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THE STATE OF THE
INTERNATIONAL FINANCIAL SYSTEM

Tuesday, April 19, 2005

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The Committee met, pursuant to call, at 3:02 p.m., in Room
2128, Rayburn House Office Building, Hon. Michael G. Oxley
[chairman of the Committee] Presiding.

Present: Representatives Oxley, Pryce of Ohio, Royce, Paul, Man-
zullo, Biggert, Hensarling, Pearce, Davis of Kentucky, McHenry,
Frank, Waters, Sanders, Maloney, Watt, Baca, Scott, Davis of Ala-
bama, Green, Cleaver, and Moore of Wisconsin.

The CHAIRMAN. The Committee will come to order.

Mr. Secretary, it is good to have you back again this afternoon
and welcome back to the Committee.

We are glad to have you here for the Financial Services Com-
mittee for another annual testimony on the state of the inter-
national financial system. We meet as the group of seven countries
strive to make structural changes identified in the Agenda for
Growth. Global imbalances are global challenges that all parties
need to meet in order to safeguard continued economic growth
around the world. At the same time, G-7 leaders are considering
how best to fund development and manage the IMF’s assets.

U.S. leadership in the G-7 has generated innovative approaches
for addressing the challenges and opportunities presented by Chi-
na’s growth. I hope that real progress on these issues can be made
in time for the G-7 summit later this summer.

I note that this is the Secretary’s first testimony since Congress
passed and the President signed the Intelligence Reform and Ter-
rorism Prevention Act. That Act included a requirement authored
by my colleague, Mrs. Biggert, that this annual testimony include
an assessment of international cooperation and coordination from
the IMF, World Bank and other multilateral policymaking bodies
in the fight against terrorist finance. I look forward to your testi-
mony on this topic.

Economic resilience and continued growth are critical compo-
nents to providing peace, stability and freedom around the world.
As President Bush has noted, economic and political freedom gives
hope to millions who are weary of poverty and oppression.

As your testimony rightly points out, a 5 percent expansion in
sub-Saharan economies over the next 2 years would lift nearly 30
million people out of poverty. One important method for promoting
economic development is to foster conditions for more balanced
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growth worldwide. Stronger economies create more demand, pro-
mote economic opportunity and ownership and provide a founda-
tion for political stability. I look forward to hearing your ideas for
how we could support European efforts to make the necessary labor
and other structural reforms that are so needed.

I continue to support the President’s efforts to express America’s
compassion for the world’s most vulnerable people through a wide
range of development initiatives. I also support the increase by
$100 million for multilateral development assistance for the Inter-
national Development Association and the African Development
Fund and the increased proportion of grants.

The UK’s presidency of the G-7 is wisely spent focusing on devel-
opment issues. I commend our cousins across the Atlantic for their
vision, even as I question whether all the proposals make sense. I
will be interested to hear your views on the proposed International
Financing Facility. I expect we will evaluate the IDA and ADF re-
plenishment requests in light of progress made to implement per-
formance-based assessments as well as efforts to increase trans-
parency anti-corruption programs and accountability.

We need to make sure that development dollars are allocated ef-
ficiently and are going to the people who need it most. I hope the
new president of the World Bank will adopt as a high personal pri-
ority continuation and expansion of the bank’s anti-corruption ef-
forts.

This could help counterbalance potential bureaucratic back-
sliding and competitive pressures among other regional MDBs to
lower standards. Regarding proposals to mobilize some of the IMF’s
gold reserves to fund debt relief, I note that U.S. negotiation to sell
IMF gold cannot be conducted without Congressional authorization
starting with this Committee. We have not received such a request,
and I understand there is no consensus, at least at this time, in
favor of gold sales within the G-7. Therefore, I assume that no such
negotiations are underway.

In the area of trade liberalization, at all levels can be more effec-
tive than development assistance in fostering economic growth.
Trade is not a zero sum game, and all participants benefit from lib-
eralization. I look with cautious optimism at the broader Doha
round of negotiation in the WTO, as well as efforts within the
group of 20 to support progress on the global trade agenda.

