement economic policy reformsdesigned to

maintain low-inflation. The primary tool usedis
for the IMF to make an agreement with the
borrowing country on alow-inflationtarget.
Based on thistarget, limits on how much money
can bein the economy (money supply) are
decided, and from this, caps on the overall
“resource envelope” are decided (see page 19

“ 5 Sepsto Blocking the Fight Against
HIV/AIDS”). This means deciding how much
money countrieswill spendintheir national
budgets, aswell ashow much foreign aid will be
accepted into the economy inagiven year.
Based on theinflation goal and therelated
money supply goal, and thelimitson
government spending and foreign aid that result
from them, a 3-year planning tool called the
medium-term economic framework (MTEF) is
used to help the country plan its spending
priorities over the 3-year period. The MTEF
ensuresthat borrowing countrieswill make
spending plansthat stay within the limits
determined by the low- inflation targets agreed
upon with the IMF asacondition for lending.
Most low-income countries have acquiesced to
theselow inflation targets because they are
desperateto get the“green light” approval rating
from the IMF so that they can retain accessto all
other bilateral and multilateral creditors, foreign
aid donors, and privateforeign investors.

Once achieved, the IMF insists that borrowing
countries maintain low inflation targets
generally below 10%, and often aslow as 3% -
5%. For example, an Oxfam Internationa and
EURODAD survey of 20 devel oping countries
that have followed low inflation targets as
conditionsfor IMF loans found that 19 out of
the 20 recent 3-year IMF loan programs have
inflation targets of less than 10%, and 16 of the
20 IMF programs have inflation targets of less
than 5%." The uniformity of the IMF's
macroeconomic policy targetsfor low inflation
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rates (which
result in the caps
on deficit
spending, caps
onoveral

, budget
expenditure, and
subsequently
capsonthe
health budget
and caps on the
wages of health
workers)
contrastswith
the fact that
there can be no
“onesizefits
all” approach in terms of addressing the
challenges of a scaling-up of resourcesfor
HIV/AIDS. Countriesdiffer in their states of
the HIV/AIDS epidemic; their human resources
and system capacity to quickly absorb additional
foreign aid resources; and in the state of play in
terms of their macroeconomic policy
environment because of unknown variables such
as external shocksto their economieslike
floods, droughts or drops in the prices of the
exportsininternational markets.

Why Doesthe IMF Insist on Low
Inflation?

The IMF statesthat its primary missionisto
maintain “macroeconomic stability,” which it
defines as countries having “ current-account and
fiscal balances consistent with low and declining
debt levels, inflationinthelow singledigitsand
rising per capita GDP’; whereas the IMF
perceives macroeconomic instability as
countrieshaving “large current-account deficits
financed by short-term borrowing, high and
rising levels of public debt, double-digit

Enabling countriesto
significantly scale -up public
health spending to fight
HIV/AIDSisnot an explicit
part of the MF’s mandate

inflation rates and stagnant or declining GDP”.”
The US Treasury Department, which hasthe
most decision-making power on the executive
board of the IMF, definesmacroeconomic
stability asconsisting of three main features: 1)
generaly preventing financial crisesinthe
global economy (such asthe East Asiacurrency
crisisof thelate 1990s); 2) preventing countries
from engaging in competitive deval uations with
one another; and 3) preventing countriesfrom
“dlipping” into higher inflation rates or into
“hyperinflation” aswascommoninthelate
1970s and early 1980s.”" Aslong as these three
goals are being met, then the IMF ismeeting its
mission. Therefore, insisting that itsborrowers
maintain low inflation ratesis understood to be a
major part of the IMF smission of ensuring
macroeconomic stability in the global economy.
Enabling countriesto significantly scale-up
public health spending to fight HIV/AIDSis not
an explicit part of the IMF s mandate.

What |Is Sacrificed In Order To Maintain
Low Inflation?

The price low-income countries pay for the
IMF suse low-inflation targeting in its binding
loan conditionsisto sacrifice potentially higher
economic growth rates, higher levelsof
employment, and higher government spending .
A USGeneral Accounting Officereport
cautioned, “ Policiesthat are overly concerned
with macroeconomic stability may turn out to be
too austere, lowering economic growth from its
optimal level and impeding progress on poverty
reduction.””""  The reason for such huge
sacrificesisthat the key method governments
useto maintain low inflation isto reduce the
level of overall economic activity in the national
economy because too much money in the
economy and too much spending power inthe
hands of businesses and consumers can spark a
riseininflation. Therefore, keepinginflation at
very low levelsinvolves sacrificing woul d-be
higher levels of economic growth, employment
and public spending.

The IMF logicisto use economic policy tools
that will deliberately dampen thelevel of
economic activity happening inthe country asa
way to keep inflation low. Themainfisca
policy (national budget) tool used to dampen
national economic activity issimply keeping
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public expenditureslow and limiting theinflow
of foreign aid (our primary concern here). The
two main monetary policy tools used to dampen
national economic activity arethe reduction of
the amount of money circulating in the money
supply and/or the raising of interest rates so that
companies and individua swill slow down their
borrowing and spending generaly (asregular
commercial loans or bank loans becometoo
expensive). Therefore, potentially higher
economic growth rates, more employment, and
increased government spending are al sacrificed
inorder to keep inflation rateslow. Whilethe
IMF often statesthat macroeconomic stability is
requiredin order to realize higher economic
growth rates, which are necessary to achieve
poverty reduction, abetter way to understand
thisclaimisthat the IMF isinfavor of whatever
economic growth rates are possible after

inflation iskept low . While these economic
policies may work to servethe IMF sgoal of
keeping inflation rateslow, they are wholly
incompatiblewith the need to significantly
scale-up public spending on the national health
budgetsto effectively fight HIV/AIDS.

Finance ministersfrom theworld’ s poorest and
most heavily-indebted countries do not share the
IMF sor US Treasury’ sconcern with inflation.
Indeed, high inflation rates have not been an
apparent problem for many of their countries.
Rather, they perceive adesperate need to vastly
scale-up economic growth rates, employment
and public spending for health and education,
even at therisk of experiencing slightly higher
inflation. Inaformal declaration from an April
2002 meeting, these ministers stated their desire
to see more “flexible growth-oriented
macroeconomic frameworks,”

foreign aid donorsand creditors. “It’snot like
they arelosing the fight over theissue of low-
inflation targetsand low public spending with
the IMF,” said Joanne Carter, Legidative
Director of US-based RESUL TS Educational
Fund, and aleading expert on tuberculosisand
other diseases associated with poverty in
developing countries. “It’smorelikethey are
not even fighting.”

