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(1)

PROPOSED CHANGES TO BOTH THE
WORLD BANK-INTERNATIONAL

DEVELOPMENT
ASSOCIATION AND THE NORTH AMERICAN

DEVELOPMENT BANK

THURSDAY, MAY 2, 2002

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON INTERNATIONAL MONETARY

POLICY AND TRADE,
COMMITTEE ON FINANCIAL SERVICES,

Washington, DC.
The subcommittee met, pursuant to call, at 10:00 a.m., in room

2128, Rayburn House Office Building, Hon. Doug Bereuter, [chair-
man of the subcommittee], presiding.

Present: Chairman Bereuter; Representatives Ose, Capito, Sand-
ers, Frank, Watt, Carson, Sherman, Bentsen, Hinojosa, and Gon-
zalez.

Mr. OSE. I want to call this hearing of the Subcommittee on
International Monetary Policy and Trade to order. I recognize a
quorum for today’s hearing.

Today’s hearing is designed to bring before the subcommittee two
proposals. The first is to make more international assistance in the
form of grants, rather than loans, and the second is the proposed
changes to the Charter of the North American Development Bank.

President Bush has taken the lead recently in pushing for great-
er support of developing nations, and especially with working with
our neighbor in Mexico. It is therefore proper that we should hear
from today’s two panels of witnesses on these proposals.

This subcommittee will soon address the role of the United
States in the International Development Bank. Today, we will hear
from Director Joseph Christoff, from the GAO’s International Af-
fairs and Trade Section. His staff has recently completed a study
on this issue of grants versus loans in the President’s proposal.

We also looked at the recent Monterrey conference, and the dis-
cussions between President Bush and President Fox on improved
cooperation and the work of the North American Development
Bank.

Today, four witnesses will address the subcommittee on this
issue, bring a diverse set of viewpoints. Local leaders and busi-
nesses will give their perspective, while a former North American
Development Bank Director will provide an insider’s view.

I look forward to learning more on these issues and hearing from
these witnesses, as the subcommittee prepares to address these
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issues. Mr. Bentsen, if you have an opening statement, I will recog-
nize you for that purpose.

[The prepared statement of Hon. Doug Bereuter can be found on
page 48 in the appendix.]

Mr. BENTSEN. Thank you, Mr. Chairman, and I appreciate that
the subcommittee has called this hearing today. I do not have a
statement, other than I do want to welcome what appears to be at
least three Texans, who will testify on the second panel.

I do not know if Mr. Gonzales is from Texas or not, although I
know Mr. Strada is from Texas, and we are glad to have these pan-
elists. I believe our colleague, Mr. Gonzales, and I think Mr.
Hinojosa, will also be here shortly.

So I yield back to you, Mr. Chairman.
Mr. OSE. I thank the gentleman.
Without objection, all Members may submit a written statement

for the record. There being no other Members who wish to be recog-
nized for opening statements, we will move to our first panel.

I want to introduce Mr. Joseph Christoff, who is the Director of
the GAO’s International Affairs and Trade team. Among the var-
ious areas under his direction is that of multi-lateral financial in-
stitutions.

Since Mr. Christoff joined the GAO in 1980, he has worked in of-
fices in Washington, Chicago, and Frankfort, Germany. He received
a Master’s Degree in Public Administration from American Univer-
sity, and a Bachelor’s Degree in Public Policy from Miami Univer-
sity of Ohio.

Welcome, Mr. Christoff; we have received your written statement
for the record, and it has been reviewed and read. We would like
to recognize you for 5 minutes, and then we will go to questions.

STATEMENT OF HON. JOSEPH A. CHRISTOFF, DIRECTOR OF
INTERNATIONAL AFFAIRS AND TRADE, GENERAL ACCOUNT-
ING OFFICE; ACCOMPANIED BY: THOMAS MELITO, ASSIST-
ANT DIRECTOR

Mr. CHRISTOFF. Thank you, sir.
Let me first introduce my colleague sitting to my right, Mr. Tom

Melito. He is my Assistant Director that is responsible for the work
upon which my testimony is based.

I am very pleased to be here to discuss the impact that switching
some loan to grants would have on poor countries’ debt burdens.

Last year, President Bush proposed that the World Bank replace
50 percent of future loans with grants. As discussed in our recent
report, we found that the Administration’s proposal would help
poor countries reduce their debt burdens, and would cost the World
Bank $15.6 billion in present value terms. We also found that the
proposal could be financed through small increases in donor con-
tributions.

I would first like to provide some background on this issue, and
then describe in more detail the results of our work.

During the 1970s and the 1980s, many poor countries borrowed
heavily because the prices of their primary commodities were high,
and they were optimistic that economic growth would remain
strong.
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By the end of 1997, 42 heavily indebted poor countries had accu-
mulated over $200 billion in external debt. This debt was owed to
multi-lateral institutions and bi-lateral donors. Much of this debt
was not being repaid, or was repaid only with the support of do-
nors.

In 1996, the heavily indebted poor countries initiative, known as
HIPC, was created to provide debt relief to these countries.

According to the World Bank and the IMF, countries that receive
debt relief under the HIPC initiation are projected to be debt sus-
tainable within the next 20 years.

However, our work has found that this not likely to happen, be-
cause the Bank and the IMF assume that these countries’ exports
will grow at rates more than double their historical levels.

In reviewing debt burdens for 10 poor countries, we found that
two key factors will make it difficult to achieve such high export
growth rates. First, most of the 10 countries we analyzed are not
likely to realize greatly increased export earnings, because they
rely on agricultural or mineral commodities, whose prices have
come down in recent years.

Second, productivity in many of these countries is expected to de-
cline, as the result of HIV/AIDS. This disease is particularly prob-
lematic for the agricultural and mining sectors on which many of
these countries depend.

Now how would the Administration’s proposal help these poor
countries. The Administration asserts that replacing 50 percent of
future loans with grants would lesson poor countries debt burdens
and increase their ability to repay future debt.

Our analysis confirmed this. We found that four of the ten coun-
tries we analyzed would be debt sustainable for 20 years. That is,
they would have a debt-to-export ratio near or below the World
Bank’s 150 percent target, and two additional countries would be
debt sustainable for most of that period.

More importantly, a shift from loans to grants would benefit all
countries’ ability to repay their future debt. If grants were to re-
place half of future loans, the average debt-to-export ratio of the 10
countries we analyzed would decline significantly, from about 430
percent to 235 percent.

We also found that providing poor countries with grants will help
them more in the long term than forgiving 100 percent of their old
debt. If all old debt were forgiven, the average debt-to-export ratio
would only decline from about 430 percent to 400 percent.

While the debt forgiveness plan provides poor countries with a
one-time benefit, its advantage is eliminated after 7 years, because
these countries accumulate new debt that quickly becomes
unsustainable.

Now let me briefly discuss the financing of the 50 percent grants
proposal. The World Bank estimates that its financial loss in nomi-
nal terms would be $100 billion over 40 years. However, the Bank’s
methodology assumes that the value of a dollar received today is
the same as a dollar received 40 years from now.

This assumption does not properly account for inflation and the
investment income that would accrue over time. We made these ad-
justments and found that the present value of the Bank’s loss
would be $15.6 billion.
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We also found that the World Bank could fully finance the
grant’s proposal if donors increased their contributions by 1.6 per-
cent a year. This increase would be less than the expected rated
of inflation, which is projected to be 2.3 percent over the next 40
years.

Donor contributions over the next 3 years are expected to grow
about 4.4 percent each year, with U.S. contributions growing about
6 percent a year.

So in summary, Mr. Chairman and Members of the sub-
committee, the 50 percent grants proposal would lessen the long-
term debt burdens of poor countries, and could be financed through
small increases in donor contributions.

That concludes my statement, and I would be happy to answer
any of your questions.

[The prepared statement of Hon. Joseph A. Christoff can be
found on page 85 in the appendix.]

Mr. OSE. Thank you, Mr. Christoff.
Mr. Melito, would you care to add anything?
Mr. MELITO. No, thank you.
Mr. OSE. We will go to questions now. I want to welcome the

other Members who have joined us.
Mr. Christoff, you take us through the analysis of the difference

in the World Bank estimate of cost, as opposed to GAO’s present
value estimate. How does the Administration propose to cover the
$15.6 billion cost.

Mr. CHRISTOFF. Last week, at least in testimony before the
House Appropriations Committee, Secretary O’Neill did agree, first
of all, that a donor increase of 1.6 percent a year was the right esti-
mate, in terms of how one could cover the cost of this proposal. Be-
yond that, I am not certain what the specifics of the Administra-
tion’s proposal are, at this point.

Mr. OSE. So a 1.6 percent increase per year from the donor com-
munity would cover the $15.6 billion? That was what the testimony
was.

Mr. CHRISTOFF. That is correct.
Mr. OSE. Are there any other viable options besides the 1.6 per-

cent increase that were put on the table?
Mr. CHRISTOFF. Well, in our report, we did look at some other op-

tions that I think we did not consider to be too viable.
The World Bank, basically has to rely on donors. It has to rely

on repayments from the poor countries. It also has to tap into its
own internal resources. We did not see much viability in the World
Bank trying to tap into its own resources; and one would not expect
to try to place the burden of this proposal on the poor countries
who are the beneficiaries. So that leaves you with increased donor
contributions.

Mr. OSE. All right, now there are some who would argue that the
reserves at the World Bank, and some would use the word ‘‘exces-
sive,’’ are excessive, and that they should be able to fund further
debt forgiveness, or grant proposals such as this, from existing
funds, without this 1.6 percent surcharge, so to speak, for the
donor countries.

If that is true, or I guess I should say, is this true, in your opin-
ion?
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Mr. CHRISTOFF. The World Bank, at least at this point from our
understanding, is even having difficulties trying to finance the ex-
isting HIPC initiative. It has yet to even come up with the addi-
tional $5 billion that they would need to fund the initiative beyond
2006. I think they have come up with the resources, up to that
point.

Mr. OSE. Is that a function of a financial question, or something
other than that?

Mr. CHRISTOFF. We have looked into this a bit. I do not think we
have a full analysis of it. But we have looked at the commitments
that the World Bank has. It appears that a lot of the commitments
are taken up by what they have committed to make to poor country
loans over the next 10 years. Mr. Melito can expand on that, if you
permit us.

Mr. MELITO. The reserves which you referred to, I believe, are in
IBRD, not in the IDA. The way the Bank is currently structured,
IDA resources are used for the IDA only, and IBRD, the non-
concessionable resources, are used for those purposes only. So there
is a firewall between those two funds.

Mr. OSE. So they do not go back and forth.
Mr. MELITO. The profits from IBRD have assisted IDA. IBRD

does make money on its loans to middle income countries, but the
actual reserves are to stay within the IBRD.

Mr. OSE. Now the 1.6 percent increase in contributions over 40
years, if you compound that over that 40 years, it totals more than
$15.6 billion. How do you reconcile that?

Mr. CHRISTOFF. Well, we actually did compound it. The actual
additional resources that you need would be about $9 billion. We
included the compounding to then come up with the $15.6 billion.

Mr. OSE. All right, my time has expired. I would like to recognize
the gentleman from Texas, Mr. Bentsen, for the purpose of 5 min-
utes of questioning.

Mr. BENTSEN. Thank you, Mr. Chairman.
In your testimony, you said that the Bank is assuming a $100

billion loss, and you are assuming a $15.6 billion present value
loss. Is the $100 billion a present value loss that the Bank is as-
suming, as well?

Mr. CHRISTOFF. No, nominal——
Mr. BENTSEN. Nominal of loss; and if I recall correctly, when we

were doing the debt forgiveness legislation, and looking at the 40
or so HIPC countries, you have a lot of debt that is in arrears, any-
way. Do you assume, in your calculations, that all future debt, if
you were to not go to a grant, or in comparison, do you assume that
all future debt is going to be paid; or do you work that into your
calculation?

I guess the point I am making is that it is not the most credit-
worthy debt, even at a concessionary rate, to begin with. So is the
$15.6 billion an optimistic figure, in any event?

Mr. CHRISTOFF. We made the assumptions that is also the as-
sumptions that the World Bank makes; that basically, there is a
five percent default on all future loans. So that was implicit in the
methodology that we used.

Mr. BENTSEN. So you have a loan loss aspect?
Mr. CHRISTOFF. Exactly.
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Mr. BENTSEN. Let me ask you two questions. One is, in your as-
sumptions, do you consider that in the 50 percent grant program,
that the grants are actually funded at an equal amount to what the
lending would be from the soft window?

My concern on this is more of a policy issue, I guess. My concern
is that I think the grant idea is a good idea, because I think your
earlier study that showed the unsustainability of the one-time for-
giveness thing, going back to the soft window would just sort of put
people back in the tank again.

We had the Secretary here last year, where he initially started
talking about the idea of going to a grant program. What I am con-
cerned about is whether or not they are willing to put the money
up. But you all assumed that in a 50 percent forgiveness, that they
would be putting up an equal amount in grants?

Mr. CHRISTOFF. Well, what we assumed, first we determined
what the estimate is; what we thought the cost would be at $15.6
billion, and then we determined how much donors would have to
pay, in order to fully finance that. That is where we then came up
with the 1.6 percent increase.

The whole 50 percent grants proposal is contingent upon whether
or not the donors are willing to make the commitment over an ex-
tended period of time; 1.6 percent per year, over 40 years.

Mr. BENTSEN. This may not be a fair question to you, but does
the Administration’s proposal assume, and in your studies, would
you assume, if you went to, say, a 50 percent grant proposal, and
you showed countries that could become debt sustainable in the
total, and then two others, for a period of time, would it be likely
or conceivable that those countries could be moved; again, to be
moved into the sovereign credit rating system, and start to move
away from a soft window to hard window lending?

Mr. CHRISTOFF. We are still talking about extremely poor coun-
tries, when we are talking about any of the grants proposals. Even
with the additional assistance that they might receive through a
grant element, these countries are still going to need a great deal
of external assistance.