I would urge you, Mr. Secretary, to be actively and personally en-
gaged to move along the financial services negotiations.

Last, but certainly not least, I focus on Europe and the Financial
Markets Dialogue. We meet as the U.S. and the EU for forging a
reinvigorated relationship following the President’s successful visit
to Europe last month. The Treasury Department has done an excel-
lent job of leading this informal forum in which regulators from the
U.S. and Europe can discuss regulatory differences.

Finally, concern exists that the Treasury Department may not be
appropriately staffed internationally. Consequently, I, together
with Chairwoman Pryce and Ranking Members Frank and
Maloney, commissioned a GAO study yesterday to assess Treas-
ury’s international staffing structure and whether changes can fa-
cilitate the Department’s conduct of international economic policy.
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We at the Committee share with you an interest in insuring that
the Treasury Department has adequate staff and a good structure
to meet the strategic economic policy challenges of the 21st Cen-
tury.

I now yield to the gentleman from Massachusetts,

Mr. Frank.

Mr. FRANK. Thank you, Mr. Chairman.

Mr. Secretary, welcome again, and I will, in the question period,
get into the debt relief question, because I think this is an impor-
tant opportunity for us. But I want to talk about here is the issue
you that affects both the international economy and our own, and
it is obviously the number one issue for us, and that is our own
economic picture.

I am troubled. We have had, in the past couple of years, a good
degree of economic growth. What is troubling to me is that this eco-
nomic growth has been accompanied by less job creation than his-
torical standards would have predicted. The best job creation that
the Administration has predicted and even with the job creation,
a stickiness in wages, stickiness being a nice word for they ain’t
going up. What we have seen consequently is an erosion of the po-
sition of a large number of average Americans.

I have problems with that from the standpoint of equity. I think
it is troubling when the country grows but inequality also grows.
I welcome for the fact that, for instance, Chairman Greenspan of
the Federal Reserve agrees that that is a problem.

But growth can be an economic and political problem. It can be
a economic problem if we begin to see kind of a slowdown in con-
sumer spending, which could be the result of this lack of income
in those categories. It is clearly already a political problem. You
have now an increasing degree of resistance on the part of a lot of
Americans to the kinds of things you advocate in the international
field, because they see themselves as the victims of globalization
rather than participants in the benefits.

We are reaching an unhealthy state in the country, not just
internationally but domestically, where there are more and more
people who feel that they read good news but they are not getting
much of the action.

Now, let me document what I am talking about. I want to talk
about some statistics on job growth the ups and downs of job
growth.

In June of 2003, the Council of Economic Advisors in this admin-
istration said that we would get job growth of 305,000 per month—
305,000 jobs. They do pay a little bit more than the dollar. 305,000
jobs per month. That was the prediction in June of 2003.

Then in October of 2003, Mr. Secretary, you were the more real-
istic than the Council of Economic Advisors. You said everything
you knew about economics said we would get 200,000 per month.

Then the CEA decided you were a piker, and they raised you and
themselves in the 2004 economic report to 325,000 a month. This
year’s economic report, suddenly, you are the optimist again,
175,000 a month.

So, on the projections from the Council of Economic Advisors, it
is very troubling, and there is no explanation of this. I read the
Council of Economic Advisors report, and maybe you have to wait
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for the DVD to come out, but we have gone from a projection from
the Council of Economic Advisors to 325,000 jobs created a month
to 175,000 jobs created a month a year later. We lost 150,000 jobs
a month just looking at the CEA report.

Now the problem is that with all of those, and you were the low
man in the prediction until the CEA came out again at 175, you
were 200. But, in fact, for the five quarters since we started this
recovery, and since you made your prediction in October of 2003,
the actual total has been 165,000 a month. There have been a cou-
ple of good months, but there have been a couple of really lousy
months.