Not only can the IMF s hyper-vigilance against
inflation impose serious costsonliving
standardsand undermine potentially higher
levels of economic growth, numerousstudies
have shown that thereislittle empirical evidence
to support the IMF' s common assertion that
moderate levels of inflation (from 10% to 30%)
hurt countries’ economic growth performance;
infact, severa major studies have shown that
serious damageto economiesusually occurs
only after inflation rates rise above 30% or
40%.™

An Open Question: What isan
Acceptable Level of Inflation?

Itiswidely agreed that macroeconomic stability
isextremely important, and that level s of budget
deficitsand inflation should not be allowed to
rise out of control. The point of thispolicy
briefing isto shed light on the fact that there are
varying opinionsamong economists asto what
constitutes” macroeconomicstability.” The
question of what levels of inflation are
acceptableisan open debate among economists
and in the economics literature. Oneleading
expert who is considered tough on inflation,

Robert Barro, has found that

and the need “to think more
closely about waysto increase
growth and employment
rather than further reducing
inflation.””" ButtheIMF's
concerns have overruled those
of these finance ministers.

Today, thereis a sense of
despondency among many
poor countrieswho are
desperate to borrow from the
IMF in order to maintain their
accessto all other major

“It'snot likethey are
losing the fight over the
Issue of low -inflation
targetsand low public
spending with the IMF,
It'smorelike they are not
even fighting.”

- Joanne Carter,
RESUL TS Educational Fund
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levels of between 10% - 20% per
year have only low coststo
overall economic growth rates,
whileal inflation rates below
10% have no discernable negative
impact on growth.” TheIMF's
sister ingtitution, the World Bank,
differs strongly on the question.
For example, amajor
comprehensive World Bank study
of thelink between inflation and
economic growth in 127 countries
from 1960 to 1992 found that
inflation rates below 20% had no
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obvious negative impacts for long-term
economic growthrates.” Whilethe IMF
claimsthat high inflation will scare away
foreigninvestors, another study showed for
middle-income countries, rates of inflation up
to 20 % had no clear negative effect on
economic growth rates, domestic investment,
or inflowsfor foreign direct investment.
Another study showed that rates of inflation
between 15% - 30%, considered “moderate”,
can be sustained for long periodsof time
without damaging economic growthrates."
Indeed, the historical record isreplete with
many cases of devel oping countriesthat made
impressiveincreasesin economic growth rates
despite rates of inflation up to 20%, such as

L atin American economiesin the 1950s and
1960s." Similarly, Japan and South Korea
enjoyed high rates of economic growthin the
1960sand 1970swhile also experiencing
inflation rates of about 20%.” However,
despite there being no clear answersto this
question on what isan “appropriate” level of
inflation among the professional economists,
the IMF is sitting on one extreme end of this
debate, without adequate justification.

What Do the | MF’s L ow-Inflation

TargetsHaveto Do With Fighting
HIV/AIDS?

If budget planning beginswith theIMF slow
inflation targets, then everything el se becomes
subordinated to those low inflation targets,
including how much money will ultimately be
availableto spend on AIDS: a) Oncethe
borrowing country and the IMF agree upon the
exact low inflation target, thenalimitis
created for how much spending can happen in
the economy in the year (the money supply);
b) thelimit on the allowablelevel of money in
the economy then isthe basisfor determining
the ceilingsonthe overall national “resource
envelope,” which includesboth domestic tax
revenuesand foreign aid coming into the
country for theyear (minus debts paid to
creditors); €) thisceiling for the national
resource envel ope then determinesthe ceilings
for the national budget; and d) based on the
limit of the national budget, thenindividual
budget ceilings are decided for each sector of
the national economy, such asagriculture,
education and health. Inthisway, such IMF

The Politics

of Inflation:
Who likes it the least?

Obviously high levels of inflation hurt everyone, and no one wants
their next paycheck to buy less than their last paycheck. Whileit is
generally accurate for the IMF to point out that inflation hurts the
poor as prices rise for basic goods, this neglects other more political
guestions about which sectors of society are hurt relatively more by
inflation than others. In other words, who stand to lose
disproportionately? All interest groups in society can harmed by
high levels of inflation, including the financial community. As
global finance has been liberalized over the last decade, the links
between international and domestic financiers have strengthened,
along with their mobility, political power and the increase of short-
term speculative capital flows across international borders.
Relatively speaking, global and domestic financiers are the most
directly and profoundly affected by higher inflation, as it can
diminish their expected level of profits over the lifetime of an
investment project, loan, stock or bond before those profits can be
realized.

One way the IMF advises governments to maintain low inflation is
to reduce economic activity, borrowing & spending generally, and
an effective way to do thisis to raise interest rates on commercial
loans for businesses. Therefore, potentially higher economic
growth rates and more employment are sacrificed in order to keep
inflation rates low. The high interest rates are meant to discourage
over spending in the economy that could threaten to spark higher
inflation. But who wins and who loses when interest rates are
pushed higher in order to keep inflation low?

Local small and medium-sized companies, industrialists and export-
oriented producers who hire many employees do not share the
financial community’s obsession with the need for low inflation.
These sectors of society suffer disproportionately from high interest
rates because they cannot afford to borrow regular commercial
loans for their businesses or to invest in hiring more employees.

But in contrast to those hurt by high interest rates, global financiers,
speculators, bond holders and other types of investors tend to profit
handsomely from the high interest paid to them when loans and
bonds are repaid.

In his book, Globalization and Its Discontents  (2002), former
World Bank chief economist and Nobel Laureate Joseph Stiglitz,
explained, “Wall Street regards inflation as the worst thing in the
world; it erodes the real value of what is owed to creditors.”
Referring to the IMF loan conditions in the Asian crisis of the late
1990s, Stiglitz pointed out, “An excessive focus on inflation by the
IMF led to high interest rates and high exchange rates, creating
unemployment but not economic growth. Financial markets may
have been pleased with the low inflation numbers, but workers—
and those concerned with poverty—were not happy with the low
growth and high unemployment numbers.

11
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low-inflation targets ultimately end up
trangdating into direct spending limitsfor the
health sector.

These national and sector ceilings becomethe
basisfor planning 3-year budget planning inthe
MTEFs. The IMF often pointsout that it does
not makeloans conditional on how borrowing
governments decide to
allocate funds among their
various sub-sectors of the
national economy. However
the IMF does make |oans
conditional on not
overspending on agreed
national budget ceilings,
budget deficit limits, and the
subsequent impact these may
have on thelevel of inflation.
In turn, the health sector
spending limitsinclude
ceilings on the “wage bill,” or
the money availablefor the
salaries of public staff, such
as doctors or health workers.