Mr. BENTSEN. Thank you.
Thank you, Mr. Chairman.
Mr. OSE. Thank you, Mr. Bentsen.
Mr. Gonzalez, for 5 minutes.
Mr. GONZALEZ. Thank you very much, and I apologize for getting

here late. Unfortunately, you may have covered this already. But
I am always interested, when anyone comes up here with pro-
posals, as proponents of change, what I would like to hear from you
is basically those that oppose the change, the rationale.

Let us just assume, for the sake of argument, that it is not going
to be the additional contribution, the increase and so forth by the
donor nations. That is taken care of. That is not going to be a big
issue, policy-wise and otherwise.

If you would tell me the best arguments, to remain more in the
loan nature, as opposed to grant, and who would be the proponents
of that argument.

Mr. CHRISTOFF. I am not certain if there are proponents of trying
to keep the system the way it is. I think there are proponents who
are saying that one should go to 100 percent of old debt forgive-
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ness, or there are those who may be concerned about a grant ele-
ment as being too costly.

I think on the latter, in terms of those that might oppose this
proposal because of its cost, I think by looking at it from a present
value term, the $15.6 billion is perhaps not quite as ominous as the
$100 billion that the World Bank expressed in nominal terms.

There are countries that have been concerned about the cost, Mr.
Gonzalez. Some of our close allies initially labeled this 50 percent
grants proposal as crazy. But I think it might have been related
to the belief that it was an exceptionally high cost associated with
the proposal.

Mr. GONZALEZ. So you would say that most of the opposition at
the present time is associated with what people perceived to be the
cost, which is obviously not borne out when you put the figures
that you have presented today?

Mr. CHRISTOFF. Right.
Mr. GONZALEZ. Thank you very much.
Mr. OSE. The gentleman yields back.
Mr. Sanders for 5 minutes.
Mr. SANDERS. Let me deter a little bit away from your report,

and thank you very much for your excellent report. Have you done
any work which gives us some understanding, given the magnitude
of the problems in the development world in subsaharan Africa,
about what kind of commitment it would take, not just from the
United States, but from the wealthier countries in the world, to sig-
nificantly improve the standard of living of the poorest people in
the world, and bring them up to at least a minimum standard of
living, where people have health care, education, clean water, and
stuff like that?

Mr. CHRISTOFF. No, we have not done that kind of detailed work,
sir.

Mr. SANDERS. My understanding is that the proposal that the
President has brought forth, your estimate is that it is $15.6 bil-
lion?

Mr. CHRISTOFF. Yes, sir.
Mr. SANDERS. From the United States Government?
Mr. CHRISTOFF. No, that is from all the donors.
Mr. SANDERS. I would then just simply put that into a very broad

context, as this Government has provided $400 billion or $500 bil-
lion tax breaks to the wealthiest one percent of the population. In
over a period of how many years is this $15 billion going to be
stretched out?

Mr. CHRISTOFF. Forty years.
Mr. SANDERS. Forty years, $15 billion, and we have parts of the

world which are being ravished with AIDS. We have tens of thou-
sands of children who are dying from treatable diseases. We have
millions of people who cannot drink clean water. Health care sys-
tems are breaking down.

Thank you very much for your work on this. But I think it is cer-
tainly not only from a moral point of view, but from our own na-
tional security point of view, that we have got to reach the level
of understanding that this country will never be safe, that this
planet will never exist in anything resembling peace and harmony,
so long as some people have so much incredible wealth.
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My understanding is that the 500 wealthiest people in the world
own more wealth than the bottom 2.5 billion people on this planet.
So I would suggest that a contribution of $15 billion over a 40 year
period is quite minimal, and that the United States has got to
reach out to other industrialized countries.

It is certainly not just our responsibility, but the entire industri-
alized world is going to have to get together and address the hor-
rendous problems facing the poorest people on this planet. We can-
not allow children to die of preventable diseases, while we give tax
breaks to billionaires, in my own view.

Second of all, can you make a comment on this? I know that
some people believe, and I happen not to, that the way out of mis-
ery for the developing world is to export their way out of the prob-
lem. Some of us are rather skeptical about that. Do you want to
say a word on that?

Mr. CHRISTOFF. Well, I would like to talk about that, just in
terms of sort of the expectations that are placed upon developing
countries. When you make estimates of their debt sustainability,
you make assumptions about how they are going to export their
way out of perhaps poverty.

The export growth rates that are used, oftentimes by the World
Bank and others, generally are overly optimistic. Their export rates
are not based on historical rates that these countries have had.
Sometimes they are eight times higher.

Mr. SANDERS. Right.
Mr. CHRISTOFF. So one would not want to then hold those coun-

tries up to an expectation over things that they may not nec-
essarily be able to control.

Mr. SANDERS. That is an excellent point, and is it not also true
that when you are talking about an export rate, it is not nec-
essarily true that the benefits of that are going to filter down to
the poorest people.

Mr. CHRISTOFF. Sure.
Mr. SANDERS. Well, I appreciate your thoughts, and thank you

very much for your excellent work. I would yield back.
Mr. OSE. Mr. Hinojosa, for 5 minutes.
Mr. HINOJOSA. Well, thank you, Mr. Chairman.
I also want to thank Mr. Christoff for your presentation. It is

very interesting, and certainly, the question I am going to ask is
with reference to the maquiladores that we have on the Mexican
side, adjacent to all the Texas/Mexico border in McAllen, Texas.
Across from the River there is Threnosa, and we have about 150
maquiladores.

Most of the materials we send in from the United States across
the river, and we assemble them and bring them back to the
United States as finished goods. As I understand it, much of the
finished goods is recorded as exports for Mexico. Is that correct?

Mr. CHRISTOFF. I believe it is correct, sir.
Mr. HINOJOSA. That is the way I understand it. So knowing that

they simply add the labor and bring them across, there would be
very little profit to the country.

Maybe you could explain the rationale, economic or otherwise, for
focusing on debt to export ratio as a measure of sustainability.
Would it not also be useful to consider debt payments as a share
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of the country’s national budget or debt, as a share of the gross do-
mestic product?

Mr. CHRISTOFF. Sure, I would agree with that. I mean, you have
to look at other indicators, such as the total debt that that country
has, or their debt stock and its percentage of GNP.

Debt sustainability, we need to remember what it is. When a
country is debt sustainable, it simply means that they can manage
their existing debt, and they will not need any additional debt re-
lief. So they could have a high amount of debt and still be debt sus-
tainable.

Mr. HINOJOSA. The way I see it is that in the last 4 or 5 years,
Mexico has become our second largest trading partner. I think that
because of the explanation that I gave you earlier, it makes Mexico
look much more prosperous, and certainly the perception is such,
because of those millions and millions of dollars that are coming
back as finished goods.

So they need a lot of help along especially the Texas/Mexico bor-
der and that bank and, and of course, the World Bank are very im-
portant entities for us to be able to get the environmental concerns
taken care of, with waste water treatment facilities and the huge
population that is moving from the central part of Mexico to the
border; that 2,000 mile border from California to Texas.

It is amazing how many people have moved and the population
increases there are anywhere from 50 to 100 percent, you know,
every year; well, not every year, but every decade.

So I think that we need to really see how we can make the ad-
justments in this effort that is being made by our committee, so
that indeed, those folks, our friends to the south, are able to im-
prove their infrastructure.

Thank you, Mr. Chairman. I yield back.
Mr. OSE. The gentlemen yields back.
Mr. Frank, for 5 minutes.
Mr. FRANK. I found this very useful. I had questioned Secretary

O’Neill. I do not understand why some of our European friends and
some others seem to think it is unfair to countries to give them
money rather than lend it to them. I think distrust of American ob-
jectives, which may be historically understandable, is a part of it;
but it is mistaken.

On the other hand, a refusal by some of the advocates of grants
to acknowledge that some more contributions will be necessary to
maintain the level is part of the problem. I asked Secretary O’Neill
that, and his answer orally was, yes, we would do it. He then wrote
a letter back and said he was not sure that it would be necessary.

You say that the Treasury agreed with your conclusions. Did
they agree that the $15 billion in present value would be nec-
essary?

Mr. CHRISTOFF. Yes, because the 1.6 percent is what you would
need to get to that point.

Mr. FRANK. OK, we have now established, and the Treasury does
acknowledge that to hold to the same level of disbursements, you
would need that 1.6 percent increase. I think that is very helpful.

Mr. CHRISTOFF. Right.
Mr. FRANK. Because I think many of us are prepared to whole-

heartedly support this position, as long as there is a commitment
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that we will do it. Now we all understand, these are projections.
It could be a little more or a little less. But once you have got that
order of a magnitude, I think that is a good thing.

Now the next question, this is posed as debt forgiveness versus
going to grants. There is an obvious question; why versus? I mean,
your view is, one takes care of two countries; one takes care of four
countries. What if we did them both?

Mr. CHRISTOFF. If you did both, it could be accomplished. It
would be expensive.

Mr. FRANK. How much more expensive than the current one?
Mr. CHRISTOFF. Well, we do not look at the full cost of the debt

forgiveness proposal. But it would cost a lot more money to try to
erase all of the existing debt burdens of these HIPC countries.

Mr. FRANK. And you have not looked at that?
Mr. CHRISTOFF. Not in detail; but if you think that right now the

World Bank has a $5 billion unfunded commitment to the HIPC
program, alone, forgiving that portion of the debt would
require——

Mr. FRANK. Well, is there a realistic discounting of the debt? I
mean, if I offered to sell you the highly indebted poor country debt,
what would you pay me on the dollar?

Mr. CHRISTOFF. Oh, I do not know.
Mr. FRANK. It would be not a hell of a lot, I think.
Mr. CHRISTOFF. No, of course not.
Mr. FRANK. Well, let us not artificially inflate the cost of the

HIPC. I mean, unless you got some unemployed Enron account-
ants, who could come over and help you out.

I mean, my sense is, it is a good deal less than 10 cents on the
dollar. I do not even know if it has any market value at all.

But to be clear, neither one or the other gets these 10 poorest
countries to stay in the building; all of them. The best you do, it
is four countries out of ten; versus two countries out of ten.

Mr. CHRISTOFF. Right.
Mr. FRANK. Could I get from you or could you get back to me on

what would be, or how many of the 10 would get to sustainability
if we did them both?

Mr. CHRISTOFF. We could take a look at that, sure.
Mr. FRANK. And what it could cost—we are already committed

to the HIPC. Now you are assuming that we stick with what we
have already done with the HIPC, but not go further. Is that when
you say it would cost more? You are not counting the cost of what
we have already committed to do, are you?

Mr. CHRISTOFF. I am saying anything above and beyond the
HIPC debt relief would be additional funds that would be needed,
correct.

Mr. FRANK. So your assumption about the four getting to sus-
tainability assumes the current level of HIPC relief, plus?

Mr. CHRISTOFF. Yes, correct.
Mr. FRANK. If we did further debt relief, I would be interested

in that. I have one last question, and that is very useful, Treasury
would not let you talk to the World Bank.

Mr. CHRISTOFF. No.
Mr. FRANK. Did you want to?
Mr. CHRISTOFF. Well, yes.
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Mr. FRANK. Do you think it would have helped the report if you
did?

Mr. CHRISTOFF. Yes.
Mr. FRANK. Did Treasury tell you why you could not do it?
Mr. CHRISTOFF. Well, first of all, GAO’s protocols with Treasury

are——
Mr. FRANK. I understand that they have the power to do it.
Mr. CHRISTOFF. Yes.
Mr. FRANK. But did they give you a reason?
Mr. CHRISTOFF. Yes, they said that because they were in the

middle of negotiating the IDA replenishment, it would be inappro-
priate for the GAO to speak to that.

Mr. FRANK. Let me ask you, does that make the slightest bit of
sense to you?

Mr. CHRISTOFF. Absolutely not.
Mr. FRANK. Thank you.
How getting information from the World Bank could interfere

with IDA negotiations, is just odd. I must say to the Treasury,
many of us want to help them implement this plan, and I was jolt-
ed to see that they would not let you talk to the Bank.

I mean, if you are going to dispute with the Bank, I am inclined
to be persuaded by what you said. But I would be even more per-
suaded if I would have had a chance to have your analysis of what
the Bank said. I understand you did the best you could. This is not
a criticism of you.

But let me just appeal to Treasury. Let me ask, if Treasury
changed its mind, would there be any point in your now just double
checking with the Bank, or is it too late?

Mr. CHRISTOFF. Well, I think we would like to talk to the Bank
about the fact that if the proposal is operationalized, how would
they do it.

Mr. FRANK. I appreciate the subcommittee having this hearing,
but I think that maybe we could, as a subcommittee, ask Treasury
not to prevent you from talking to the Bank. This is an important
subject.

Mr. CHRISTOFF. That would be helpful.
Mr. FRANK. It is hard for me to see what Treasury is afraid of,

unless they are seeing this as becoming a bad precedent. But I in-
tend to ask Treasury to do that, and I would hope others would
join.

Thank you, Mr. Chairman.
Mr. OSE. Mr. Watt, for 5 minutes.
Mr. WATT. Thank you, Mr. Chairman.
I think Mr. Frank may have covered a lot of the things that I

wanted to cover. But I confess to being a little apprehensive about
how this works.

The President’s proposal says that you would replace 50 percent
of future loans with grants. You have juxtaposed that against the
benefit of forgiving existing debt. It seems to me that just the
mathematics of this leave me a little apprehensive.

Mr. CHRISTOFF. Sure.
Mr. WATT. You have got $100 worth of debt, which you are going

to leave out there, and you are going to give $50 more in the future
and $50 in addition to that in grants.
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So you end up with $150 worth of debt, and you are saying that
that is better in some way than forgiving $100 that already exists.
I am having a little trouble with that mathematics, so help me out,
if you would.

Mr. CHRISTOFF. Let me try to explain. The 100 percent debt for-
giveness does provide benefits to all the recipient countries, up to
a point. The reason why it is up to a point is that the day after
you forgive all the debt, those countries’ needs are so great that
they have to go back and continue to borrow.