You said, Mr. Secretary, that everything you knew about the
economy said, we would get 200,000 jobs a month. Well, we have
had 165,000 a month since then. That is troubling. I don’t think
it is you learned the wrong things, I think it is that we have new
things in the economy. I think what we are doing is we are seeing
a situation in which what is good news can become bad news, the
bad news is that productivity is going up and that we are able to
make more things. We are able to provide more services. We are
able to create more wealth with fewer people.

But because of our social arrangements, we are turning that good
news into bad news for some people so that we appear to be getting
fewer jobs per unit of increased wealth than we used to. Again,
your number was 200,000. We had 165. The Council of Economic
Advisers—this has not been very well noticed, but the Council of
Economic Advisors—I would have thought this would have re-
quired a little bit of explanation when you go from projecting
325,000 jobs per month in 2004 and a year later you project
175,000 jobs per month.

Now, I think that is an implicit recognition that things have
changed in the economy. There are limits to what government can
do. I will close this briefly. There are limits to what government
can do to undo that trend.

But here is the problem. We are in a situation where it does ap-
pear, contrary to all the predictions that have been made, that
things have come about in the economy, where wealth is less even-
ly shared than it used to be. What it would seem to me appropriate
would be for the public sector in that situation to try to mitigate
the consequences of this increased inequality. Instead, and this is
where I fault our public policy, we have exacerbated it.

So we have a national—we have economic trends, national eco-
nomic trends, globalization, productivity, information technology
which tend to exacerbate inequality, which tend to allow us to cre-
ate more wealth with fewer jobs. Public policy has unfortunately
been reinforcing that tendency rather than trying to slow it down.
The consequence is a country which is becoming increasingly hos-
tile to many of the measures you want to think—I will be sup-
porting debt relief for the highly impoverished highly-indebted poor
countries.

I am very glad we don’t have a national referendum on this sub-
ject, because while I think it is a very important thing for us to
do, I don’t think we could carry a referendum nationally on that
because of the kind of resentment that is building up because of
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these kinds of figures, so I hope you will help us figure out what
we do if not to stop this trend, to at least mitigate its effects.

The CHAIRMAN. The gentleman’s time has expired. The
gentlelady from Ohio, the chairwoman of the subCommittee.

Ms. PRYCE OF OHIO. Thank you, Chairman Oxley, and welcome,
Secretary Snow. Thank you very much for taking the time to dis-
cuss with us the state of the international financial system. We all
know that the health of the U.S. and the EU economies are inex-
tricably bound together in trade and cross border investment flow-
ing and linking our capital markets.

The recent historic enlargement of the EU, through the accession
of 10 new Member States, only magnifies that region’s importance.
The increasing closeness of the U.S.-EU relationship has under-
scored a growing trade in financial ideas, talent, technology and
capital across the Atlantic.

I commend you, Mr. Secretary and your staff, for opening a dia-
logue with the EU dedicated specifically to financial services issue.
I hope to hear more during this hearing on how the Treasury is
working to improve trade in financial services between the U.S.
and the EU.

Mr. Secretary, as you know, U.S. and international financial reg-
ulators have been negotiating the capital requirements for banks in
the Basel Committee over the past several years. Many of us are
concerned about the seeming lack of transparency in this process
as well as cooperation among our own regulators.

I know other members on this Committee share my concern and
would appreciate your thoughts on the Basel II process, specifically
first noting how the U.S. regulators are working together, and, sec-
ond, the competitive impact Basel might have on banks that do not
opt in.

Additionally, the G-7 recently made a political commitment to
provide “as much as 100 percent debt relief” to relieve the debt
burdens of the poorest countries in the world, but they failed to
provide a view on how this could be funded. In light of the G-7’s
agenda on development and debt relief for this year, I am hoping
you will touch on recent discussions to have the IMF sell some of
its gold stock and use the anticipated profits to relieve the highly
indebted poor countries debt.

As you recall, the last time this idea was raised in 1999, the ini-
tial creation of the HIPC program brought it about, gold prices
plummeted to a 20-year low. News of the G-7’s proposal to sell gold
from the IMF stockpile to pay debt relief sent gold prices down
again last October, not only affecting the gold-rich United States,
but also the developing countries that depend on their own gold for
export revenues, the very countries that we are trying to assist.