AlIDS activists and health care '
professionalsfirst became i -
alarmed at therole of IMF low inflation targets
resulting in limits on public spending in 2002
when Uganda attempted to turn down a$52
million grant from the Global Fund to Fight
AIDS, TB and Maaria (Seethe Box: “ Ugan dan
Finance Ministryto GFATM: “No Thanks!”) .
Because accepting the grant would have viol ated
Uganda sagreement on public spending reached
with theIMF, the Ugandan Finance Ministry
first claimed the money could only be accepted
if it reduced the existing health budget by $52
million. Because GFATM money isto be
additional, the GFATM refused. Negotiations
among the GFATM, Health Ministry, and
Finance Ministry officialseventually ledtoan
agreement in 2003 that enabled Ugandato
accept thefirst portion of the GFATM money
without reducing its own health spending. The
finance ministry agreed to receivethefunds
outside of the normal health budget, thus
avoiding the budget ceiling. Beginningin July
2004, however, the GFATM money (and other
grants) will haveto fit within the planned health
sector budget ceiling in order for Ugandato
accept thefunds. Theceilingswill beraised to
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accommodate grantsfromthe GFATM, which
had approved $135 millionin grantsto Uganda
through 2003. As of January 2004, health
officialswere still negotiating with the Finance
Ministry to ensure that the health sector ceiling
will have the room necessary for these aswell as
any other grantsthat may become available.”
Morerecently, however, health ministry officials
haveindicated that in fact the health
budget remains the same, suggesting
that the GFATM money will
continue to be received through a
separate channel.

In responseto criticism it was
receiving about Uganda' stemporary
refusal to accept GFATM money
without reducing itsown health
spending, the IMF issued apress
release denying their involvementin
Uganda sactions: “It isnot true that
Ugandamay haveto refuseaid for
health or any other poverty-
eradication programsin order to
adhere to IMF-imposed
guidelines.”™"" The letter did state
that “managing large aid flows and
their impact on the economy at large
isalegitimate concern for governments.”
However, it continued, “ In the specific case of
Uganda, given that theaid flowsin question are
to be used for top priority spending such as
imports of life-saving drugs and other essential
medical supplies, we do not see any adverse
effects on the macro economy.” Aid spent on
imported medicinesand medical equipment has
lesser macroeconomic effectsthan aid spent on
domestic goods and services. But Ugandaand
theIMF arestill concerned about the spending
increases related to hiring additional domestic
staff and health personnel to administer and use
theincreased foreign aid, and the possibly
higher inflation that could result from this
increased public spending.

Theoriginal IMF “structural adjustment”
stabilization loanswere meant to address the
crisisof “ hyE)eri nflation” in the late 1970s and
early 1980s. ™" Thiscrisiswas caused by a
confluence of four major developmentsin the
global economy: a) two global economic
recessions; b) these economic slow-downs
lowered the consumer demand in rich countries
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for goods produced in poor countries, which
resulted in pricesfor goodsfrom poor countries
dropping significantly; c) the OPEC ail cartel
raising prices on oil, which deepened the debt
burden of poor countries who imported oil; and
d) interest rateson earlier development loans
increased significantly, making debt-payments
more costly. With poor countries earning much
lessthan they had expected from their exports,
and paying much more for imported oil and
interest paymentson loans, these trends
contributed to overspending into deep “ debt
crises’, and extraordinary cases of runaway
hyperinflation.

Partially in responseto these “debt crises,” the
key “structural adjustment” loan conditionsthen
offered by the IMF and World Bank were
designed to lower inflation to controllablelevels.
However, these resulted in massive cutsin
overal national spending, and becausethe health
and education budgets of many poorer countries
had often comprised the largest portions of
overall national budgets, these sectors
consequently suffered the brunt of the massive
budget cuts. By 1987, a UNICEF-sponsored
study indicated that acombination of the global
€conomic recessions, oil priceincreases, higher
interest payments, and the severe cutsin socia
spending demanded by IMF budget austerity
loan conditions had the effect of reducing such
basicindicatorsof child welfareasnutrition,
immunization level sand education.” Among
the consequenceswas reduced accessto such
services as health care and education as public
expenditureswere cut and user charges were
introduced.”

under-funding of public health systemsin
countriesacrossthe devel oping world over the
last 20 years. And because any effort to
effectively battle HIV/AIDS must be built on the
foundation of an adequately funded and staffed
national health system, these current level s of
health spending must be vastly increased.

Because the IMF slow-inflation targets|ead
directly to ceilingson overall national public
spending, which inturn inform the ceilingson
public health budgets, this process places severe
limitson what is possiblein thefight against
HIV/AIDS. When borrowing governments
spend more than they earn in tax revenue or
bring in from foreign aid and therefore run up
budget deficits, the IMF often makes new loan
conditionsthat call on countriesto lower the
level of their budget deficits. The IMF often
claimsthat central bankswill simply print more
money to pay down their higher deficit spending
and thiswill spark higher inflation rates, yet
thereisno empirical evidencein the economics
literature that indicates high deficitslead directly
to higher inflation.™

Further, the IMF claimsthat the increasein
economic activity that isassociated with higher
government spending in low-income countries
will lead to higher inflation, but much of the
research used to justify thisclaimis based on the
experiencesof industrialized countries. Thereis
no empirical evidencethat thisisactually the
casein poor countries. Higher public spending
in lower-income countries may not necessarily
lead to higher inflation rates because unlikerich
countries, most devel oping countrieshave
“excess capacity,” including high

Long after the crises with
hyperinflation had subsided

Either way, Zambia

unemployment and alow levels of
resource utilization (e.g., the existing

(by the late 1980s), most
public health systems have
continued to suffer from
insufficiently low budgets
to meet the needs of their
people’™ Sincethe
dramatic budget cuts of the
early 1980s, the cumulative
long-term effect of thislow-
inflation budget austerity in
IMF loan conditions over
many years has been the
chronic and sustained

cannot raise the
wage bill high
enough t o retain the
doctors, teachers, or
healthcare

professionals needed

to fight HIV/AIDS.

Why? Because the
IMF fearsinflation.
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factoriesare not producing at their
maximum output). When thereis such
"slack™ in the economy (under-utilized
resources), the idea that increasesin
public spending somehow pushes an
economy past itslimits (creates
inflation) in reality does not hold up.
based on the economicsliterature.

One comprehensive study showsthat
the actual relationship between deficits
and the money supply in developing
countriesisfar more complex than the
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IMF iswilling to acknowledge.”" Nevertheless,
the IMF has made deficit reduction a
cornerstone of its low-inflation policiesthat are
among its binding conditionsfor borrowing
countries. Thishaslead to
perverse situationsin which
countrieswhich could be using
more of their own domestic
revenues and foreign aid to
fight HIV/AIDS areinstead
being required by the IMF to
use these scarce resourcesto
pay down thelevel of the
deficit, or in some cases, even
put money into reserves (a
surplus).