So the borrowing will build up, and you reach a point, which is
at about 7 years, in which they once again become debt
unsustainable.

In contrast, the grants proposal, by replacing future lending, half
of it in the form of grants, you are keeping them debt sustainable
for a much longer period of time.

Mr. WATT. All right, but I understand that. Then I guess the
question I have is, and I guess it is the same question that Mr.
Frank had, if you both forgave the debt, which wipes out existing
debt, at a minimum, it seems to me, under your proposal, you
would expand sustainability by 14 years, I would think.

That is because you would expand that number from 7 to 14
years, even if there were no investment returns, if I understand
what you are saying. Am I missing something?

Mr. CHRISTOFF. Well, you are asking us to do what Mr. Frank
has asked us to do.

Mr. WATT. OK.
Mr. CHRISTOFF. We need to go back and do that analysis, as well,

because I think we do not want it to be perceived as an either/or
situation; that perhaps let us take the totality of it, see how much
it costs, and let us see what are the derived benefits.

Mr. WATT. That is pretty magnanimous to give away somebody
else’s money in grants. What part of these future grants come from
the U.S., just as a matter of curiosity?

I like the President giving away somebody else’s money, but I am
just trying to figure out what part of it is U.S. money and what
part of it is somebody else’s money, that he is proposing to do this
future grants program with?

Mr. CHRISTOFF. Well, the United States is a member of IDA. The
United States contributes 20 percent of all the resources to the IDA
program, itself.

The United States does still give out a lot of assistance to poor
countries, and we have traditionally been giving it out in the form
of grants, and have been doing that since the 1980s.

Mr. WATT. So our portion of the future 50 percent grants pro-
gram would be 20 percent.

Mr. CHRISTOFF. Right.
Mr. WATT. Our portion of the debt forgiveness, if you did both,

would be 20 percent of what is already outstanding. It would be
higher than that, would it not? Because were we not, at some
point, a higher contributor than 20 percent?

Mr. CHRISTOFF. For IDA, that is correct.
Mr. WATT. Yes, so this may be some of the President’s inter-

esting math here, if you look at it closely. All right, I mean, forgive
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me for being a little apprehensive, but I think I understand what
you are saying.

But I also strongly agree with Mr. Frank, that this proposal
would be a lot better if we were talking about doing both of these,
as opposed to proposing one.

It seems to me that we do not have much credibility, proposing
to do 20 percent of 50 percent, as opposed to 30 or 40 percent of
100 percent. It seems to me that both of them working in tandem
would work a lot better.

Mr. CHRISTOFF. Well, we owe you that analysis.
Mr. OSE. You are going to have to come back to that, Mr.

Christoff.
The gentlemen from California, Mr. Sherman, for 5 minutes.
Mr. SHERMAN. Thank you. No discussion of the World Bank

should ignore the fact that the World Bank has lent substantial
dollars to the Government of Iran, which continues to develop nu-
clear weapons.

Money is fungible. The money we send to the World Bank is fun-
gible with the money from other countries. The money that goes to
Iran is partially ours, and they money that they do not have to
spend meeting their domestic needs is money directly for their nu-
clear weapons program.

Just to put this into context, in the year 2000, the World Bank
agreed to loan $145 million to worthy projects in Iran. Keep in
mind, if an American had sent money to the Nazi Regime during
World War II and earmarked it for worthy projects, they could say,
well, I am just building hospitals or something. That would have
been a crime then. Supposedly, we have a war on terrorism now.

In any case, $145 million was disbursed for one worthy project,
and $87 million for another allegedly worthy project, on the as-
sumption that the Government will not simply put the money di-
rectly into the Treasury, but will actually spend it on those
projects.

I would point out also that just 5 months ago, the World Bank
staff circulated a memorandum proposing that $775 million addi-
tional dollars be disbursed to Iran.

What we have is bureaucracy’s that do not seem to be listening
to the country, and who do not seem to notice that September 11th
happened. They did not notice the ‘‘axis of evil’’ comment of our
President. Their reaction is to simply weakly oppose, meekly vote
against, and then acquiesce in our continued funding of the organi-
zation that is funding the development of nuclear weapons that
may be very well be used against use.

I do not think that that is the focus of this panel. But our contin-
ued participation in the World Bank is the continued participation
in this process.

We have never threatened to withdraw from the World Bank, or
to cutoff funds, or to do anything that would cause the slightest bit
of social consternation to our representatives to the World Bank, or
raise anybody’s blood pressure, just in an effort to prevent Iran
from having nuclear weapons because, well, that is not near as im-
portant as going along and getting along.

I would also like to focus on an intermediate course between
grants and loans. The loans made by the World Bank, and correct
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me if I am wrong, involve a repayment schedule. In between, we
could loan the money with no repayment schedule at all. It would
not be quite as good as a gift. It would not be as tough as a loan.

Then if there was some change in the Government and the
Taliban took over, then we could change and enforce that loan.

Would that not put us in a stronger position to react to changes
in governments, world events, than would a situation where we
give the money to a good government today, and before they even
spend it, a horrific government takes their place? I do not know if
you have a comment.

Mr. CHRISTOFF. Well, when we are talking about the highly
concessional loans, first of all, we are talking about poor countries.
Those are 40 year loans, zero percent interest, 10 year grace pe-
riod.

Mr. SHERMAN. So that is pretty much the model that I am talk-
ing about, except it is not explicitly tied toward at least no back-
sliding in, or perhaps even progress toward democracy?

Mr. CHRISTOFF. The loans that you were referring to, to Iran, are
not loans that would come out of this particular program. This is
the IDA program.

Mr. SHERMAN. But correct me if I am wrong, we could get out-
voted tomorrow, and IDA dollars could flow to the government of
Sudan. Is that correct?

Mr. CHRISTOFF. Sure.
Mr. SHERMAN. So not only could we be funding nuclear weapons

for Teheran we could be funding slavery in Khartoum. All that it
takes is for us to get out-voted, and we have been out-voted. Go
ahead.

Mr. CHRISTOFF. I almost feel like I need a World Bank colleague
sitting next to me, to perhaps defend some of their actions.

Mr. SHERMAN. They believe that they get to do whatever they
want, and they do not really think the Iranian Government is all
that bad, and they are not sure the Sudanese government is all
that bad. I have talked to them at length. But I hope we have an
opportunity to hear them testify.

So you are saying that there is a structure for highly
concessional loans that is between regular loans and grants, and I
am glad that structure exists, and I hope it is explored, along with
the idea of shifting to a grant program. I yield back the balance
of my non-time or my non-balance.

Mr. OSE. The gentleman’s time is expired.
The gentlelady from Indiana, Ms. Carson, for 5 minutes.
Ms. CARSON. I have a dumb question. These are the intellectuals.

I am the naive one. What happens when you go to 10 or 14 years,
and the country has not replenished its financial obligation or its
debt; what happens?

Ms. CHRISTOFF. More often than not, additional loans are given
to pay for those that have not been repaid, or it is rescheduled.

Ms. CARSON. Before you give the loans or the grants, as pro-
posed, do you have some test on accountability, stability?

Mr. CHRISTOFF. Well, the World Bank, at least through the HIPC
Program, places a lot of conditions on the existing loans that it has.
It wants those countries to try to achieve some macro-economic re-
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forms. It wants it to focus some of its poverty reduction programs
in certain areas, like health and education.

Ms. CARSON. I have no other questions, Mr. Chairman.
Mr. OSE. The gentlelady yields back the balance of her time.
Is it the pleasure of the Members to go another round, or do you

have additional questions? I have two. Would you like to go an-
other round here? All right, to the extent that you have questions.

Mr. Frank brought up what I thought was a very important
question, and that was, when you refer to the $5 billion in un-
funded World Bank obligations at present, is that the face value of
the paper, or is it the present value?

Mr. CHRISTOFF. The present value.
Mr. OSE. So that would be the market valuation on that paper?
Mr. CHRISTOFF. Taking into account, right, the inflation.
Mr. OSE. If you went out into the market place to buy the paper,

it would cost you $5 billion?
Mr. CHRISTOFF. I do not know, would it Tom?
Mr. OSE. Mr. Melito.
Mr. MELITO. There is no market value for this debt. This is not

publicly traded debt, and it would be very difficult to know what
that market value is.

I want to say that it is $5 billion in present value, but it is most-
ly in the recent years, so the present value and the nominal value,
in that case, are fairly close to each other.

Mr. OSE. Well, I think Mr. Frank raises an interesting question.
Why would we pay $5 billion for something that potentially has no
value?

Mr. MELITO. The resources of IDA depend on several things; one
of which is repayments from recipient countries. When we talk
about the cost of forgiveness, one of the things you must think
about is, where does IDA come up with an alternative source of
money to make the loans it is scheduled to make in the future.

So when the $5 billion shortfall is considered, it is considered as
a possible funding gap for the World Bank. Any additional forgive-
ness of multilateral debt would be an additional potential funding
gap, and the expectation of the donors would have to make up
some of that, if not all of that gap.

Mr. OSE. I am not quite sure I understand your point. I am try-
ing to get at, if the World Bank has an outstanding obligation or
a commitment of $5 billion for HIPC debt forgiveness, and that
debt has a market value, arguably of zero, then do you not have
to write the thing down to zero?

Mr. MELITO. From a financial perspective, that is correct.
Mr. OSE. Otherwise, we are going to go off, as Mr. Frank sug-

gested, using Enron’s accountants.
Mr. MELITO. There is a financial perspective, which I agree with.
Mr. OSE. Or for that matter, a Global Crossings’ accountant.
Mr. MELITO. There is also a public policy issue, as well, though.

People wish for IDA to stay engaged in poor countries in the years
ahead. There is a desire to increase its resources to poor countries.
This $5 billion is currently committed, but there is no actual source
of it. That is the cost, or that is the gap.

Mr. OSE. But it committed to debt forgiveness.
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Mr. MELITO. Well, but it is also part of their future asset base.
That is the complication.

Mr. OSE. That seems like paper with ink on it that has no value,
to me.

Mr. MELITO. Yes.
Mr. OSE. My second question has to do with the manner in which

IDA funds loans. It is my understanding that on a project that IDA
is involved in, the country makes a contract with someone who will
build it. The contract is presented to IDA. IDA never pays the
country. They pay the contractor directly. Is that correct?

Mr. CHRISTOFF. I do not have the details on that.
Mr. OSE. The question really is whether or not the money gets

co-mingled.
Mr. CHRISTOFF. We have not looked into that, in terms of the

procurement practices, no.
Mr. OSE. All right, Mr. Bentsen.
Mr. BENTSEN. Thanks, Mr. Chairman.
I think what you are saying is the $5 billion, it is cash flow, and

that they need cash flow, so that they can keep lending.
But it begs the question as to, if you are going to lend money for

40 years at zero years, and really, 50 years with a 10 year grace
period, you are going to have an evaporation. It may have a nega-
tive arbitrage. You are going to have a loss on the money.

So even though at the 50 percent level, you all calculated about
a $15 billion or $16 billion cost of funding half of future commit-
ments through the form of grants, it is not as simplistic as dou-
bling that, I do not think.

But I am curious whether or not you could look and see really
what the projected cost in present value terms would be, if you just
went, for the HIPC countries, to a full grant program.

Because, again, you have got a five percent loss rate, and you are
getting negative returns at zero percent. So over a very extended
period of time, we may want to re-think this. That is a policy issue,
but you all should look at that.

How much of the portfolio of IDA are the HIPC countries?
Mr. CHRISTOFF. I will have to submit that for the record. We do

not know at this point, sir.
Mr. BENTSEN. I mean, it seems to me, if it is a majority, then

I think we really want to think about re-doing IDA. If it is two-
thirds or something, you can always create a soft window lending
vehicle, but it is a losing money venture right now on both ends.
So it would seem we would want to make a change. But if you
could find those answers for me, that would be helpful.

Mr. CHRISTOFF. And also, if I heard you correctly, that is looking
at 100 percent grant forgiveness for the HIPC countries.

Mr. BENTSEN. Right, if you could determine that. I think you
ought to be able to figure out a present value cost of that, with the
loan lost rate, and the negative costs, assuming an inflation rate
going out.

Thank you, Mr. Chairman.
Mr. CHRISTOFF. Absolutely.
Mr. OSE. The gentleman yields back.
Mr. Gonzalez, anything else?
[No response.]
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Mr. OSE. Mr. Hinojosa, anything else?
Mr. HINOJOSA. I have no further questions.
Mr. OSE. OK, Mr. Frank.
Mr. FRANK. On the valuation question, which is an important

one, we did do some bilateral debt relief, as I recall. Do you remem-
ber what the discount figure was, that was applied to that?

Mr. MELITO. It was approximately nine cents on the dollar.
Mr. FRANK. Nine cents on the dollar, OK, yes, and obviously, I

assume when we talk about future HIPC debt relief, there is no
reason not to use the same figure.

So was $5 billion the future highly indebted country debt?
Mr. MELITO. That is the projected cash flow loss, Mr. Frank, for

the World Bank, from its involvement in HIPC, II.
Mr. FRANK. So we would be talking about a cash amount of $450

million.
Mr. MELITO. They are valuing it at 100 cents on the dollar, yes.
Mr. FRANK. Yes, but if you apply to that outstanding HIPC debt

the discount figure that the Office of Management and Budget told
us to apply, same debt/same country, I mean, there is no quali-
tative difference that jumps to mind. You would be talking about
$450 million, not $5 billion.

Now over the 40 years, to replace the reflows from loans to a 50
percent grant, you said was $15 billion, approximately?

Mr. CHRISTOFF. Yes.
Mr. FRANK. And that would be a 1.6 percent increase.
Mr. CHRISTOFF. Right.
Mr. FRANK. All right, well, if $15 billion meant a 1.6 increase,

does somebody have a calculator; what does $450 million do? It is
a pretty minuscule one.

So in other words, by using the discount rate that OMB gave us
for debt, it would only cost us $450 million in the same realistic
terms, for the future. Let me see, that is three percent, I think, of
$15 billion would be, $150 million would be 10 percent, and $450
million is three percent. So what is three percent? That is not a lot
of money, 1.6 percent.