Finally, as the Chairman noted, and I am sure you are aware,
U.S. law prohibits the Treasury from engaging in negotiations on
this matter without consultation and approval from the Congress.
So we will be waiting to hear from you or not to hear from you ei-
ther way on that.

I do thank the Secretary for his appearance today. I look forward
to your testimony.

With that, Mr. Chairman, I am happy to yield back any balance
of my time.
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The CHAIRMAN. The gentlelady’s time has expired.

The gentlelady from New York.

Mrs. MALONEY. Thank you, Mr. Chairman and welcome, Sec-
retary Snow, and thank you for being here. Given the time con-
straints, I want to highlight three areas of great concern to me.
The deficit, a debt relief and international cooperation in the war
on terror. Mr. Secretary, as you are well aware, this Administra-
tion holds the absolute record for debts and deficits. Over the last
4 years of the Clinton administration, President Clinton reduced
the national debt by a total of $453 billion, and he turned over to
President Bush a $236 billion surplus and a national debt of $3.3
trillion.

Yet the budget that the President has sent Congress for the com-
ing year projects a deficit of over 390 billion, a record high, and a
debt of 5.1 trillion, another record high, and this Administration
has voted three times to raise the debt ceiling to over $7 trillion.

This budget does not include the future costs of Iraq or Afghani-
stan missions, nor does it include the CBO estimated 1.9 trillion
cost of making the President’s tax cuts permanent, and it does not
include the projected 2 trillion more dollars that the Republicans
want to borrow from foreign countries for the private accounts that
will change and undermine Social Security as we know it.

Just this month, we learned we had another record, another un-
fortunate record, and this was with the trade deficit and goods and
services of well over 61 billion in February, again, a record high for
a single month. The goods and services deficit was a record of 617
billion for all of 2004, again another unfortunate record for deficits
that this Administration has given to us.

The broader current account deficit, which is the best measure
of how much we have to borrow from the rest of the world, was a
record 655.9 billion in 2004 and it hit yet another record 6.3 per-
cent of the GDP in the fourth quarter of 2004.

I am concerned that should foreign investors lose confidence in
our economy and reduce their investments, our constituents could
face serious consequences, including a dangerously weak dollar and
increased credit card, home mortgage rates and a sluggish econ-
omy, to say the least.

While the Administration claims its new budget will address the
situation, the Bush record is consistently rosy predictions followed
by a consistently ballooning deficit and debt. The budget put forth
by the Administration for fiscal year 2004 which allows similar pro-
posed caps to nondefense discretionary programs would seem to be
more of the same.

I am also interested, as are my colleagues on both sides of the
aisle, and your comments on the Administration’s support for the
heavily indebted poor countries. I strongly support the HIPC pro-
gram. I personally authored a debt relief bill for Iraq with Chair-
man Leach just last Friday.

I joined with other members of the Committee, too, Mr. Sec-
retary, in urging you negotiate over the past weekend multilateral
debt cancellations to poor countries.

I am also very, very concerned and look forward to the update
from you on the cooperation the Department is receiving on the
international effort to track and cut off terror financing. I am con-
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cerned by the news in many of the financial papers today of the
third day slide in the stock market, the continuing slide in the dol-
lar, and what does that mean for our country.

I, likewise, join this Committee in its joint effort on the Basel de-
cision to make sure that our financial institutions are not dis-
advantaged in capital requirements in the world global market in
the competition that we face in the global economy. So we have
many challenges ahead of us. I am deeply, deeply concerned over
a never-ending debt deficit, trade deficit, all record highs.

One of my constituents has given the country what he calls a
debt clock, and is placed on 42nd Street and 7th Avenue. Every day
it puts up the debt which every man, woman and child in this
country owes to the Federal budget, the debt that each of us carry.
It is well over $26,000 per individual. This is extremely troubling
to me, and very strong indicators of trouble ahead in the economy.

So I hope—I look forward to your testimony today, and your com-
ments. Thank you.