An OXFAM International
study of IMF budget austerity
demonstrated how unjustifiable
deficit reductionsdiverted
scarce resources that could be
better applied to increasing education or public
health spending. For example, one of the IMF's
loan conditionsfor Senegal isfor it to reduceits
budget deficit from 4.0% of Gross Domestic
Product (GDP) to 3.5% of GDP over athree
year period.” But if that extra0.5% of GDP
were used to increase spending in the health
sector rather than for paying down the deficit,
the national health budget could have been
doubled for each year of the 3-year loan
program. Inanother example, a3-year IMF loan
program for Cameroon isrequiring that the
government achieve abudget surplus by 2005 by
moving from a0.7% of GDP budget deficitin
2003 to a0.7% budget surplus by 2005.
However, Cameroon could have morethan
doubled itshealth spending over thesethree
yearsif it could have shifted tbﬂ 1.4% of GDP
into the heal th sector budgets.

Similarly, an IMF loan condition for Rwandais
requiring areduction in the budget deficit from
9.9% of GDPto 8.0% of GDP over three years.
However, that 1.9% of GDP that the IMF
determined should be spent on paying down the
deficit level could have been used instead to
double Rwanda' shealth and education budvget in
each of the three years of theloan period. ™"
Thesekinds of calculationsimply that if
governmentswerefree of such strict IMF deficit
reduction loan conditions, they would be putting
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all of that revenueinto public health. Whilethey
would not necessarily do so, the purpose hereis
to show the high costs of complying with often
unjustifiable IMF budget austerity. Such IMF
loan conditions have significant costs
intermsof constraining what might
otherwise be possible in the fight
against HIV/AIDS.

Isthe Ability to Increase
“ Absor ptive Capacity” Being
Blocked By theIMF?

Abstract debatesabout macroeconomic
policies, inflation rates, fiscal deficit
levels, etc. can obscurethe more
concrete problemsfaced by AIDS
activistsand health professionalsinthe
fight against HIV/AIDS. Onesuch
areaistheissue of “absorptive
capacity” (the degreeto which
countriesare capable of using large
amounts of new foreign aid that may become
available) and the need for “ capacity building.”

If poor countrieswith dilapidated public health
systemsareto be capable of “absorbing” new,
largeincreasesinforeignaidtofight HIV/AIDS,
they will first need to train and hire more doctors
and health care workers, build moreclinicsin
the countryside, train and hire staff to deliver
medicines to distant outposts, train and hire
more qualified accountantsand public
administration managersfor public health
systems. While everyone agreesthat building
absorptive capacity must urgently be scaled-up

if largeincreasesinforeign aid can be used
effectively, one contradiction that the IMF has
not satisfactorily answered is how this money
will be allowed to be spent while its current
macroeconomic policiesmilitateagai nst
increasing public expenditures. Obvioudly, any
effort to build such absorptive capacity will
requireincreasesinoverall public spending, but
how can this happen within the confines of the
IMF sinsistence on keeping inflation low?
Nowhereisthisunanswered contradiction more
evident than in the strict caps on the overall
national “wage bill” for public sector employees.
How can countries use new increasesin foreign
aid to hire more staff and offer more competitive
salariesto retain skilled professionalswhilethe
wage bill isoften so constrained by theIMF's
low-inflation targetsand other expenditure
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constraints? Thiscontradiction highlightsthe
core of thefundamental problemwiththeMF's
low inflation targets.

The IMF slow-inflation targets contribute to
severe limitson the public health budget and
leave many low-income countrieswithout the
meansto pay for needed doctorsand health
workers. For example, in AIDS-stricken Kenya,
more than 4,000 nurses and several thousand
other health workersare already trained and
eager towork intheir profession, but remain
unemployed because of the strict limitson the
wage bill for the health sector.”™"

The low-inflation targetsthat transateinto
national budget ceilings, health budget ceilings,
and ultimately into caps on the numbers of

doctors and nursesthat can be hired, lie at the
heart of how the IMF s policies are undermining
thefight against HIV/AIDS. AnIMF
publication from 1998 explained, “..since there
isnoideal sizefor acountry'scivil service, its
actual sizeislikely to continueto be dictated by
macroeconomic realities, such asthe need for
fiscal adjustment, the amount of tax revenue
availableto pay civil servants, and the balance
between wage and non-wage government
spending.” It notesthat hiring freezes are one
way of further reducing thecivil serviceand
preventing over-spending in the public sector.”

ambia:
Inflation or Death?

In the year 2000, Zambiabecame qualified to become eligibleto receive up to a50% reduction initsforeign debt
burden as a possible beneficiary of the Heavily Indebted Poor Country (HIPC) initiative. All it had to do was
follow all of the IMF sloan conditions satisfactorily for three years, and then it could benefit from a 50%
reduction of its huge external debt of $6.8 billion. One of the binding IMF loan conditions called for Zambiato
impose astrict cap on the government’ swage bill at no more than 8% of its Gross Domestic Product (GDP).
However, the Zambian government isthe country’ sbiggest employer, and the government isregularly faced with
thethreat of aworsening “brain drain,” inwhich skilled professionalsleave the country in search of higher wages
abroad. In an attempt to stem thistide of fleeing professionals, the government introduced ahousing allowance
system that made staying and working in Zambiamore attractive. The housing allowance was one of anumber of
measures contributing to an increasein civil servicewages. Otherswere wage increasesto security and defense
forces, aswell asthe hiring of additional teachers and wage increasesfor established educators. Asaresult, the
ratio of public sector wagesto GDP reached 9%, exceeding the 8% agreed with the IMF in the budget agreement.
Thus, Zambiawas considered “ off-track” with itsIMF |oan program, and was suspended from eligibility to receive
debt relief. Thismeansthat Zambiawill continueto pay closeto $300 million in annual debt service paymentsto
foreign creditorsin rich countries. Thisamount will be drained from Zambia' s scarce domestic revenuesin 2004.
If thisissueisnot resolved with the IMF, even larger payments from this desperately-poor country will be
expected for subsequent years,

According to the IMF, Zambia can take stepsto get back “on-track” with itsIMF program, and again beina
position to eventually receive debt relief. But an IMF condition for doing so isto reduce the budget deficit to the
agreed-upon target of not more than 3% of GDP and maintain a public sector wage bill of not more than 8% of
GDP. Additionally, Zambiamust privatizeits remaining public utilities and state-owned companiesin the energy
and telecommunications sectors. To make mattersworse, the moniesrealized from the sale of the utilitiesand
companies must be used for increased debt servicing, and not for investment or consumption purposes.