We are talking about further increasing by 3 percent of 1.6 per-
cent, so it seems pretty minuscule. So I take it from that, that if
we were to stay consistent with OMB’s view of the debt in the fu-
ture, now maybe you could argue that if you were to switch from
loans to grants, then the value of the future debt might be a little
greater, because they would be under a little less strain and they
would have a little more money. But it is still clearly minuscule.

So that strengthens my view that we ought to be doing both, if
we are talking about an additional $450 million on what is a $15.6
billion cost. It seems to me, just a little bit above de minimis.

Thank you, Mr. Chairman.
Mr. OSE. The gentleman yields back.
Mr. Watt, anything else?
[No response.]
Mr. OSE. Mr. Sherman.
Mr. SHERMAN. I have just a little bit more here.
Mr. Hinojosa brought up the issue of how they account for im-

ports and exports. In his example, would the export value be just
the value added in Mexico, or would it be the entire value of the
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goods being shipped, including the original value of the American
fabric; or is this just something you do not know?

Mr. CHRISTOFF. I do not know.
Mr. SHERMAN. I yield back.
Mr. OSE. The gentleman yields back.
We want to thank this panel for joining. Mr. Christoff, Mr.

Melito, we appreciate your testimony and your insight.
Mr. CHRISTOFF. Thank you, sir.
Mr. MELITO. Thank you.
Mr. FRANK. Mr. Chairman, could I get unanimous consent to

make a request?
Mr. OSE. Well, you can always make a request.
Mr. FRANK. My request would be that we sponsor a witness

school with these two people, for almost everybody else who comes
and testifies, and dances and evades. This was the most straight-
forward testimony that I can remember getting in a long time.

Mr. CHRISTOFF. I thought you were going to put me in the ‘‘danc-
ing and evades’’ category for a second.

[Laughter.]
Mr. OSE. You have got to watch him, I have got to tell you.

Thank you for the suggestion, Mr. Frank.
Again, I want to thank this panel for joining us today. Just as

a heads up, we will leave the record open, so you may get some ad-
ditional questions.

Mr. CHRISTOFF. And we owe you some things.
Mr. OSE. Right, we will be sending them, and it will be open for

10 days, I believe. Anyway, thank you for coming.
Mr. CHRISTOFF. Thank you, sir.
Mr. OSE. You are excused.
We are going to enter for the record a CRS report for Congress

on IDA loans versus IDA grants, dated February 8th, of 2002.
[The referenced material can be found on page 126 in the

appendix.]
Mr. OSE. I am going to invite the second panel up to the witness

table. We will take about 2 minutes here.
[Recess.]
Mr. OSE. I would like to welcome the second panel to our sub-

committee hearing. Our second panel, as I said, has four panelists
to testify on the current status of the North American Development
Bank.

We will hear today from the Honorable Victor Miramontes. Mr.
Miramontes is currently the President and COO of American City
Vista, where his responsibilities include operations, finance, and
project development. Prior to this position, Mr. Miramontes served
as Managing Director and CEO of the North American Develop-
ment Bank.

He holds a Bachelor’s and Master’s Degree in Economics from
Stanford University, and I want to say that is the Stanford Junior
University, and a Law Degree from Stanford University, as well.
I went to Cal, so we will overlook your transgression.

In addition, joining us today is the Honorable Jose Aranda, Jr.,
the Mayor of Eagle Pass, Texas. He will testify here on this panel.
Mayor Aranda was first elected in 1998. He is in his second term.
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Eagle Pass is a border town, which has direct interaction with the
North American Development Bank and the BECC.

Mayor Aranda, who was suggested as a witness by Representa-
tive Bonilla from Texas, is also Chairman of the Texas Border In-
frastructure Coalition.

Our third panelist is Mr. Ernesto Silva, the City Manger of Mer-
cedes, Texas. Mr. Silva was suggested as a witness by Congress-
man Hinojosa. As City Manager, Mr. Silva has had a direct in-
volvement with North American Development Bank, coordinating
in Mercedes a water treatment plan expansion, a master drainage
and paving program, and a master waste water interceptor pro-
gram.

Mr. Silva began his work in Mercedes in 1997, after serving the
previous 10 years in the city of Farr, Texas, also as City Manager,
coordinating similar infrastructure projects.

Our final panelist, Mr. Don Gonzalez, was suggested as a witness
by Representative Gonzalez. He is the Executive Vice President
and Manager with the investment banking firm of Estrada
Hinojosa & Company, based in San Antonio. He has direct experi-
ence working with border communities in obtaining financing from
the North American Development Bank.

I know that Mr. Gonzalez had a request in for the purpose of an
opening statement at this point, and in the subcommittee’s delib-
erations, the gentlemen is recognized.

Mr. GONZALEZ. Thank you very much, Mr. Chairman. In the in-
terest of time, I do have a statement to make. However, I am really
anxious to hear the testimony and the questions that will be posed
to members of this panel.

So I will be submitting my statement in writing, to be made part
of the record, as well as comments and statements from Congress-
man Solomon Ortiz, Sylvester Reyes, Mayor Ed Garza of San Anto-
nio, and the Free Trade Alliance of San Antonio, all of whom are
strong supporters of NADBank.

With that, I yield back, sir. Thank you.
Mr. OSE. The gentleman yields back.
With that, we are going to go to our panelists. We will go first

to Mr. Miramontes for the purpose of a statement. We have re-
ceived each of your written testimonies, and we have reviewed
them and read them. To the extent that you can, we would like you
to summarize within that 5 minute period.

Mr. Miramontes, you are recognized.

STATEMENT OF HON. VICTOR MIRAMONTES, PRESIDENT AND
COO, AMERICA CITY VISTA

Mr. MIRAMONTES. Mr. Chairman, first of all, I must say I come
here as a Stanford graduate. I respect all Cal graduates. I see you
have changed the curtains here to match the colors. But once
again, thank you very much for inviting me.

Mr. Chairman and Members of the subcommittee, I thank you
for invitation to appear before you today. I will not read from my
written comments, but I would encourage your staffs to read them,
because there are issues here that are fairly complex, but very,
very important for the future of the citizens of the border region.
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I have read my colleagues’ comments at this table, and I can say
that I agree with most of the issues being presented today. There
are issues in conflict, not because the people at the table are in
conflict, but because the issues of the border are very complex and
creative what I call inherent conflicts, given the poverty, the
growth, and the pressures that we see up and down the border.

I would focus, therefore, rather than go through the specific pres-
entation that I submitted, on the key issues that are being exam-
ined today.

First of all, the border region is one of the fastest growing re-
gions throughout the world, and especially the United States. The
one thing that the people from the border share in common is that
we know there is a better future for us, as we learn how to exercise
our intellectual, political and economic capabilities. We have great
pride in our region, and we know that things will get better, as we
grow and improve our own skills.

Second of all, I need to point out that the NAFTA process almost
10 years ago created incredible expectations. There were expecta-
tions at all trade levels. But for the border, what the expectation
was, was that a bank was being created that was being funded
with $3 billion in grants; and if not grants, paid in capital.

That expectation, to this day, has been one of the major sources
of disillusionment on the parts of many border communities, be-
cause the amount of paid-in capital was a fraction of that.

Successes have occurred over the past 10 years. I would like to
just point out a few very simple facts. Over six million people over
the past 10 years have received additional service from the pro-
grams created from the NADBank BECC process. I cannot say that
if the Bank and BECC had never existed, would that many people
have been served.

But I can tell you this. Over the past 10 years, more projects
have been done along the border more equitably, especially in
smaller communities than virtually in the entire history before that
period of time. This is a better way of dealing with the issue, al-
though there are major hurdles to overcome.

The key to this is that long-term operations and visions for a
community must be incorporated into the short-term fiscal needs;
typically, grants. But the long-term operation and maintenance and
governance issues that must be met are the solution for the future
needs of the border communities.

The Bank’s lending program, frankly, does not work. That is the
simplest way to say it. The reason it does not work is because the
majority of the communities on the border cannot afford market
rate loans, and there are much better alternatives for loans for en-
vironmental projects on the other side of the border.

Therefore, the charter of the Bank needs to change, and needs
to be amended to address the fact that it is currently unable to
lend to its current capabilities.

While the Bank’s primary lending programs have failed, the cre-
ation of the Bank and the BECC have truly improved EPA’s abil-
ity, though, to deliver and to fund projects along the border. This
was an unintended, but very good, consequence.
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As it relates to the questions posed to me and to the question
about the proposal set forth in Monterrey, Mexico, by the Presi-
dents, I would like to make the following comments.

First of all, I do believe expanding the Bank’s capabilities south
of the border is a positive step. It must be done judiciously, but I
think it is a very positive step.

The border region is impacted literally from every part of both
nations’ trading routes. Trucks from Chicago destroy the streets of
Eagle Pass as they drive through. So there needs to be a recogni-
tion that trade moves great amounts of traffic through very small
crossing points. Those small communities bear the brunt of the ma-
jority of that traffic and issues that are related to that type of
growth.

Second of all, the reform is proposed that the two boards of the
BECC and the NADBank be merged. I do not oppose that concept,
as long as the ability of the board to merge its interests of the two
institutions are done appropriately.

The problem is, both institutions have very different missions,
and we need to respect the fact that each mission must be met ap-
propriately.

This is the core of my recommendation. What I would rec-
ommend is that the Bank’s charter be amended very simply. It
should be amended to allow all infrastructure projects to qualify for
the Bank’s loans.

What I would do then, because that is a very broad mandate, is
give 100 percent of the power to determine which infrastructure
program is appropriate to the Board of Directors of the Bank, and
if it is merged, the BECC, also.

Currently the Board of the Bank is controlled by the two govern-
ments. Treasury and Hacienda alternate chairmanships. So this is
not a delegation of this authority beyond the U.S. Government and
Mexican Government. It is an appropriate delegation of this au-
thority.

It is inappropriate, though, for this issue to come back in 5 or
10 years, and try to renegotiate a bilateral agreement, again.

I would suggest we fix this once, and let future administrations
determine what is the appropriate use of that mandate, how it
should be applied; and the Congresses in the future should decide
how much money should be applied.

In essence, Mr. Chairman and subcommittee Members, I would
say that many good things have come out of this process. There is
a fundamental flaw in the Bank’s charter. It needs to be addressed.
I suggest it be addressed once. It should be done intelligently, and
with a full public process that begins, I believe, today.

I do appreciate the opportunity to be here. I will limit my com-
ments to that, and make myself available for questions further in
the testimony.

Thank you.
[The prepared statement of Hon. Victor Miramontes can be found

on page 94 in the appendix.]
Mr. OSE. Thank you, Mr. Miramontes.
Mayor Aranda, thank you for joining us. You are recognized for

5 minutes.
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STATEMENT OF HON. JOSE ARANDA, JR., MAYOR, EAGLE PASS,
TEXAS

Mr. ARANDA. Thank you, Mr. Chairman.
I certainly appreciate the opportunity to address this group on an

issue that is really very important to the community of Eagle Pass;
but not only Eagle Pass, but Maverick County.

What I would like to present to you is the process that we have
gone through and the experience that we have had with NADBank
and BECC, in reference to our regional project.

As you know, Eagle Pass is located right on the border, and Mav-
erick County has had a 30 percent increase in population since
1990, according to the Census of 2000. Part of the problem, just
like any other border community in Texas, is that our poverty level
is very high, 46 percent. Out of the 254 counties in the State of
Texas, we rank number five, or 250, excuse me.

What I would like to talk to you a little bit about is the fact that
the city of Eagle Pass has gone through a lot of growth. This has
caused us to take a look at the possibilities of having a new water
treatment plant.

At the same time that this was occurring, because of the growth
and the fact that our plant was such an old plant, a 1949 plant,
and all the requisites that we have to be able to have better quality
water, it has really put a strain on the system.

So we were looking, and at the same time, outside of Eagle Pass
in Maverick County, there exists a regional or a rural water supply
corporation called El Indio Water Supply. This water supply sys-
tem, which started off really just being a rural water supply area,
has already half the capacity for 1,400 connections. At this point,
it is already over 2,000.

I am not very much of a technical person, but I will tell you that
the most important thing that I would like to present to you is the
fact that drinking water is very important to all of us. It is some-
thing that is taken for granted in many communities, but in this
rural area, it has really become a problem.

You are talking just opening up the faucet and getting murky
water, getting dirty water, to the point that the Texas Natural Re-
source Conservation Commission has cited the system already, and
has asked the system to do something different.

The problem that El Indio Water Supply Corporation has had is
that it would like leadership to be able to get these things done.
The city of Eagle Pass system had been encouraged, had been
asked by not only the NADBank people, EPA, the Texas Water De-
velopment Board, to look at the possibilities of merging the sys-
tems.

With that intention, the city of Eagle Pass looked at it very close-
ly. We studied it, and we came up with a plan, together with BECC
and NADBank and the Texas Water Development Port.

The project, in itself, for the city of Eagle Pass, would be a total
of $53 million, and the El Indio Water Supply’s portion would be
for almost $48 million.

You would say, well, why the big difference, when you are talk-
ing about 2,000 customers, as compared to 10,000 customers within
the system of Eagle Pass. I go back to the issue of how antiquated
and how limited the El Indio Water Supply system is.
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So the important point here that I am trying to make is that
Eagle Pass is really coming to the rescue of a system that needs
a lot of assistance. It is something that we consider to be our moral
obligation.

The city, in effect, is proposing to help prevent the health threats
associated with the inability of a water supply corporation to pro-
vide potable water to its estimated 10,000 to 14,000 residents.

The city has no responsibility to extend this service to residents
that do not reside in the city, but we have recognized that it is our
moral obligation to do this.

The project also will benefit the economic and residential projects
that are proposed by the Kickapoo Traditional Tribe of Texas, that
is within this region. Overall, it is a project that we feel is needed
for the overall growth that we have had.