The CHAIRMAN. The gentlelady’s time has expired. We now turn
to our distinguished witness, Treasury Secretary Snow, and I know
that technically you are not here voluntarily, because you are re-
quired under the law to testify before this august Committee once
a year. Actually, in the first quarter, according to statute.

So that time is running out on that first quarter, and we appre-
ciate your appearance here today, Mr. Secretary, and look forward
to your testimony.

Mr. FRANK. Time has run out on the first quarter.

The CHAIRMAN. Yes, I guess we have—by the way, the energy
bill keeps an extension of daylight time by 1 month on one end and
1 month on the other. So I guess if we can do that, we can effec-
tuate your testimony in the second quarter.

STATEMENT OF HON. JOHN W. SNOW, SECRETARY, UNITED
STATES DEPARTMENT OF THE TREASURY

Secretary SNOwW. Thank you very much, Mr. Chairman, Ranking
Member Frank, Ms. Pryce, Mrs. Maloney—Congresswoman Pryce,
Congresswoman Maloney. It is always a great delight to be up here
before this Committee, and whether I was required to or not, Mr.
Chairman, I would welcome the opportunity to share thoughts with
you on the important subject of the international economy and
where things stand, where we see it going and trying to take it,
what some of the pressure points are and what we are trying to
do with them.

We just concluded the spring meetings of the IMF and World
Bank, where finance ministers, development ministers, Central
Bank, governors convene; we also held a meeting of the G-7. And
I think it would be a fair assessment of the conclusion of these
meetings that the world economy seems to be in good order, in sort
of a sweet spot. We have seen high world growth rates, the highest
growth rates according to the IMF and World Bank in 30 years.

The United States is leading the way with the highest growth
rates among the industrialized world. There are no recessions in
any major economies anywhere. There are no financial crises in
any major economies anywhere on the globe. A marked contrast to
circumstances we have seen in the past.
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We think good policies promoted by the United States govern-
ment are helping to contribute to higher growth, greater prosperity
and more stability in the world economy. There are three principal
goals of the Bush administration when it comes to our inter-
national economic agenda, and it won’t surprise you, increasing
economic growth is a critical part of it, raising standards of living
and reducing poverty across the globe.

Secondly, stability, increasing economic stability, allowing for
steady growth in the economy and reducing the hardships and
sufferings that result from financial crises.

As I say, I think the world is in a much better order today than
has been the case in the past. Thirdly, we want to use our inter-
national economic policy to advance our foreign policy objectives,
combating terrorism, promoting the reconstruction in Iraq and in
Afghanistan, spreading economic freedom throughout the Middle
East, through the broader Middle East, North Africa initiative,
things like that.

I think we are making pretty good progress on a lot of these
fronts. As I say in the developed economies, the United States is
leading the way. We grew at 4.4 percent over the past 12 months,
creating 2.4 million jobs over that 12-month period, coming in at
about 200,000 jobs a month, as Mr. Frank indicated.

It is the result, I think, of the inherent strength of this economy.
It is resilient, it is responsive, it is adaptive. But it is also the re-
sult of well-timed monetary and fiscal policy.

I give high marks to Chairman Greenspan and the Federal Re-
serve. I think they pursued a set of policies that were appropriate,
accommodating higher growth levels that were needed in job cre-
ation. I give credit to the Bush administration and the Congress for
acting on the fiscal policy front, reducing tax rates that clearly, in
our view, helped stimulate the economy and move it forward.

We can’t rest; we can’t be complacent. As Mr. Frank indicated,
there are problems. We need to deal with them. We need to keep
pressing forward to improve the performance of the economy. To do
that, I would agree with you. We are reducing the deficit which,
Congresswoman Maloney, has to be a priority. We are focusing on
that and want to talk to you about that. There are other things
that are important, dealing with these large unfunded obligations
for the future, represented by things like Social Security, while pre-
serving and protecting the promises of the system are important.

You know, the President has called for broad-based tax reform,
appointed a panel, a panel that appoints reports to the Treasury
Department here in a few months, the end of July. I would see us
engaging with you in broad-based tax reform later this year. Regu-
latory reform is very much on the agenda, as is energy legislation.