The Zambian government isat acrossroads. If it pleasesthe IMF by going along with the new conditions, itis
likely to causeindustrial unrest by workers opposed to privatization in the energy and telecommuni cations sectors.
If it goeswith the will of the people and seeks to maintain public ownership of these companies, the country will
miss its chance at receiving debt-relief and have to pay hundreds of millions of dollars more in debt servicing
every year. Either way, Zambia cannot rai se the wage bill high enough to retain the doctors, teachers, or healthcare
professionals needed to fight HIV/AIDS. Why? Because the IMF fearsinflation.

Source: “ LifeUnder thelMF’ sMagnifying Glass,” BrettonWoodsUpdateNo. 39. March
http://Awww.brettonwoodsproject.org/article.shtml - ?cmd[ 126] =x126 -42221

-April 2004.

15


http://www.clicktoconvert.com

UNAIDS on IMF Budget
Cellings

“ The problemof displacement of funding and expenditureceilings.

It is an unfortunate reality that budgeting procedures too often may mean that new funds for HIV and
AIDS can draw resources away from other activities, either at country level, or at donor level.
Therefore, al parties need to commit themselves to the principle that additional funding for HIV and
AIDS isto be used for additional spending, otherwise displacement is inevitable to the detriment of
overall development.

Public expenditure ceilings are limits to expenditure within different sectors of an economy. Inthe
1970s and 1980s, caps on social spending, in particular, were a principal feature of structural
adjustment programmes called for by the International Monetary Fund and the World Bank as
conditions for concessional borrowing of money by low- and middle-income countries. Caps were
considered a necessary discipline to mend ailing economies, promote growth, and ease poverty in the
long run by curbing inflation. But when they were seen to intensify the hardship of the poor, they came
under intense criticism, and were dropped as a specific condition for financial assistance.

Nevertheless, they exist de facto in many countries as a by-product of Medium Term Expenditure
Frameworks. These frameworks are countries' detailed financia plans, required to show the Fund and
the World Bank that they can balance their books and keep the macroeconomy on track. They are often
included in, or referred to, by Poverty Reduction Strategy Papers, which are the basis on which public
debt relief is granted, and much foreign aid is given. Low- and middle-income country governments are
caught in conflicting pressures. They are exhorted to limit social spending in order to avoid damaging
inflationary consequences, and yet are expected to ignore such pressures in the case of Global Fund or
other earmarked money.

Itistimeto radically rethink how best to fund comprehensive country HIV programming.

International financial institutions need to create mechanisms that alleviate countries debt-service
payments so they can devote additional resourcesto their AIDS response. The short-term inflationary
effects of increased and additional resources applied towards tackling the HIV epidemic palein
comparison with what will be the long-term effects of half- hearted responses on the economies of hard-

hit countries. AIDS s an exceptiona disease; it requires an exceptiona response.”

Excerpted from: UNAIDS 2004 Report on the Global AIDS Epidemic,
4" Global Report, June 2004, pp. 145-6
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Another example of the budget constraintson
hiring adequate health workersto fight against
HIV/AIDS is Mozambique. When the Clinton
Foundation, headed by former US President Bill
Clinton, attempted to provideresourcesfor
supporting the Government’ seffortsto expand
treatment programs, it found it needed to
intervene directly with the IMF to overcomethe
constraints. After such high-level intervention
and negotiationswith the IMF, the Clinton
Foundation reported | ater that the “IMF has
agreed to reduce restrictions on employment in
[the] health sector.”™

And in Ghana, when the Government sought to
retain its health workersand civil servants by
offering an increasein allowances, the IMF and
other donorsreportedly punished Ghanafor
exceeding its agreed upon

for preventablediseasesand curableillnesses, let
aoneHIV/AIDS ™

Referring to these budget ceilingsfor the health
sector that result from the IMF slow-inflation
targets, a senior economist at UNAIDS, Robert
Greener, said, “ Theissuewill haveto be
confronted if there' re going to be significant
scaling upwith HIV/AIDSintervention, or
indeed, of any other development interventions
and as we try to meet the Millennium
Development Goals. In some way, shape or
form, theseruleswill need to change.” Helater
stated, “ Therules, asliterally interpreted, are
completely unworkableand. . . new money
cannot be spent under therules. And clearly it's
not always applied that way. But it isamajor
problem that one of thelargest organizations,
influential organizations, inheavily

wage bill limit by not
disbursing loans worth $147
millionin the last quarter of
2002 In late 2003,
ColumbiaUniversity
Professor Jeffrey Sachs
explained that the IMF had
been insisting that Ghana
removetheseallowances
and Ghana's Finance
Ministry officials are said to
have reported these
unbudgeted wage increases
to government workers
were key factorsin

While these economic
policies may work to
servethe IMF’ sgoal of
keeping inflation rates
low, they arewholly
incompatible with the
need to significantly
scale-up public spending
on the national health
budgetsto effectively
fight HIV/IAIDS.

indebted countriesis, infact, acting
asabarrier to socia
expenditure.” "

If HIV/AIDSisto be effectively
tackled intheyears ahead, then
advocates must challengethe IMF' s
insistence on such low inflation
targets, and the budget ceilings that
result. Such achallenge must put
theIMF onthedefensivesothatitis
compelled to defend the budget
ceilings. Such adefense should be
put to the test of public opinion. If
such achallenge is not made of the

preventing Ghanafrom

IMF, then there may come atime

meeting IMF-set budget targetsin 2002.

Dr. Francis Omaswa, Director General of Health
Servicesin the Ugandan health ministry,
complained about the IMF slow inflation
concerns limiting the increasesin spending
needed in the national health budget. He stated
that sometimes"donor prioritiesaredifferent
than ours,”" and that the IMF had successfully
convinced Uganda's Finance Ministry that the
strict commitment to deflationary policies must
take priority over providing adequate health care
for Ugandans. "ThelMF... and Ugandan
finance ministry have decided that protecting
against inflationismoreimportant than
[protecting] peoples' lives," hesaid, referring to
the many thousands of Ugandanswho die each
year unnecessarily because of lack of treatment

17

when the Ugandan Finance Ministry and many
other finance ministriesthroughout Africa, Asia,
Eastern Europe, and Latin Americamay find
themselvesincreasingly turning down GFATM
moniesand other futureincreasesin foreign aid.

The Need for Weighing the Trade-Offs

If countriesgreatly increased public health
spending and accepted higher levelsof foreign
aidin an effort to meaningfully combat
HIV/AIDS, it ispossible that theincreased
spending may |ead to higher economic growth
rates and slightly higher inflation asaresult.
But what are the trade-offs that should be
weighed and considered? Do IMF concerns
about short-term macroeconomic stability (e.g.,
higher inflation) take precedence over the need
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for more extensive health programsthat could
savemorelivesand ultimately be of greater
long-term benefit? Today thereisan important
need for a better understanding of the trade-offs
between concernsfor short-term macroeconomic
stability and the desire to expand public health
budgets. In the context of aworsening
HIV/AIDScrisis, advocates of thefight agai nst
HIV/AIDS must now ask fundamental questions
such as. Would the economic consequences of
Rwanda keeping the higher deficit (and the
possiblethreat of higher inflation) have been so
severethat they would outweigh the major
benefits of asubstantial increasein health
spending?