The concern that we have is that the NADBank has offered as-
sistance, but it has not been sufficient assistance. It is offering $14
million of payment assistance or debt service, to be able to help
with the debt service for 7 years. But the concern here is that $14
million, plus $4 million that they are offering in the construction
proposals or construction money, will not be substantial enough to
be able to reduce the rates.

We are looking at the possibility of having a 50 debt ratio at the
end of 7 years. This is something that, in our opinion, would be
very difficult to operate a system with such a high debt ratio.

The bottom line is, what we are looking at here is that this type
of operation, this type of regional system that we were encouraged
to be able to offer the residents of Maverick County is something
that NADBank is not really ready to be able to deal with, because
they do not have the formulas and the monies to be able to deal
with two systems that are becoming one.

There are only a certain amount of monies that can be available
to us, and we are asking for your help, and we are asking for
NADBank’s help, to be able to influence how to be able to change
those formulas.

Pretty much, that is the concern that we have in dealing with
NADBank. We feel that everything else that we have been dealing
with has been very, very good.

The relationship that we have established is based on profes-
sionalism, and we encourage the support of being able to support
projects like the Maverick County project or the Eagle Pass project.
That is certainly an example for the rest of the border, when we
are trying to create bigger projects, to be able to serve more people,
and thus, be a more manageable system, and a better, more effi-
cient system.

Thank you.
[The prepared statement of Hon. Jose A. Aranda, Jr. can be

found on page 66 in the appendix.]
Mr. OSE. Thank you, Mr. Mayor, we appreciate your testimony.
Mr. Silva, as I said, we do have your statement for the record.

We welcome you. You are recognized for 5 minutes to summarize.
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STATEMENT OF ERNESTO SILVA, CITY MANAGER, MERCEDES,
TEXAS

Mr. SILVA. Thank you, Mr. Chairman, and good morning, Mem-
bers of the subcommittee.

I will attempt to give you the local perspective in 5 minutes of
a 6-year relationship that the city of Mercedes has had with the
bank.

For those of you that are not familiar with our small community,
it is in South Texas, located on the U.S.-Mexican border. It has a
population of 14,000. It has a sixteen percent unemployment rate
and a 52 percent poverty rate. The average income is $5,237. The
average home value is $29,500.

As you can see, the city of Mercedes, like many of the other bor-
der communities, is a distressed community. More importantly, it
has 30 colonias outside of its corporate limits, with 8,000 residents.

In 1991, the Texas Water Development Board adopted the Eco-
nomically Distressed Areas Program to provide funding for munici-
palities and rural supply corporation to bring water and waste
water facilities to colonia resident, which are residents living in
substandard subdivisions that are often referred to as Third World
conditions.

Our NADBank experience began in 1996. We were the guinea
pig. We were the first to receive funding from the NADBank. We
received a $1.6 million loan from the North American Development
Bank, at an interest rate of approximately nine percent.

Two years later, in 1998, the bonds were refunded, and the city
of Mercedes sold tax exempt bonds at four and-a-half percent inter-
est rate.

The reason we did this was construction had not begun in 2
years, and the city had begun to make payments on the loan, and
the interest rate was too high.

In an effort to rectify the situation, the city of Mercedes, along
with Mr. Victor Miramontes, the other panelist here, began some
extremely high profile meetings. There in these meetings, what we
identified was that the city of Mercedes, just like many of the other
communities in Texas that were going through the NADBank proc-
ess, was not prepared to undertake the loans that were being given
to them.

During this process, what we identified was that the city had to
take an institutional development, as we called it then. We had to
upgrade the city’s financial management system. We received a
grant from the Rio Grande Empowerment Zone for $250,000.

We conducted a water and sewer rates study. NADBank funded
that at $30,000. We conducted a sanitation rates study that was
funded by NADBank at $18,000. We conducted an in-flow infiltra-
tion study that was funded by the NADBank at $120,000. We es-
tablished a debt service that was funded by the NADBank transi-
tion assistance at $450,000.

We implemented a repair and replacement reserve that was
funded by the NADBank transition assistance at $250,000. We im-
plemented a water meter replacement program that was funded by
the North American Development Bank in the city at $850,000.

We adopted a water and waste water facilities plant that was
funded by the BECC and the city at $190,000. We adopted a 5 year
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capital improvement plan at $50,000 that was funded by the city.
We also adopted a 7 year operational budget, along with a 7 year
water and sewer rate study.

This is extremely important. This approach was different than
the approaches that had been taken in the past by the North
American Development Bank and the BECC. It provided a com-
prehensive understanding of the city’s utility system and its func-
tions.

More so, it also provided an additional $12 million worth of infra-
structure that had to be funded by the city over the next 5 years.

The Bush and Fox plan that we have been asked to comment on,
the extension of the 100 kilometers to 300 kilometers in Mexico, we
feel would not be a problem, especially when the America cities
have the opportunity to request funding from other State and Fed-
eral agencies.

We also feel that one of the major issues that we are facing is
the expansion of the program by the North American Development
Bank to fund those projects dealing with health care, waste dis-
posal, hazard waste, and transportation.

Two of the major obstacles that I foresee with the North Amer-
ican Development Bank process is the procurement of projects. The
procurement of projects takes an extremely long time, as much as
6 months.

Also, besides procuring the project, there has to be an under-
standing between State and Federal agencies to accept the engi-
neering plans, or what we call a facilities plan, so that these facili-
ties plans can be utilized by both Federal and State agencies, along
with the county agencies.

For the most part, you can undertake a facilities plan with the
Texas Water Development Board, and then you have to take it
back and do another one for the North American Development
Bank. These processes take about 6 months to a year to complete.

In closing, I would ask that the Charter of the Bank also be
amended to include other programs and be expanded, and more im-
portantly, that the procurement process be changed, and also that
there be a standard engineering plan that would be accepted by all
parties, when the cities go to request funding from the State agen-
cies, along with NADBank and the BECC.

Thank you.
[The prepared statement of Ernesto Silva can be found on page

110 in the appendix.]
Chairman BEREUTER [Assuming Chair]. Mr. Silva, thank you

very much. I am Congressman Doug Bereuter. I do apologize for
not being here earlier. The Speaker gave me, unexpectedly, some
duties related to the visit of the Canadian Speaker of the House
of Commons.

This hearing today is of special interest to me, and especially to
the Members who are gathered here today. So we very much appre-
ciate the fact that all four of you have come in.

I think now we would like to call on Mr. Don Gonzales, Estrada
Hinojosa & Company, Inc. As mentioned by the Vice Chairman,
Mr. Ose, you may summarize your statement. The entire statement
will be made a part of the record.
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I do want to thank Mr. Ose for his help in chairing the sub-
committee this morning. Please proceed.

STATEMENT OF DONALD J. GONZALES, EXECUTIVE VICE
PRESIDENT, ESTRADA HINOJOSA & COMPANY, INC.

Mr. GONZALES. Thank you and good morning, Mr. Chairman and
Members of the subcommittee.

My take on the NADBank and the BECC process is slightly dif-
ferent from the perspective of being more technical in nature. I am
going to try to summarize my comments to that effect.

Our firm has done a significant amount of work with border com-
munities in taking them to the BECC and NADBank, as well as
other agencies. We also serve as a financial advisor to the North
American Development Bank on projects that we have no involve-
ment with.

One of the things that we see that I think can very much help
taking the NADBank to the next level with the BECC is some of
the things that have already been mentioned. I think one of the
critical ones is trying to bring about some type of standardization
in substance and in form with respect documents, applications,
that need to be submitted to various agencies.

That will definitely streamline the process. That will help to
bring about not only a shorter review time, but also an information
sharing process that I think has been developing, but is still not
to the point where I think everyone would like to see it.

With respect to the reforms that have been discussed with re-
spect to Presidents Bush and Fox, I think there are a number of
avenues there that can, I would recommend, be explored. When we
look at going from 100 kilometers to 300 kilometers, that region,
we think, can be of assistance in terms of leveraging the paid-in
capital of the Bank.

In doing so, if those benefits that would ensure to that region
would be earmarked for the benefit of the priority region within the
original 100 kilometers, then I think that you will also be able to
provide additional grant assistance to that 100 kilometer region.
That region still needs to be maintained as the focus.

Without specifically addressing that with additional grants to
maintain affordability and sustainability, the projects themselves
are not going to be solved purely with just money. They need to be
looked at from both perspectives, and cannot be seen as mutually
exclusive. We feel very strongly about that.

The other point, in dealing with the expanded region, if you were
to look at infrastructure projects, such as what Mr. Miramontes
mentioned, and you are able to make more market rate type invest-
ments and loans to those areas, I think the Bank will be able to
not only expand its capital, but be able to generate better returns
than what they probably would be able to generate, given the cur-
rent 100 kilometer region.

The 100 kilometer region really needs to be primarily just grants
and a limited amount of the low interest rate loans. Currently, the
loan interest rate program, at $4 million and $8 million, respec-
tively, have a very limited impact when we talk about projects that
are in the $20 million, $30 million, or $50 million range.
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They are larger, regional-type projects, and the benefit that
would actually come to the communities that need these types of
projects, it is just not enough to fill the gap.

When we look at competitiveness, current interest rates for com-
munities that are investment grade can be significant, in terms of
what they can obtain right now in the market place in the tax ex-
empt basis, whereas, the NADBank, prior to the low interest rate
loan program was, as Mr. Silva mentioned, in the seven, eight, or
nine percent range.

The way that they were being made more affordable was by
blending grant assistance in with the high interest rate loans, to
essentially blend down the interest rate to something more afford-
able, but still looking at something in the seven percent interest
rate range.

That is not going to be a project that is going to be affordable
and sustainable over the period in which these projects will have
their useful life, and the amount of time with which they are going
to be repaid to the Bank.

Another item that I think is important to emphasize is in looking
at trying to merge the two boards of the Bank, that is an issue that
may need a little bit more time than we have the ability to express
to you.

But I think that the emphasis from the BECC has been to really
focus on the environmental and engineering side of the projects.
That emphasis has been there. It makes sense that it would con-
tinue to be there.

The financial emphasis of the NADBank and the areas that they
have been focusing in on have not only been on the debt side, but
also on the operations and maintenance side, and looking forward
to sustainability of the projects.

With both of these pieces separated, there has been a greater
focus given to each one. Whether they are done under one board
or under two boards, we will leave that to this subcommittee and
other’s infinite wisdom. But I think the main thing that is critical
here is that the financing piece really needs to remain a very
strong emphasis.

With that, I see we are about out of time. I would like to answer
any questions, and thank you again for the opportunity to come be-
fore the subcommittee.

Chairman BEREUTER. Thanks to all of you.
In order to expedite the question period for the subcommittee, I,

without objection would like to make my entire opening statement
a part of the record.

[The prepared statement of Hon. Doug Bereuter can be found on
page 48 in the appendix.]

Chairman BEREUTER. I would have tried to set the context
through that statement, but I want to just summarize the Board,
as it exists today, with respect to the reforms that have been sug-
gested.

With respect to proposals to reform the NADBank, Presidents
Bush and Fox formed a bi-national working group that held a se-
ries of discussions with States, communities and other stakeholders
in the border region. The purpose of generating plans for reform
was to strengthen the performance of NADBank and the BECC.
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As a result of the meetings, the two Presidents came forth with
a joint reform proposal. One of the reforms would expand the juris-
diction of NADBank and the BECC only in Mexico from 100 kilo-
meters to 300 kilometers from the border. Many of you have al-
ready referenced that.

The jurisdiction of NADBank and BECC in the U.S. would re-
main unchanged under that proposal. Additional reforms would in-
crease the capacity of the NADBank to provide grants and low in-
terest loans by doubling the low interest rate lending facility to
$100 million, and establishing a $50 million grant financing alloca-
tion.

The Presidents’ proposal would provide a change, as mentioned,
by Mr. Gonzales, in the organizational structure of NADBank and
BECC through creation of a single Board of Directors to oversee
both institutions. I noticed you wisely sidestepped that and left
that to us.

The Board would have representation from both countries; the
Federal Government; the four U.S. border States of California, Ari-
zona, New Mexico, and Texas; as well as representatives from
those border States in Mexico; and from the public.

In addition, the subcommittee needs to begin examining H. Res.
355, which was introduced by Representative Gonzalez of Texas,
and which is co-sponsored by at least 10 additional House Mem-
bers. This resolution would afford alternative recommendations for
reform to the NADBank.

While this resolution would allow the NADBank and BECC to re-
main separate entities, it would require a review and subsequent
improvement of BECC’s certification process. The resolution also
expresses the sense of the House that the Boards of the BECC and
the NADBank should consult with interested parties in exploring
options for better follow-up on projects.

Additionally, Mr. Gonzalez’s resolution, among other things,
would allow the remaining paid-in capital and callable capital to be
lent without BECC certification for non-border and non-environ-
mental infrastructure projects.

I hope I have summarized it correctly. Perhaps I have hit some
of the high points that Mr. Gonzalez will bring to our attention.

With that kind of a context for the record and perhaps for our
discussion here, I would like to begin the 5-minute question period
by turning first to Mr. Bentsen and then Mr. Ose and so on, in ac-
cordance with Members’ appearance here.

While we are going to operate under the 5-minute rule, I assure
you that we will come back and make sure that Members have a
chance to take advantage of the wisdom in front of us.

Mr. Bentsen.
Mr. BENTSEN. Thank you, Mr. Chairman, and I want to thank

our panelists for being here today.
Mr. Miramontes, in your testimony, you said that one of the real

problems with the lending facility under the NADBank structure,
specifically on the United States’ side of the border, to begin with,
the projects that could be lent under the current Charter can be
funded with tax exempt rates, as opposed to taxable rates, which
is what NADBank can fund out; albeit, as you also stated, a num-
ber of the credits are non-investment grade, so they are paying 200
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or 300 basis points higher, but nonetheless, they may not eclipse
the taxable rate.