As I look at our trading partners in the G-7, I am struck by the
fact that we in the industrialized world are suffering from what
can only be styled a growth deficit. That has serious implications
for the developing world, as well as for the United States and the
trade deficit itself, which is directly related to lower growth rates
in the rest of the world.

Japan, the second largest economy in the world, is showing im-
provement but it is still growing at a rate that is well below its po-
tential. The same is true of Germany. The Euro zone as a whole
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is lagging, growth rates less than half the United States. That
means they are creating less disposable income there, compared to
the disposable income we are creating, which directly relates to
this question of the current account deficit.

At the G-7, we have established something, and this is joined in
by all the members of the G-7, something that we initiated, called
the Agenda for Growth, where recognizing the need for more
growth in the global economy, each of us is committed to take on
in our own countries and through our own political, administrative
and regulatory processes, the things that most stand in the way,
the things that most impede growth in our economy.

There is a real commitment to do that. Progress is slower than
we would like to see, but progress is real. There is a commitment.
It is not a commitment just of word, it is a commitment of actions.
We put a clock on ourselves and we audit our open results, and
glat audit process will be the subject of the October meeting of the

-7.

In the emerging market countries, I think the most notable
things there that I would remark on is the fact that economic
growth is very, very strong. Latin America came in last year at
about 6 percent. The emerging Asia countries came in at over 7
percent. The emerging European—the so-called succession coun-
tries—the emerging European countries came in at well over 6, 6.5,
all in the absence of financial crises and all with spreads on paper
that are moderate and all with inflation down.

This is a truly stark contrast to the 1990s,

Mr. Chairman. Why has this happened? I think it is because bet-
ter policies are being put in place by these countries, through the
leadership, the political leadership and economic leadership, better
economic policies make a difference. We are seeing better economic
policies applied, better fiscal policy, better monetary policy and
there is no better example of this in my view than what President
Lula and Finance Minister Palocci are doing in Brazil, which has
tullrned the corner and is producing really strong and very good re-
sults.

Let me comment briefly on China. I know that is on the minds
of everybody. Our policy, with respect to China, clearly calls for
them to move to a flexible exchange policy. We have urged them
to take the steps to get their economy ready for a flexibility ex-
i:hange rate. They have taken a lot of steps, we can discuss them
ater.

They are now, in our view, ready to move to greater flexibility
on their exchange rates. My colleagues and I at the G-7 have called
on China to move to greater flexibility. We did so in the commu-
nique that was issued just over the weekend.

On the developing countries, in the poor developing countries, we
also see significant progress in lifting people out of poverty. Clearly
the prime cases here are China and India, which are moving at a
rapid pace with very substantial growth rates, 7, 8, 9 percent. Mil-
lions, actually tens of millions of poor people have been lifted out
of poverty because of the progress in those countries.

In sub-Saharan Africa, which is still a troubled part of the world,
with population rising and concerns about growth rates rising fast
enough to sustain higher standards of living, I am pleased to say
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that growth is now estimated to have been about 4.5 percent over
2004. It can be better, it will be better, if we follow the right policy.
We want to support those policies. 4.5 percent is a nice pickup from
where they have been.

That is a result of their policies and the stronger, the stronger
world economy. One of the Committee Members asked me to com-
ment on the reforms of the international financial institutions. We
are pressing them hard for reform agenda. We have called for a
strategic review. We have asked for them, working with the G-7
and the other board members to think through their mission.

The fundamental conditions have changed dramatically from the
time they were put in place. The World Bank was put in place ini-
tially to deal with the post-conflict situation in Europe, reconstruc-
tion of Europe after the Second World War and quickly moved off
into other arenas.

The IMF was put in place to deal with a balance of payments ad-
justments in the context of a fixed exchange rate. Now, of course,
large parts of the world have flexible or floating, freely floating ex-
change rates.

So we are working to make sure the missions of these agencies
are appropriate to the current conditions of the world economy.