What if countrieswere not compelled to comply
with the IMF s budget ceilings and deficit
reduction as part of binding loan conditions, but
wereinstead free to put some of those tens of
millions of dollarsof their own scarce revenues
into increased spending on public health to
better fight HIV/AIDS? What if countrieswere
freeto increasetheir wage bill and runadightly
higher fiscal deficit? What if countrieswere
freeto accept the consequences of slightly
higher inflation? Would thelong-term benefits
of ahealthier population far outweigh the short-
term costs associated with therisk of slightly
higher inflation or aslightly appreciated
currency? What are the costs of suffering
dlightly higher inflation vs. the benefits of
greatly increasing spending on fighting
HIV/AIDS? Or conversely, what are benefits of
keeping inflation low vs. the costs of not
increasing health spending to fight HIV/AIDS?
What are the short-term and long-terms
conseguences of each set of options? Thevital
task ahead for policy makersand health
professionalsand economistsisto figure out
methods of better understanding theanswersto a
wholerange of various scenarios. We must have
aclearer understanding of what exactly would
be the trade-offs, and how can AIDS activists
and policy makersbetter understand them?

Answersto these questions could best be
understood by weighing the trade-offsinvolved
with an array of possible scenariosto consider.
Such scenarios should be wel ghed, debated and
considered by policy makersand el ected
officialsin AIDS-afflicted countries. Arguably
there could be many more detailed scenarios
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with projected factorsthat could be cal cul ated
from which policymakers could be enabled to
make the best choices according to their own
immediatepriorities. Government officials,
parliamentarians, advocacy organizations and
themediain every country should be ableto
publicly discuss and debate theinflation rates
and budget expendituresthat they believe best
suit their national priorities.

These arethekinds of questionsthat policy
makers, elected officialsand ¢ itizensin low -
income countries should be asking and

answering for themselves.  Such decisions
should be based on domestically-decided
priorities and preferences, not by unaccountable
G7 finance ministers behind closed doorson the
closed executive board in the IMF in
Washington, DC. The G7 finance ministries,
including the US Treasury Department, which
are heavily lobbied and influenced by the
financial servicesindustry, should not be
allowed to decide among themselvesthelevel of
inflation in poor countriesfacing HIV/AIDS
epidemics. Thelevel of inflation deemed
acceptablein crisis situations ought not to be
based on theideological or political preferences
of those who seek low inflation rates.

Instead, policy makers, elected officialsand
citizens in low-income countries ought to be the
ones deciding what the short-term and long-term
costs and benefits should be regarding inflation
rates vs. higher public spending levelsto fight
HIV/AIDS.

Four Related | ssues for
Consider ation

1.) Grant Aid Should Be Allowed To Finance
Higher Deficit Spending

When countriesadd up all of their revenuesand
weigh them against all of their budget debt
payments and expendituresfor ayear, thetotal
culminatesin either afiscal deficit or fiscal
surplus. The IMF isconcerned with high fiscal
deficits because on theface of it, governments
must borrow money, and pay interest onit, in
order to pay for the deficit spending. However,
often governments can use grants (not loans)


http://www.clicktoconvert.com

-

|  PABERPNT

5 Steps to Blockmg the Fight agamst HIV/AIDS

TR 1 W

TINa A
i ] '

The Low-Inflation Target...
The IMF sets alow-inflation target (such as 5% per year) in
| consultation with a poor country’s finance ministry and central
bank behind closed doors. Poor countries which are desperate for
more foreign aid will go along with whatever the IMF says is
necessary for “macroeconomic stability.”

I l Determlnlng how Much Money can be

. Spent in the Economy...
Once the borrowing country and the IMF agree upon the exact low ‘
inflation target, then a limit is created for how much spending can
haopen in the economy in the year (the money supply).

o 4 I

Determining the Available “Resource
Envelope” for the Year...

The limit on the allowable level of money in the economy then is the basis
for determining the ceilings on the overall national “resource envelope,”
which includes both tax revenues collected domestically as well as any
foreign aid coming into the country for the year (minus debts paid to foreign
creditorsin the rich countries).
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Determining the Cap for the
National Budget for the Year...

The ceiling for the national resource envelope then determines the ceiling for the

overall national budget in the year. This includes any budget deficit spending the
IMF permits or any budget surpluses the IMF insists upon.

Setting Caps on Spending
in the Health Budget

Based on the limit set for the overall national budget, then individual budget ceilings are
decided for each sector of the national economy, such as agriculture, education and health. In
thisway, the original IMF low-inflation target ultimately ends up translating into direct
spending limits for the health sector. These limits can prevent governments from hiring the
additional doctors, nurses, and health workers desperately required to effectively scale-up the
fight against HIV/AIDS. These national and sector ceilings become the basis for 3-year
budget planning in the Medium-Term Expenditure Frameworks (MTEFs). The MTEFs are
tools that provide budget discipline and prevent various ministries, such as the health ministry,
from over-spending in any given year.

.'It L‘ml "‘ ]
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from foreign aid donorsto pay down some of the
deficit. Becausegrant aid isfree money and it
doesn’'t have to be paid back, thisisamuch
better way to finance deficit spending than
borrowing money. However, traditionally grant
aid by foreign donors has never been allowed to
be added as domestic revenues when cal cul ating
the overall fiscal balance. Thisisprimarily
because donorshavetraditionally been very
fickle about how much and how often they
would provide grant aid. This degree of
unpredictability and unreliability led most
economistsand finance ministriesto
traditionally exclude themin budget planning
for futureyears budgets.

However, the problem with the traditional
treatment of grantsisthat they do, in reality, add
to the domestic revenue side of the ledger, just
asif they had been raised from domestic
taxation. Had they been allowed to be
calculated asrevenues, then the overall fiscal
deficit levelswould have been lower. But
because grantsweretraditionally excluded from
theofficial fiscal balances, many countries
deficit level sappeared higher than they actually
were. If governmentswere only financing the
interest on their national deficitsby issuing more
government bonds or otherwise borrowing more
money, then it would be appropriateto list that
borrowing on the expenditure side of the budget
ledger. But becausein reality many
governmentsare using theincreasingly common
grantsinforeign aid to pay down their fiscal
deficit levels, top World Bank officials sent out
an important Guidance Noteto all of their
country officesaround theworld in 2002 and
thought it important enough to send out againin
2003.”*" The note advised country officesthat
since grant aid, such as GFATM money, is free
and does not have to be paid back, it ought to be
allowed by finance ministriesto be counted as
revenuesin the overall fiscal balance.
Thisisimportant because, in theory,
governments could engagein higher level s of
deficit spending if they knew they would be able
to finance the deficitswith increased flows of
grantsinforeign aid. However, thereissome
concern that not all World Bank country offices
arefollowing the Guidance Note advisory. In
Ugandain 2004, for example, thefinance
ministry continued thetradition of excluding
donor grantsfrom the revenue side of the ledger

when calculating the overall fiscal deficit at 11%
of GDP, when that deficit level would have been
lower had they followed the advice of the
Guidance Note, yet the World Bank country
team in Ugandafailed to object to the
misleading deficit calculation. TheUgandan
Finance Ministry then used the 11% of GDP
deficit calculation asajustification for not
increasing socia spending.