Given the fact that you have a grant funding aspect, would it not
make sense for Congress to take a look at what it did, for instance,
under the Clean Water Act, when it allowed the States to set up
the revolving fund, either to provide a guarantee or set up a bond
bank type structure, using NADBank for eligible projects in eligible
communities along the border, to allow them to take advantage of
the tax exempt rates.

If I recall correctly, unless specifically noted in the code, a Fed-
eral guarantee of a tax exempt structure is a taxable event. So it
would take a change in law to do that.

But number one, would it be possible to structure a program like
that, that would make the NADBank a more flexible financing fa-
cility?

Number two, and I say this very carefully, because I do not want
to appear to be trying to take advantage of one side or the other,
the capital is paid in equally by both the Government of Mexico
and the Government of the United States. is there a loan rate dif-
ferential between lending for projects in Mexico, versus projects in
the United States; and if so, is that a formula based upon what
market loan rates would be?

Mr. MIRAMONTES. Let me address the first question. I was actu-
ally the first employee of the bank. I remember I walked into
Treasury, and in my statement, I also mentioned that the 7 years
I was there were some of the hardest years, but I loved every
minute of it. I really did.

But I remember walking into the U.S. Treasury and proposing a
concept that talked about using the Bank’s funds to guarantee, and
my proposal lasted about 3 minutes. It is a tax issue. A Federal
guarantee cannot support a tax exempt issue without losing the tax
exempt status.

The North American Development Bank is an international insti-
tution, so we explored ways of trying to come up with mechanisms
that would allow it to guarantee, maybe with the Mexican portion
of the funds, a U.S. tax exempt security, and not result in its loss
of tax status. It is a complex issue. But if there were specific ap-
proval for that, I believe then it is possible.

The SRF funds work. The State revolving funds work. I believe
that is the right mechanism for environmental projects, on both
sides of the border.

Basically, I do not care where you go in the world, environmental
projects are very expensive, and they rarely can be built without
substantial support from typically Governmental sources. So you do
need that on both sides of the border.

The problem that Mayor Aranda has in Eagle Pass is very spe-
cific. He is doing the right thing. He needs to merge two major sys-
tems. There is not enough money available for that kind of a
project. So that is one thing we have to figure out, in terms of how
you make those kind of pools of money available.

Number two, in terms of, is there a differential in the loan rates,
the answer is no. The market rate program requires you to look at
the credit, and you price it accordingly. There are some Mexican
projects that actually have lower rates than U.S., because they are
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better credits; and there are some U.S. projects that have lower
rates than Mexican because they are better credits.

So on the market side of the equation, it is a credit analysis that
determines the rate.

Mr. BENTSEN. And if I can just ask this quickly, if you did have
a tax exempt portion, as allowed under U.S. law, what you could
do, Congress could make that happen, as we have under the SRF,
and then there would be a loan differential rate, between the
projects in the United States and projects in Mexico.

Mr. MIRAMONTES. There would be in that case, yes, sir.
Mr. BENTSEN. Thank you.
Thank you, Mr. Chairman.
Chairman BEREUTER. Thank you very much. That is an inter-

esting idea.
The gentleman from California, Mr. Ose, is recognized.
Mr. OSE. Thank you, Mr. Chairman.
Mr. Miramontes, as I look at the list of panelists and their re-

sumes, I suspect you are the one I should ask this question of.
What is the total lending capacity for NADBank?

Mr. MIRAMONTES. Well, that is the number that I used at the be-
ginning. The total lending capacity originally is $3 billion. Now
that is because there is pending capital that represents about 15
percent, and 85 percent is callable capital.

The total lending limit is only doable is the loans you make are
loans that will be repaid. Otherwise, the callable capital is at risk
and you cannot use it. So practically the current lending capability
of the NADBank, given its current structure is very low.

Mr. OSE. Because the nature of the loans are?
Mr. MIRAMONTES. The nature of the loans are not bankable in

the sectors that it is focused on.
Mr. OSE. Right.
Mr. MIRAMONTES. The environmental sectors, I know of no State

that can do that.
Mr. OSE. All right, I am looking at a piece of paper here that has

a list of 43 loans that NADBank has made, totaling just under
$1.15 billion. No, that is not quite right. The total project cost is
just under $1.15 billion, and a loan amount of just over $23.5 bil-
lion. Now the Bank was established pursuant to NAFTA in 1994?

Mr. MIRAMONTES. Yes sir.
Mr. OSE. And you were the first employee.
Mr. MIRAMONTES. Yes, sir.
Mr. OSE. If I understand correctly, I mean, startups are not al-

ways good the first day, but maybe the first week or the first
month. How long was it before you made your first loan?

Mr. MIRAMONTES. I cannot remember exactly, but it was 1996.
Mr. OSE. So it has been a couple of years to get tooled up to

make the first loan, and then roughly a loan every month-and-a-
half since.

Mr. MIRAMONTES. The answer is, yes, there has been a lot of ac-
tivity on the border environment infrastructure fund. That is a
grant fund, funded by EPA.

Now all of the grants that we do typically are blended. All the
funding that the Bank does is a blend of loan and grant.

Mr. OSE. Right.
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Mr. MIRAMONTES. The majority of those projects on that list have
received loans from other sources: SRF funds and tax exempt
sources of lending. So there has been a lot of activity, but the
amount of loans is very, very small; seven percent of the total ac-
tivity of the Bank and a fraction of the total project value.

Mr. OSE. Let me ask a question this way. Under your tenure, the
total amount of loans from NADBank for, and I do not know how
to describe this, other than perhaps use your words, the environ-
mental projects that are less than bankable, the total amount of
loans committed to that direction have been, is it $23.5 million?

Mr. MIRAMONTES. Million, yes, sir.
Mr. OSE. And the total amount of loans for the more commer-

cially oriented or the bankable sector has been what?
Mr. MIRAMONTES. Well, currently, the bank does not have the

ability to lend, or the only sector it can lend to is water, waste
water, and solid waste.

Mr. OSE. And that was your point about the Charter?
Mr. MIRAMONTES. Yes, sir.
Mr. OSE. OK, I was just trying to make sure I got that. Now I

also have a map here, for those of us who are graphically chal-
lenged, is pretty good.

But the description of this, if I understand the Charter, is that
north of the border and south of the border, NADBank can make
loans within 100 kilometers of the border. Yet, this map is not a
straight line. It kind of jig-jags around here on both the north side
and the south side. I do not quite understand that.

Mr. MIRAMONTES. I believe that is just the counties in the bor-
der. That does not depict 100 kilometers.

Mr. OSE. So it marks the eligible counties in toto, rather than
the exact 100 kilometer line.

Mr. MIRAMONTES. Exactly.
Mr. OSE. Now I am just trying to examine a couple of these

things. The loan limits of $4 million and $8 million, I think all four
of you testified, and particularly Mr. Gonzalez, that given the size
of the projects involved, that the $4 million and $8 million limit
cause considerable discomfort, in the sense that you cannot really
do the project under those limits. Am I understanding your testi-
mony correctly?

Mr. MIRAMONTES. That is correct.
Mr. OSE. All right, and then you talked about the blended rate

between either the grant and the loan, or the grant and the com-
mercial loan, that it was still not basically competitive; or at least
giving a cost basis low enough so that the community involved
could actually afford to service the debt. Does that summarize your
testimony?

Mr. MIRAMONTES. That is it, exactly.
Mr. OSE. Thank you, Mr. Chairman.
Chairman BEREUTER. Thank you, Mr. Ose.
Among others leading in this area, Mr. Gonzalez is probably the

person that asked the most aggressively and appropriately that we
proceed with this hearing, and I appreciate his initiative, and I rec-
ognize him.

Mr. GONZALEZ. Mr. Chairman, thank you, and my personal
thanks for conducting the hearing. It is obviously a very important
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issue, not just to San Antonio and the border, but really for the en-
tire United States, when you take into consideration the trading
partnership that we have with Mexico. I want to make that distinc-
tion at the outset.

Also, in the interests of full disclosure, NADBank is
headquartered in my district, and that makes it even more impor-
tant. But even if NADBank was not headquartered in my district,
which I trust that it will be, it is still a very important instrument
for economic growth.

I appreciate the Chairman’s comments that even if we go over
the 5 minutes, we will be re-visiting. Because I would like to get
the lay of the land, more or less, and make some observations, so
that I am accurate, from the basis from which I am operating.

With the inception of NADBank, and Mr. Miramontes, obviously,
you were there at the very beginning of it, but my understanding
is, by its restrictions as to what projects you could actually lend
money to, coupled with the terms of the loan pretty well made the
bank ineffective, because you could not service those communities
that required that kind of assistance.

Recognizing that, though, and under your watch, I believe you
were responsible for making the Bank so very relevant to the eco-
nomic growth of all these communities, by incorporating the BECC,
and bringing in the EPA funding, and then becoming, of course,
very relevant in that regard.

Yet, I know that you are always striving, in your own right, as
NADBank, in its lending capacity, as a lender, as a bank, to be
able to fill your responsibilities more completely, but your hands
were basically tied.

So we fast forward, and we are here today. My concern is as fol-
lows. If you look at how we have entitled today’s hearing, it is pro-
posed changes to both the World Bank, International Development
Association, and the North American Development Bank. My fear,
of course, is that what we were discussing with the panel previous
to yours spills over, and the thinking is the same: one size fits all;
even though NADBank, its relationship, its goals, and its purpose
are totally different than what we were discussing as far as World
Bank and the IDA. That is my fear.

And the reason for that fear is that I believe that Treasury may
be operating under that particular philosophy. That is, a grant
mentality and philosophy, which has an appropriate place and ap-
plication, versus loan which, again, in its proper environment,
makes more sense; which I would argue NADBank comes under
the latter.

That is basically, you know, my little world of NADBank that I
operate out of. That is why I have introduced the Resolution, and
for my colleagues that have joined me, I appreciate their support.

So that is where we find ourselves today. We are making a case
for NADBank to expands its mandate, and allow realistic lending
terms, so it does get involved and fulfill truly its purpose; that
which was envisioned many years ago, when my father and others
were here, when Congressman Esteban Torres were all here. You
may remember the discussions back then.

So my question to you, and I think to Mr. Miramontes, and to
Mr. Gonzales, do you agree with me, first of all, that we cannot
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have this one size fits all in today’s hearing, in today’s context, or
otherwise; that Treasury needs to look specifically as to what is
specific and unique to NADBank, the needs of the border commu-
nities; and not necessarily apply the same philosophy that Sec-
retary O’Neill appears to be applying when the World Bank and its
leaders and others have been meeting about debt forgiveness and
so on.

So that would be my first question, Mr. Miramontes and Mr.
Gonzales.

Mr. MIRAMONTES. I agree that the North American Development
Bank serves a very distinct purpose, totally different from the
other very large development banks.

I believe because of its focus, the border region is a better model
for a development bank. That is a personal bias. I come from the
border. I was at the Bank. But I believe because it is focused on
a region, it can become an expert at that region.

What I do no agree with is that within that region, it should be
limited to certain activities. I think the Board of Directors has the
ability to determine, as time goes on, what is important to that re-
gion.

I grew up in El Paso more years ago than I want to think now,
a few years ago. I have been to every community on the border,
more than once, every one of them.

Every community has a distinctive set of differences. There is
3,000 miles from Brownsville to San Diego. You have one of the
richest, most vibrant communities in San Diego. The poorest com-
munities in the United States are on the border.

So the Bank has to become an expert. So I am going to argue
that yes, being a one size fits all does not work and I will leave
it at that.

Mr. GONZALES. I agree completely. I think the ability to focus the
energies and efforts to this particular region is so critical that
when you look at the people in the region, they are very hard work-
ing, very diligent people that have no problem paying their own
way.

But if their own way is limited from a financial perspective, that
debt capacity that could be placed on them would burden them be-
yond their limits. From a purely financial standpoint, and we talk
about bankability, their ability to repay those loans has to be with-
in the certain economic conditions that they have to live within.

For us to necessarily make some blanket statements would not
be correct. The ability to focus in on this region, I think, is critical.
Their ability to pay back loans is there, so long as they are afford-
able and sustainable. But both have to be considered hand-in-hand.

Chairman BEREUTER. Thank you. We will come back to you, Mr.
Gonzalez.

Mr. Hinojosa, you are recognized for 5 minutes.
Mr. HINOJOSA. Thank you, Mr. Chairman. I would like to request

that the introduction that I had of my friend Ernesto Silva from
my home town of Mercedes be made a part of the record.

Chairman BEREUTER. Without objection, that will be the order.
[The referenced material can be found on page 55 in the

appendix.]
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Mr. HINOJOSA. I was very pleased to read a lot of the material
that was given to us on the subcommittee, and pleased that Mayor
Aranda has a regional project that is serving lots of communities
in and around your home town.

I was also pleased to hear the way in which Mr. Ernesto Silva
took that very high interest rate of nine percent on the original
First Net Bank loan to the city of Mercedes and refinanced it with
bonds at four and-a-half percent.

So I guess that was probably one of the biggest criticisms that
I remember hearing about NADBank not being able to move faster
and a lot more projects, as was stated earlier.

My question is first going to be addressed to Mr. Ernesto Silva,
and then I would ask Mayor Aranda if he would also answer it.
What are the needs of your community with regard to economic de-
velopment projects where NADBank could assist you in carrying
them out?

Mr. SILVA. Thank you, Congressman; first of all, let me say that
infrastructure is economic development. Whenever a community is
able to extend their infrastructure out to areas that are undevel-
oped, it allows for businesses to be able to locate and utilize those
facilities to come into our communities.

So although we say that the Bank’s role needs to be expanded
for economic development, infrastructure already is economic devel-
opment. It is a tool that we use for economic development.

However, once you have the infrastructure in place, how do you
get those industries to come into your community? This is where
the Bank could lend us a helping hand with low interest loans, spe-
cifically for certain industries; to allow us to be able to expand our
industrial parks, for example; provide facilities that will support
those industrial parks; provide loans for working capital for these
industries.

These are all projects that could assist our local communities.
When you take a look at the area along the border we have to un-
derstand that first of all, these projects that we keep talking about
financing through the Bank, for the most part are not financially
feasible for the communities; nor are they financially sustainable
by the communities.