We are pressing those multilateral development banks, I think
you would agree we should, to produce measurable results to put
greater focus on grants rather than loans, to end this cycle of give,
forgive, give, forgive. The paradigm of it creates the unsustainable
debt levels.

We are also encouraging on the subject of using private sector-
led growth of nurturing the private sector as the best engine of
long-term growth and of creating an environment of respect for law
and property, anti-corruption regimes, that will encourage foreign
capital coming in, and, of course, importantly, encouraging trans-
parency, encouraging real accountability.

One area where the United States is taking the lead, an area I
know is very important, Mr. Chairman, to you and to the Com-
mittee, is on the effort to reduce the debt burdens on poor coun-
tries.

We have a proposal to reduce the debt, cancel the debt up to 100
percent for the HIPC countries. I think we made some progress
over the weekend in building support for our 100 percent debt can-
cellation proposal with our colleagues in the G-7, a subject we will
return to at the G-7 meetings in June.

The subject of trade has come up in your comments, critically im-
portant that we continue to push for open markets, trade liberal-
ization, for financial services. This is a priority for us in the Doha
Round trade talks and in our bilateral FTAs. It is important that
we make progress here for ourselves, for the rest of the world and
for the global financal system.

Finally, I think we are making, real progress on the subject of
antiterrorist financing. We will come back to that, I am sure, as we
go forward. The World Bank, the IMF, the multilateral develop-
ment banks now have active participants in this effort to set stand-
ards, to audit, to be vigilant, to shape the global effort to deal with
antiterrorist financial activities.
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At every meeting of the G-7, we have a session on that at every
meeting of the APEC, at every meeting of the G-20. This is very
much a matter of intense focus on part of the finance ministers and
central bank governors of the world. I was pleased by the legisla-
tion last year to strengthen Treasury’s hand, as you mentioned,
and we have now appointed an under secretary, Stewart Levy, who
is playing a critical role in overseeing the terrorism and intel-
ligence functions of the Department.

In that sense, the Department is really on the front ranks of
dealing with anti-terrorism and national security.

With that, Mr. Chairman, I am delighted to try to respond to
your questions.

[The prepared statement of Hon. John W. Snow can be found on
page 46 in the appendix.]

The CHAIRMAN. Thank you, Mr. Secretary, for your testimony,
and particularly at the end when you talked about the anti-ter-
rorism activities on the part of the Treasury. And really, in many
cases to the point of the spear as it relates to terrorist financing
and the IFT issues. We met with Mr. Levy last week, and certainly
he is energetic and focused on the task at hand.

Let me ask you about the G-7, since it is a recent meeting that
took place. I think our country has shown great leadership in in-
cluding first Russia and China in some of the G-7 events, and I
think that perception clearly is also the reality that bringing in
those two large countries, at least in part, has proven to be very
effective, as has our work in the Middle Eastern countries as well.
Other models with Brazil and Mexico, and the G-20 record for sus-
tained growth, I think have all shown, as your testimony indicated,
some real progress there.

On the other hand, there are those out there who have expressed
concern that the G-7 is ineffective and is badly in need of reform.

Do you agree with this in a general sense?

Secretary SNOW. Mr. Chairman, I think the G-7 continues to be
a very important component of stability and progress in the global
economy and in the global financial order. We recognize that other
countries are growing more rapidly, China, India, Brazil, and there
needs to be outreach to them. But the G-7 remains the largest com-
ponent of GDP in the world, and it is playing, I think, a true lead-
ership role.

As you mentioned, we have tried to embrace other countries to
broaden the dialogue. We have done that through having China
come, Russia comes, other countries have come. We have tried to
keep the agenda relevant, focused on the things that really count,
global growth, risk to the global economy, stresses in the global
economy, things, financial, the war on terror.

So I think it is a very important but can’t be the only fora for
bringing thoughtful consideration of these large issues that face the
global economy.