In responseto increasing concerns raised by
advocates of thefight against HIV/AIDS, on
July 26, 2004, the IMF and World Bank faxed a
1-page statement titled “ The Use of Grantsin
Low-Income Countries,” whichreiterated the
logic of the World Bank’ s Guidance Note, and
stated that “the World Bank and the
International Monetary Fund welcomeincreased
external grantsto low-income countries—
including those from the Global Fund to Fight
AIDS, TB and Maaria,” but then added that
“the macroeconomic and structural implications
[of increased grant aid] will need to be analyzed
on a case-by-case basis.”*" The statement listed
many steps |ow-income countries needed to take
to effectively absorb increased grants, but listed
no stepsthe IMF or World Bank would take to
change their low-inflation targeting and the
constraintson public spending that flow from
them.

2.) A Need To Make Future Grant Aid More
Sustainable and Predictable

ThelMF and many finance ministriesfeel
strongly about the problem of ageneral lack of
predictability or reliability of foreign aid. Inthe
past, donors havetraditionally pledged higher
levelsof foreign aid than they later delivered,
putting budget plannersin difficult positions.
Flows of grant aid (as opposed to |oans) have
been especially unreliable. To addressthis
problem, the GFATM has established aprocess
by which it delivers grants over a2-year period,
and if countries meet performance-based criteria
on the use of these grants, they are awarded
further grantsfor another 3-year period.
However many other bilateral and multilateral
foreignaid creditorsand lendersarelessreliable
and predictable. Other grant aid donors ought
to consider devel oping structuresand formatsin
which their pledges and commitmentsto award
grant aid can be designed for disbursal over a
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multi-year period, such asover 3-5years. Such
confirmed and committed flows of grant aid
over amedium-term would be far morereliable
and predictable for budget planners.

Also of tremendousimportanceisthe question
of whether or not long-terms flows of grant aid
should be allowed to be used for recurrent
budget expenditures, such asthe salaries of
doctors, nurses and health workersin the public
health systems. Traditionally, aid hasonly been

countrieswhere the opportunitiesand pay far
exceed anything they could achievein their own
countries. US-based Physiciansfor Human
Rights hasreported that tens of thousands of
highly skilled health professionalsfrom

devel oping countries have succumbed to a
globa "braindrain” and aretoday workingin
clinicsand hospitalsin the United States, Britain
and Canada, primarily becausetheir
governments back home do not havethe
resourcesto create the conditionsthat will
enable them to meet the needs of

allowed for things such as
building clinics or buying drugs,
but not for the salaries of health
workers. Given that human
resources and capacity building
will be the foundation upon
which an effectivefight against
HIV/AIDS iswaged over the
long-term, these traditional
restrictions on the way aid is
used must be reconsidered.

3.) Money IsNeeded for Public
Health Systems AsWell As
FightingHIV/AIDS

Foreign aid must be
significantly increased for both
fighting HIV/AIDSin particul ar

“Theshort -term
inflationary effects of
increased and additional
resourcesapplied towards
tacklingtheHIV epidemic
palein comparison with
what will bethelong -term
effects of half -hearted
responses on the economies
of hard-hit countries.
AlIDSisan exceptional
disease; it require san
exceptional response.”

- UNAIDS 2004 Report on
the Global AIDS Epidemic

their patients or to meet their own
needs, including earning an
adequate salary.”™" However,
thereareindications that money is
not the only issue; other important
factorsinclude crimerates,
educational opportunitiesfor
children, career pathsfor
professionalsthemselves, and the
pervasiveness of sexual
harassment directed against
femalehealth professionals, such
asin southern Africa. While
these complex issues are beyond
the scope of theissue of IMF low-
inflation targeting, the tide of
fleeing health professional can
only be stemmed if salariesand

and al so for strengthening public health care
systems generally. Asimportant asitis, the
increased foreign aid from rich countriesfor
fighting HIV/AIDSisnot necessarily addressing
the problem of chronic under-funding that has
afflicted the public health systemsin devel oping
countries over thelast two decades. In fact,
thereareindicationsthat new money specifically
targeted for HIV/AIDS programsisunwittingly
and unnecessarily exacerbating the staggering
shortage of personnel for basic health care
services. African doctorsand nursesareleaving
public-sector jobsin drovesto take more
lucrative positionsinforeign-funded HIV-AIDS
programs. Public hospitalsand clinicsare being
stripped of staffers; rural and slum outpostsare
being abandoned, worsening health systemsthat
have already nearly collapsed in some countries.
In addition to health professional sfleeing the
public health system to work specifically on
HIV/AIDS programs, thereisalarger problem
of health professionalsleaving their countries
altogether towork inrich, industrialized
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working conditionsaresignificantly improved

by scaling-up support for collapsing public
health systems. Doing so will demand
significantly increased public expenditures. The
ironic fact isthat even when new money to fight
HIV/AIDSismadeavail ablein somecountries,
there are not enough local health careworkersin
many African countriesto implement even
modest treatment goal's. For example, several
years ago the Gates Foundation and other donors
provided enough resourcesto Botswanato treat
everyoneinthe country. But acrippling shortage
of health careworkersat every level, among
other problems, limited therollout of
antiretroviralsto only 21,000 of the 110,000
who need them now to stay alive” . How can
thefight against HIV/AIDS be better designed to
also simultaneously build the capacity of entire
public health systems? How can ambitious
HIV/AIDS programsalso betied to broader
goalsof enhanced equity and sustainability of
entire public health systems?
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4.) Other Ways To Increase Spending to Fight
HIV/AIDS

Traditionally theIMF hasfocused almost
exclusively on cutting or maintaining low public
expenditures asaway of solving thefiscal
deficitimbalances and preventing the higher
government spending that can lead to higher
inflation. Ironically theIMF hastraditionally
claimed that its concern for maintaining low
inflation is becauseinflation hurtsthe poor. But
rather than increasing thelevel of national
taxation in an effort to increase revenue
collection, the IMF has preferred aconsumption
tax called the value-added tax (VAT) on basic
goods and services used by poor people, which
also very clearly hurtsthe poor. The VAT tends
to act asadisincentive for people consuming
and spending, which supportsthe IMF goal of
keeping inflation low.