Therefore, we look for the Bank’s assistance, so that we can be
able to first develop the projects and then pay for them. If the city’s
capital is tied to these infrastructural projects, we do not have the
capital to invest to bring in the industries. It is one or the other.

When you have people that do not have the infrastructure, or are
not drinking clean water, then you are going to put your money
into your infrastructural projects for clean water, instead of bring-
ing in economic development in new industries.

What we need is for the Bank’s role to be expanded into the
health care, transportation, international bridges, international
trade corridors, housing, for example. I would say that those are
the areas that the Bank could assist the local communities in, to
bring in economic development to, for example, Mercedes, Texas.

Mr. HINOJOSA. Thank you, Mr. Silva.
What about you, Mayor?
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Mr. ARANDA. Mr. Hinojosa, I had not even thought of the possi-
bilities of the NADBank being able to help out in that area. That
is just because of a frame of mind.

But as you asked the question and I thought about it, if you take
a look at Eagle Pass, just like the rest of the border region, I think
our biggest challenge is adult education and work force develop-
ment, to be able to have that economic development impact.

If the NADBank could help in that area, it would certainly be in
areas of higher education and vocational education, and being able
to work with the community colleges in our region that are always
very strapped for funds.

The purpose our of our meeting here would be for water and
sewer, and basic needs that are being addressed by the NADBank
at this point. Before we get to that point that we are talking about
economic developments, of course, we need to take care of those
needs.

When you take a look at the city of Eagle Pass’ needs, as far as
water treatment plant, we really could not grow very much, having
a plant that is at almost 90 percent capacity.

But looking beyond that, I would probably go back and say that
the most important thing for our region would be the education of
our adults.

Mr. HINOJOSA. So if I hear you correctly, you would support then
the discussion that President Fox and President Bush had recently,
in consideration of expanding mission statement of NADBank?

Mr. ARANDA. Well, I guess if I go back to the first way I an-
swered your question, there are so many basic needs that have not
been taken care of yet, that I would not support something of that
sort, yet.

If there would be funds to be able to take care of the needs that
we currently have under infrastructure, then I would go to that
next step.

Mr. HINOJOSA. I am going to have to wait until the next round
to continue this discussion, because I would like to hear from Mr.
Miramontes about expanding the mission statement, and then the
problems that he foresees when they join the two groups of
NADBank and BECC.

Thank you, Mr. Chairman.
Chairman BEREUTER. Thank you, Mr. Hinojosa.
I think, Mr. Hinojosa, that I may actually get into that in my

own round of questions a little bit, but we will pursue it.
Mr. Miramontes, since you were around at the creation, and all

of you were probably watching it, NADBank can finance the waste
water treatment, drinking water, disposal of municipal waste, or at
least they can provide resources for it.

My first question is, why was it limited? In your judgment, what
is the history on that sort of environmental spectrum of the infra-
structure?

Mr. MIRAMONTES. I actually was not involved in the negotiations
during the NAFTA process. I actually came on board after the
NAFTA was passed. But basically, the general fear was, if you
were to have a major trade agreement, that would just open wide
the trade routes Mexico and the United States.
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The pressure was already there, and that the environment would
suffer the most through increased traffic, increased air pollution.
Waste water needs, at that point back then, were in terrible shape.
So they were high priorities.

So I think the focus, and I agree with Mayor Aranda, the original
focus of health and well being, the fundamentals must be the first
job of the Bank. There is no question about that.

But jobs, in my mind, have always been the greatest source of
environmental security. For people who are poor with no jobs, the
environment is secondary. For people with a home in a community
that they take pride in, and they have a job, the environment is
important.

Chairman BEREUTER. Thank you, I would like to say that while
I recognize that in all probability, you would like to broaden this
to a whole range of infrastructure and services and assistance, and
that is quite understandable, I would like to ask each of you just
to go right down the line as to what would be the next vital ele-
ments of assistance that you would suggest?

If we did not have the ability to move it throughout, I want to
have some idea of priorities, and any kind of cautionary notes that
you might have. So let us start at that end, Mr. Gonzales, first, and
we will work back.

Mr. GONZALES. I think that is a great question. I had put some
written testimony together to hopefully go toward that end.

In expanding the range, say, from the 100 kilometers to the 300
kilometers, and various types of infrastructure projects, if that
were to be accomplished to keep the staffs of the BECC and the
NADBank focused on the 100 kilometer area, use outside consult-
ants, the private sector, for those entities that want to come in and
utilize the NADBank’s resources for lending within that 100 to 300
kilometer range; use private sector resources to get that accom-
plished.

Focus the staff and the energies of the Bank on the 100 kilo-
meter region, with the anticipated benefit of more market rate in-
terest rates lending in that 100 to 300 kilometer region. That
money would actually be going back into the 100 kilometer region.
I think that is the area that I would recommend.

Chairman BEREUTER. All right, thank you.
Mr. Silva.
Mr. SILVA. If I understood correctly, you want to know what

areas to expand into?
Chairman BEREUTER. What are your top priorities?
Mr. SILVA. I would say transportation, the funding of inter-

national trade corridors, and also international bridge crossings.
That is the thrust of NAFTA trade, and I think that was pushed
aside.

Chairman BEREUTER. Thank you.
Mayor Aranda.
Mr. ARANDA. Mr. Chairman, I will go back to the statement of

Mr. Hinojosa. It would be in the adult education and work force de-
velopment area.

Chairman BEREUTER. All right, very good; Mr. Miramontes?
Mr. MIRAMONTES. It would probably be transportation-related ac-

tivities.
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Chairman BEREUTER. Thank you very much, and we will just
wait for another question, and go back to Mr. Bentsen for our next
round.

Mr. BENTSEN. Thank you, Mr. Chairman.
On the expansion, I have to say, it does concern me a little bit,

and I think this is what Mr. Aranda was saying. I think you need
to get the first part done right, and then look at moving beyond
that.

There is a little bit of a corollary between the debt forgiveness,
even though I understand what Charlie is saying, in that part of
the concept behind debt forgiveness, when we passed that, was to
free up countries to be able to use resources that were otherwise
going for debt service to put into human development, whether it
be education or health care or whatever. I think the same would
be true here.

Let me get back to what you are funding now. I look at all the
projects and the demand that is there; what has been funded either
through loans or primarily through grants, sewer and water, waste
water, and solid waste.

A good part of this, as Mr. Aranda and Mr. Silva pointed out, has
been funded under the State revolving loan program, either
through them buying the bonds or however it works now.

But obviously, the demand or your capital need is greater than
what the State program allows for. Otherwise, I guess they would
take down the whole project, if I understand that, and Mr. Gon-
zalez probably understands how the project works far better than
I do.

So if we get back to what I think the idea was behind NADBank,
it was to fund an additional public good that is not already being
funded under the 1987 Clean Water Act that allowed for the cre-
ation of the SRF.

Is that accurate, or is the State not coming through with suffi-
cient funding for these projects? Because if that is the case, again,
I think it goes back to the idea, and I understand, Mr. Miramontes,
as you go to Treasury, I mean, my opinion has always been that
the tax staff at Treasury, the first thing they say about tax exempt
bonds is that they are unconstitutional; they do not like them, and
they ought to all be repealed. But once you can get past that point,
then you can maybe get something done.

I think your testimony is right on target, in that you are priced
out of the market, as long as there is a tax exempt function, even
though you have credits, because of their situation, where they are
along the border; if, in fact, they have maxed out on what is al-
ready provided under the SRF, I mean, they are caught in a catch-
22.

Mr. SILVA. Well, there are two reasons why someone would not
go through the SRF. First, depending upon when the bonds were
sold by the State, that determines the interest rate. If they were
sold prior to the interest rates coming down, then the interest rate
at the State is even higher than the NADBank.

Second of all, it would be the amount of red tape that is required
to go through a loan through the SRF and the State. It is much
quicker to go through the NADBank or sell tax exempt bonds in
the open market, than it is to go through the State.
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A prime example is the city of Mercedes. We took a different
route. The interest rate was too high. With the amount of work
that it takes to get the loans from the SRF, it would be easier to
go to the NADBank, and even eventually go out into the open mar-
ket and sell tax exempt bonds. That is from Mercedes’ perspective.

Mr. ARANDA. Mr. Bentsen, for the city of Eagle Pass project, the
State has put together a total of $50 million out of the $103 mil-
lion; which, in my opinion, would be a great amount of money that
would be based on grants. The rest of it is based on the loans di-
rectly from the Textile Water Board. It is based on the revolving
fund, and also the community development block grants.

So I think I would pass that on to Mr. Gonzales to be able to an-
swer the question of whether that would be sufficient or not.

Mr. GONZALES. The ability to fill the gap that the State agencies,
for example, cannot current fill, in some programs, for exam-
ple,they can lend you money for your project that will take you up
to the property owners property line and no further.

The NADBank comes in with grants and is able to complete the
project from the line that runs in front of the house to the house,
the hook-ups. So there has been different pieces that different
agencies have been able to fill, in order to complete the project and
maybe somehow trying to look in a more comprehensive scope.

With the NADBank hopefully coming across with more grant as-
sistance, it can fill more of the gap that cannot be filled in other
areas. Because from a pure lending perspective, under their cur-
rent constraints, they are not going to be in a position to do that.

Mr. BENTSEN. My time is up, and Mr. Miramontes may have a
comment. But if you can lend at even tax exempt rates, you are
going to extend the use of that capital much longer than if you
grant it out. It will be gone.

Mr. MIRAMONTES. Should I respond?
Chairman BEREUTER. Yes, please respond.
Mr. MIRAMONTES. When it became clear that the Bank was not

going to be able to lend large amounts of money, I remember sit-
ting around thinking, OK, now what do we do?

I decided that what was needed was two or three things. One
was really investment banking services. There are 10 States on the
border, with 10 different sets of rules. The Mayor has five other
jobs to do every day in Eagle Pass, and all of them are just as im-
portant as this.

So it was imperative that we help those communities understand
how to access money that was already there. That is number one.

Number two, the communities themselves needed help. Mr. Silva
mentioned all the money that we gave back then. That was com-
munity development. That was institutional development. That al-
lowed them to go to the market place. They could not access the
market before that. So that is very important.

The Bank strived to serve and tried to make up for its lack of
lending abilities with service. This is the second point I would like
to make, real quick. I am not advocating for expanding the Bank’s
current activities. I think it should be done very prudently.

I am arguing for the reform of the Charter to allow it to occur,
when appropriate, by the Board of Directors. But I do not think it
should expand its activities much right now.
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Chairman BEREUTER. Thank you.
Mr. Gonzalez is recognized.
Mr. GONZALEZ. Thank you, Mr. Chairman.
Again, you know, I will preface with this my own observation

here, because I know there are concerns that if the mandate is ex-
panded, if we change the terms of the loans, while that is a good
thing, because it is in a banking environment, and it means you
leverage funds. You have monies coming back out. You make more
loans. You improve the lot for many other people than if it was in
grant form.

The concern is, of course, that you would neglect the environ-
mental concerns in projects that these communities that need to be
addressed, and you are a part of that.

But I am also familiar with a study that was performed, and let
me get the names of everybody that was involved, because I think
it was a very good study, and has formed the basis for much of
what we discuss here today.

That was with Texas Center for Policy Studies, the Willie C.
Velasquez Institute, the Center for Strategic and International
Studies, and the National Wildlife Foundation, which brought all
stakeholders, all interested parties, diverse interests, and they all
agreed that you could expand the mandate, you could change the
terms of loans, you could do things with the capital, because they
realized the importance of the character of a bank and what that
means, as opposed to purely grants, while still not neglecting or di-
minishing in any way the obligations, in grant form and otherwise,
on the environmental projects.

So I know that it can be doable, and I know what Mr.
Miramontes is saying; you do it prudently and slowly. So that is
the first concern.

Anything that you suggest here today, either Mr. Gonzales or
Mr. Miramontes, does it jeopardize or diminish what need to be
done on the environmental infrastructure that we have out there
and the problems that we have.

Second, the other concern that I have heard expressed is, you do
not really want NADBank basically taking business away from the
private sector. So is there a niche out there for them that does not
impact something that might be available to communities through
the private sector. That is more for Mr. Gonzales.

But the first question is basically, you know for both of you. Do
you see any threat to the environmental side of this whole issue?
Then the second question is to Mr. Gonzales about the impact on
the private sector.

Mr. GONZALES. With respect to the diminished on the environ-
mental perspective, I do not think that there would be any. I think
there is such a heightened awareness already that exists that there
is going to be so many people, particularly in the NGO community,
that are going to be focused on what is going to be going on, that
that is not going to happen.

With respect to the private sector, I think probably more than
anything else, there is going to be a greater ability to work with
the private sector, and hopefully accelerate projects with the pri-
vate sector, and not necessarily be seen as competition.
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One of the things that they will obviously realize is that if they
are dealing with the NADBank, there is still going to be a lot of
due diligence and analysis that is going to be done. If they have
the resources and are able to do it without the NADBank, then
they probably will not utilize them, and go their own way of either
acquiring or providing their own investment for moving forward on
their particular projects.

So I think it is probably going to be, when the transportation
issue was mentioned, for example, I think that is probably a good
blending of public/private opportunity to create greater enhance-
ment in a shorter period of time.

Mr. MIRAMONTES. I concur with what he just said on both points.
I think the issue that a subcommittee like this has to concern itself
on policy is the issue of additionality. A development bank should
not step in the place of the private sector. It should not get in the
way of the private sector.

I truly believe though that, given the dynamic nature of the bor-
der, the border regions are a wonderful economic zone. It is one of
the most capitalistic places on earth, where people are making a
living on street corners, and eventually become store owners, and
eventually become owners of chains. I have seen it happen in dif-
ferent places along the border.

What you need is a mechanism to induce the private sector cap-
ital to do deals that sometimes they may not be willing to do for
different reasons. That is a case-by-case factor. But the role of a de-
velopment bank should be very specifically limited to how do you
help create that economic structure where the private sector is will-
ing to take the risk, as appropriate?