But rather than cutting or maintaining low
government spending, there are other stepsthat
can betaken. The IMF has always been
reluctant to promote revenue increases as part of
the solutiontofiscal imbalances, including
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improving tax collection, taxing foreign
investors (aswasdonetraditionally before
structural adjustment programs), and reforming
the existing regressivetax structuresinto more
progressive ones (in which the wealthier pay a
higher portion of incometax). The IMF points
out that raising revenue as apercent of GDPis
complicated and takestime, but much of their
objection stemsfrom anideological belief that
taxation detersinvestment. Such aconcern
explainswhy they IMF hastraditionally strongly
promoted moreregressive consumption taxes
(such as avalue-added tax) as opposed to
corporate taxation, or trade taxes on imports and
exports (which many low-income countries are
heavily reliant on). Most low-income countries,
especially in Africa, have exceptionally low
tax/GDP ratios.

If the current restrictions on public spending and
inflation are removed and spending isallowed to
increase, how canincreasing tax collection
become more of apart of the strategy to reduce
fiscal imbalancesand rai serevenuesto increase
public health spending?
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Take Action

AIDS Activists Must Call on Their
Governments to Abolish the IMF’s
Low-Inflation Targets

In November 2003, World Bank President James Wolfensohn responded to the concernsraised by
UNAIDS Executive Director Dr. Peter Piot by acknowledging that the problem of the strict budget
ceilingsin the medium-term expenditure frameworks (M TEFS) were“avery real issue” and that the World
Bank was “working with the IMF on thisissue of limits on medium-term expenditure framework.” ™"
However, the IMF and World Bank have yet to make an official joint policy position onthe problem. The
IMF hasyet to make clear its position on the degree to which it will be moreflexible onitsloan conditions
related to low-inflation targets or the strict budget ceilingsthat flow from them.

AlIDSactivists and health professionals must demand that the IMF make aclear statement on its position
concerning inflation rates, fiscal deficit levelsand caps on budget expendituresand wage bills. The IMF
must publicly state exactly how much moreflexibleit will be regarding what levels of inflation areto be
deemed acceptable over the short run as abyproduct of fighting AIDS successfully over thelong run. Ata
June 28, 2004, IMF Workshop, leading IMF budget officials conceded there is agrowing need for more
pragmatism on their part, and within macroeconomic policy objectives, there“may need to be some
flexibility shownin considering the potential short and long-term macroeconomic policy tradeoffsthat will
be faced by countries. For example, to the extent that there isarange within which inflation would not
prejudi ce potential economic growth, there may be scope to accept more ambitious spending plans. The
same may betruein terms of the extent to which an inflow of additional aid may |ead to somerea
appreciation of theexchangerate.” " Whilethis acknowledgement isimportant, the IMF was
noncommittal on the specifics, whichisan unacceptable and incompl ete response.

But lobbying the IMF is not enough. Becausethe IMF isnot accountableto the citizens of any one
country, citizensdo not have any available direct channel of political recourse within theinstitution.
However, theIMF sBoard of Executive Directors, which decidesits policies and approvesits binding
loan conditionsfor borrowing countries, iscomprised of representatives dispatched from finance
ministries of its 184 member countries. The Group of Seven (G7) industrialized countries, and some other
European countries, have the dominant share of voting rights and influence on the Executive Board of the
IMF. Incontrast, citizens of theworld’ s poorest countries, which are most impacted by IMF loan
conditions, havetheleast political recoursethrough their governmentsto influence IMF Executive Board
decisions. Therefore, citizens of the G7 countries, and particularly the United States, have a special
obligation to exercisethischannel of political recourseto lobby their finance ministries at home about
what they are doing at the IMF Board.

Citizens of the G7 countries should insist that their governmentstake appropriate actions at the IMF and
World Bank, aswell aswith ministries of finance of devel oping countries, and other partners, to develop
new policiesto ensure that macroeconomic constraintsdo not limit effective and productive spending by
devel oping countries on health, education, and related sectors, or salariesand hiring of workersin these
areas. New flexibility around spending limits and the macroeconomic targets, such asinflation and fiscal
deficits, must be substantially increased and made explicitly clear to the public. Suchflexibility must
enable countriesto accommodateincreased foreign aid, and significantly increased domestic spendingin
these sectors as resources become available. Such new flexibility should bewidely publicized among all
stakeholders, including finance, health, education, and other national ministries, national parliamentsand
civil society organizations.
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~ Tell your Finance Minister or Treasury Secretary.

' 1) Y ou will be holding them accountabl e to make sure their positions taken at
the IMF do not underminethefight against HIV/AIDS

2) Y ou want your government to issue aclear public policy position on
exactly how flexible they arewilling to beintermsof increasesin inflation
that may result from higher public spending to fight HIV/AIDS in countries
that borrow from the IMF

3) Y ouwant your government to work with other governmentsonthe IMF
Executive Board and IMF staff to abolish the IMF slow-inflation targets as
binding conditionsfor accessing IMF loans

4) Y ouwant your government to lend itstechnical expertiseto publicly
provideawide array of macroeconomic policy scenarios, choicesand trade-
offsthat allow citizens and policymakersinlow-income countries to make
informed choices about the short and long term costs and benefits associated
with increased public spending on HIV/AIDS and the slightly higher inflation
that may result

5) Y ouwant your government to take steps at the IMF to ensure that the IMF
issues aclear and unambiguous statement that the IMF will not use low-

~ inflation policiesor any other loan conditionsto block any borrowing
countriesfrom accepting larger levelsof foreign aid that become available or
increasing their own domestic spending tofight HIV/AIDS

6) Y ou want your government to take the necessary steps to de-link access to
World Bank loans and grantsfrom the condition that they first comply with
IMF macroeconomic policy conditions

Request ameeting with your finance ministry or treasury officialsin your
country and call on them to make a public statement about their position on
theseissues. Bring your Parliamentary or Congressional representativeswith
you.

Canada— Mr. Ralph Goodale, Minister of Finance
France—Mr. Nicolas Sarkozy, Minister of Finance
Germany — Mr. Hans Eichel, Minister of Finance

[taly —Mr. Domenico Siniscal co, Minister of Finance
Japan — Mr. Sadakazu Tanizaki, Minister of Finance
United States — Mr. John Snow, Secretary of Treasury
United Kingdom — Mr. Gordon Brown, Chancellor of the
Exchequer

Nogahs~wdNE

For samplelettersto your finance minister or treasury secretary, see
www.actionaidusa.or g/takeaction.
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