Mr. GONZALEZ. Mr. Bentsen was here whispering in my ear
about microloans. So will I yield back whatever I have left here, in
a very short period of time.

But again, in the area of microloans, because I know we are talk-
ing about certain transportation projects and others, is there a
whole other area for NADBank, should the mandate be expanded
prudently and piecemeal, according to policy, Board of Directors,
and input.

Mr. MIRAMONTES. On that issue, when we talk about transpor-
tation, we all think of highways and bridges and all kinds of big
things. I think of transportation-related air quality.

My home town of El Paso, Texas, I cannot move back to because
I am asthmatic, and the air quality in El Paso is one of the worst
anywhere in the United States, if not the worst. One program that
was being proposed in Huades was for a series of smog emission
check points being funded with microloans. That is an example of
something that the private sector probably will not do.

But will make a difference in air quality and transportation in
Huades? Definitely, it will. Will it help the people in El Paso? I
know it will.

Chairman BEREUTER. Thank you; the gentleman’s time has ex-
pired.

The gentleman from California, Mr. Ose, is recognized.
Mr. OSE. Thank you, Mr. Chairman.
I regret missing most of the questions of the gentleman from

Texas. Let me start at the 35,000 foot level. If the Charter of the
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Bank was significantly expanded, in other words, limitations on
waste water and drinkable water and what have you, were lifted,
what is the likely size of the market, if you will, that NADBank
could invest in? I mean, is it so large as to be unquantifiable, Mr.
Miramontes?

Mr. MIRAMONTES. If you look at the infrastructure needs, just in
water/waste water, over the next 5 to 10 years, I believe it is $2
billion or $3 billion, just water/waste water.

If you take transportation, energy, pipelines, you are probably in
the range of $20 billion or $25 billion of needs along the border.
It is going to double in size.

Should the Bank do all that? Of course, they should not. It
makes a difference, yes. But we are talking about billions of dollars
of needs. That is why you need to have mechanisms that deal in
billions, not in millions.

Mr. OSE. All right, if we were to take the waste water, drinkable
water, storm water, and solid waste issues off the Charter, in
terms of their exclusivity, what would be the fourth thing, then?
If the first three are waste water, drinkable water, and solid waste,
what is the fourth thing? I would be interested in what the local
officials have to say about that, too; Mr. Mayor?

Mr. ARANDA. Mr. Ose, we answered that question earlier, but we
will go ahead and do it, again.

Mr. OSE. I appreciate it, thank you.
Mr. ARANDA. There was a difference of opinions. We all have a

different way of looking at our economic development regions. In
my personal opinion, I think the biggest need for the Texas border
is in the area of adult education and work force development.

That, in my opinion, would probably be the biggest economic im-
pact that the border will ever show, when you are talking about the
poverty level and the education level of our region, and why we are
the way we are. I apologize for pointing that out.

Mr. OSE. All right, Mr. Silva.
Mr. SILVA. Yes, it was international cross and international trade

corridors.
Mr. OSE. Mr. Gonzales, any input?
Mr. GONZALES. Yes, I probably did not do a very good job of an-

swering that question specifically last time. But I would say trans-
portation. In general, those projects have such far reaching benefits
from an environmental and economic perspective to add, just in
general, more value to those communities.

Mr. OSE. Well, the question of the trade crossings particularly in-
trigues me, because I have been to El Paso and some of the other
border crossing points. You see the cars and trucks lined up on one
side of the border or the other, depending on the time of day and
what have you, just as far as the eye can see.

We would have to, if I understand the procedure correctly,
change the current Charter to allow NADBank to provide assist-
ance for the construction of a larger processing point or transit
point. Is that correct?

Mr. SILVA. Well, there are several steps. First would be the fi-
nancing of the actual studies, the environmental and feasibility
studies. I think that is more important, because that would impact
the environment.
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We would be able to provide a pro-active approach, instead of re-
active, once the bridge is open and you have the problem. We
would be able to resolve some of those issues prior to the construc-
tion of these facilities.

Mr. OSE. Mr. Mayor, on the work force development stuff, it is
interesting. My father was the only member of his family to go to
college, and he is the only one who left the farm. My mother was
one of nine, eight of whom went to college, two of whom stayed in
their original community; but all of whom went into entrepre-
neurial efforts.

How could you connect the dots on NADBank involvement on
work force development in such a way as to quantify the direct im-
pact?

Mr. ARANDA. Most of that education that I am talking about
would be done by the community colleges in the area. These are
community colleges that are funded through local property taxes,
and those property taxes are already at a low number. So when
these community colleges are looking into new curriculum, the con-
cern that exists is that they do not have the money to invest, to
be able to do it for the first 3 years. After the first 3 years, the
State of Texas reimburses them, based on the amount of contact
hours.

So to start off new programs, the funding could come from
NADBank, and it is a matter of a low interest loan, or also avail-
able grants for that purpose.

Mr. OSE. All right, thank you, Mr. Chairman.
Chairman BEREUTER. Thank you, Mr. Ose.
Now Mr. Hinojosa is recognized.
Mr. HINOJOSA. Thank you, Chairman Bereuter.
I want to say that in February of 2001, when a group of Senators

and Congressmen met in Mexico City with President Vincente Fox,
he talked about expanding the mission statement. I agreed with
you, Mr. Miramontes, that we needed to first show that we could
do the original mission statement, before expanding it, and I was
in disagreement.

It is interesting that in just a year after that discussion, I have
to agree that if the NADBank mission statement has not been im-
plemented, that maybe we need to make some changes, and not
wait until, like you said, it was practically feasible and financially
feasible, and so forth. I think that we really need to make the
changes.

I have to agree with the Mayor and with the City Manager that
the projects of transportation and education and job training are
the things that are going to change the Southwest Mexico/United
States border region.

It is interesting for me, as a new Congressman here only 6 years,
that when we try to get monies for transportation for an area like
ours, that 2,000 mile border, that we cannot possible get it, simply
because Maryland and Virginia and New York and all the big
MSAs manage to get it by the billions of dollars; and so crumbs are
given then to regions like ours, that have been neglected for 30 or
50 years.

If it is to happen, if we are to make the Mexico/United States
border look like those big MSAs of Houston and Dallas, we have
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got to have the money for the infrastructure. I think that
NADBank is just as good a source to access the kinds of monies
that you need to be able to improve economic development in those
areas, lowering the unemployment rate which, like in the example
of my region, Hidalgo County, it was 21 percent 6 years ago.

With all the growth and improvements and monies that have
been injected here these last 5 years, we are still at 10.5 percent;
twice that of the State.

So I have to agree that it is time for this subcommittee and oth-
ers in Congress to take a look at putting in enough money, $2 bil-
lion, $3 billion, $4 billion, $5 billion, into the NADBank, expanding
the mission statement, and doing what some of you are recom-
mending. Because otherwise, it is not going to happen. If we have
to be in line to get money from the Department of Transportation,
it will be another 50 years. It will never happen in our lifetime,
that we would see the roads in the condition that they need to be,
to take care of all of the thousands and thousands of trucks that
Congressman Ose was just mentioning a moment ago in El Paso,
Laredo, Farr, Brownsville.

We need to answer something that we did not think of, and that
was that to bring trucks through our borders, you have got to have
the highways to be able to handle those 18 wheelers. that was not
accounted for. That was not planned for, and they certainly did not
earmark the money to do that.

So it has been informative, and I thank you members of the
panel for coming and making us aware of the importance of really
having a debate amongst ourselves to see if indeed we should ex-
pand the mission statement and, indeed, put in some money like
Vincente Fox and President Bush talked about doing, so that we
could carry out some of those projects.

I do not want to ask any more questions, because the time is
running out. But I, again, thank each and every one of you for
bringing us your perspective, and empowering us with that kind of
information, so that we can do a better job with NADBank and the
BECC group.

Thank you very much.
Chairman BEREUTER. Thank you, Mr. Hinojosa.
I have one more question. It really relates to the proposal of the

two Presidents about merging the boards between the NADBank
and the BECC.

I wonder if any of you could give me a specific example. Gen-
erally, I heard one of you, at least, sort of duck this issue, as that
is something that you have to consider.

But I wonder if you could give us any examples where the exist-
ence of two separate Boards of Directors acted in an efficient fash-
ion or created problems; or examples whereby one board would
have been more effective, to put it in a positive way?

Mr. SILVA. Well, I am not going to sidestep it.
Chairman BEREUTER. Go right ahead.
Mr. SILVA. I would say, not to merge the boards would probably

be my recommendation. You have a check and balance here, where
the NADBank does the financing for projects that BECC reviews
for their engineering value.
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Also, you have the ability for the NADBank to provide grants for
institutional development for these communities. These, in essence,
are the basis for the BECC to approve or disapprove, or what they
call certify or not certify a project. It provides the basis for the
projects to be financially feasible and self-sustaining.

If you merge them, I believe there is going to be a lot of pressure
put on these boards, or this one board, to approve projects that are
not self-sustaining or financially feasible.

Chairman BEREUTER. To the extent that you are familiar with
the people that serve on the two boards, is there some movement,
or does it already exist, a specialization, in terms of expertise that
they bring? Does the Border Environmental Cooperation Commis-
sion reflect a particular expertise that may not be in the Bank, and
vice versa?

Mr. SILVA. I believe so. I believe the expertise in the BECC is
more on the project and engineering development; and the Bank
has more of a financial expertise, and it should be that way.

Chairman BEREUTER. Does anybody else want to venture a com-
ment about inefficiencies you have seen or problems or positive
items?

Mr. MIRAMONTES. Mr. Chairman, since I am no longer employed
by the Bank, I guess I can comment as freely as I wish. I want say
that the two boards have done a good job. It has been rough, at
times. But I think a single board with a focus is useful. Because
the conflicts would come in terms of where policies were not identi-
fied.

One of the first problems initially, which was resolved, but with
a lot of discussion, initially the BECC process was giving greater
hopes to communities of grant funding that was possible by the
Bank. The Bank would then come in later and have to be the bad
guys and say, no, you cannot get that much money.

That has been pretty much the result. But that is an example
of where when you have two different missions, it can cause prob-
lems.

I think merging the boards does not solve the Bank’s problems,
though. I think merging the board makes the institutions possible
more efficient, with a single focus with one accountable board. But
it will not make more loans show up, because of the fundamental
problems we discussed earlier.

Chairman BEREUTER. Are there any other comments from the
panel; Mr. Gonzales?

Mr. GONZALES. To not side step the issue, as mentioned before,
merging the two, I think, as Mr. Miramontes said, is not nec-
essarily going to bring about more loans. If you are trying to bring
about a greater sense of efficiency and cohesiveness, in terms of
policy directive, I think you could achieve some economies of scale.

But I think the key is that there still has to be a greater empha-
sis on the financial perspective; not to diminish the environmental
aspects of it. But the reality is that the financial aspects of these
projects, in order for them to succeed, is going to be based on the
finances and not on the environmental aspects.

If that aspect of the board is diminished, then I would have some
significant concerns. So long as that is maintained, then I would
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say merging the boards would probably not have a negative effect,
assuming it is done in a judicious manner.

Chairman BEREUTER. Thank you.
Mr. Miramontes, do you wish to weigh in on this subject?
Mr. MIRAMONTES. Mr. Chairman, I would support the merging of

the boards, and that goes back to business sense. Having one board
would probably be more efficient.

We did not experience any differently in working with the BECC
Board and NADBank. But if you had one board, it certainly would
make things a lot better.

Chairman BEREUTER. Thank you very much.
I would turn to the Texas delegation here, since we are well rep-

resented, and see if there are any final questions or summary com-
ments or anything. Mr. Gonzalez?

Mr. GONZALEZ. Yes, Mr. Chairman, again, thank you for calling
this very important hearing, and putting up with so many Texans.
I know it is not an easy chore, at times.

I want to thank each and every one of the panel members. It was
short notice and you made it, and thank you for, as Congressman
Hinojosa pointed out, enlightening us and it is very important.

It is only important if, in fact, we have some input as to what
is going to happen to NADBank, which has not been forthcoming
in dealing with Treasury.

Mr. Chairman, this is something I was going to bring up to your
attention later in a private meeting. But despite repeated requests
to Treasury for certain information, some of which on the record
was promised to me, it has never materialized.

We have just not received anything in writing, after requests and
requests at different levels, to the highest levels. This leads me to
believe that they will be moving forward without any input from
Congress, without any of our concerns being addressed.

I know that negotiation would be nice. Eventually, this Congress
will be passing on whatever changes they desire, as well as the
Congress in Mexico, which has already gone on record as dis-
approving some of the suggested changes.

I would like to see a better relationship. I do not know what I
have to do. Obviously, in my own capacity, I have not been that
successful. So I was going to enlist the leadership from both sides
of this subcommittee. Because today, it might be Charlie Gonzalez
and NADBank, and tomorrow, it may be another Member, and an-
other issue of great importance to that particular Member.

Again, thank you very much, Mr. Chairman.
Chairman BEREUTER. Mr. Gonzalez, I understand your concern.

If Mr. Sanders and I could be helpful by writing a joint request,
which elaborates the concerns and issues and items that you are
seeking, I think we can certainly do that. We may be able to enlist
Mr. LaFalce and Mr. Oxley, as well. Thank you.

I want to reiterate the appreciation that Mr. Gonzalez and others
have mentioned about your appearance on short notice for this im-
portant hearing. I know it was a special effort on your part. I very
much appreciate it. We are going to try to make good use of the
information that you have given us.

I know that the alumnus of this committee, former Congressman
Esteban Torres, is very interested in the progress of the NADBank.
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I think it was a crucial item with the support of the late Chairman
Gonzalez.

So we have a special interest in the Banking Committee, which
is now turned into the Financial Services Committee, in making
sure the NADBank functions well.

Thank you very much. The hearing is adjourned.
[Whereupon, at 12:27 p.m., the hearing was adjourned.]
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