The CHAIRMAN. I was, this morning, in New York at a conference
sponsored by the EU dealing with the Euro and with the new regu-
latory structure in the EU. Will the EU enlargement going from 15
to 25 affect the EU members participation in G-7 meetings in any
way?
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Secretary SNOW. I don’t think so, Mr. Chairman. It might affect
some of the policies that are reflected in their comments. I am very
positive about the accession. I think is going to add an element and
dynamism and energy to the G-7. I think the Euro people, the Euro
side of the G-7 feel that as well. But I don’t think it would lead
to a change in the composition of the G-7 itself.

The CHAIRMAN. Let me ask you about diversified capitalize flows,
Mr. Secretary. Mexico and Canada last year purchased 55.4 billion
in U.S. Treasuries, agency securities, corporate bonds and equities.
1China purchased only 47.3 billion and Euro zone purchased 45 bil-
ion.

These numbers would seem to indicate that we have a fairly di-
versified pool of capital coming into the U.S. market. Would you
agree with that assessment?

Secretary SNOW. Yes. Yes, I would.

The CHAIRMAN. Do these statistics indicate that gradual diver-
sification by Asian central banks of their U.S. dollar asset holdings
might not be as significant as headlines might suggest?

Secretary SNOW. Oh, I think there have been a lot of misplaced
headlines.

The CHAIRMAN. Well, that is a new one.

Secretary SNOW. Those headlines should have been in other
parts of the paper or not occurred at all, given the factual content
of the stories that followed.

The CHAIRMAN. Yes. I couldn’t agree more. The statistics, then,
do you feel fairly comfortable with them given the diversity out
there? The diversification?

Secretary SNOW. Absolutely, Mr. Chairman. I am confident that
the U.S., we know it is, and I am confident that it will remain an
attractive place to invest. We have the deepest, the richest, the
broadest, the most efficient capital markets in the world, and the
best risk-adjusted returns. Our job is to keep them that way so we
can continue to attract capital.

The CHAIRMAN. Finally, let me ask you, your testimony includes
an impressive statistic, I thought, that I wanted to focus in on.
That is: 5 percent expansion in sub-Saharan economies over the
next 2 years would lift nearly 30 million people out of poverty. That
is quite extraordinary, and I think we all share that commitment
to what we are trying to do. Can these kinds of growth rates be
achieved through development assistance and debt relief alone, or
do we need to continue to push for trade liberalization?

Secretary SNOW. Oh, I think, Mr. Chairman, trade liberalization
is really critical here. I had a meeting over the weekend with 6 or
7 of the finance ministers from the region, and was encouraged by
their commitment to these good policies, by their commitment to
routing out corruption. It happened just within a week or 2 that
the President of Nigeria had, in effect, removed two or three mem-
bers of his parliament and criminal sanctions were brought against
them and against the Speaker of the House. Here is a country with
a population that represents 20 to 25 percent of all of Africa adopt-
ing really good policies, committed to the right things. Minister
Megosi is on the front of doing—of driving results, and there are
other ministers and presidents in the region. It is something we
just have to continue to reinforce.
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Debt forgiveness will help. The financial support from the world
community will help. But it will only happen, in my view, if good
policy and trade opportunities continue to be the order of the day.
We knew trade liberalization is awfully important for continued
growth and prosperity in that region.

The CHAIRMAN. The gentleman’s time has expired.

The gentleman from Massachusetts.

Mr. FRANK. Mr. Secretary, I agree with you on the importance
of stressing anti corruption. I am not sure you picked the example
most likely to appeal here when you cited a President moving
criminal prosecution against the Speaker of the House and indict-
ing members of the parliament. Maybe there are some other exam-
ples you might want to put forward in another context.

The debt relief question is important, obviously going forward
with any corruption. Two words, I kind of perked up when you said
we are for debt relief up to 100 percent. I want to help you get up
to it.

There are a couple of issues here. One of the problems, I under-
stand, is that some of the debt is IMF debt. I understand it is a
smaller percentage overall. But I also understand that if you look
at when it comes due, debt payments, debt service payments, IMF
debt is a much greater percentage than 10 percent in the near
term. It is also the case, while it is 10 percent across the board,
that doesn’t necessarily mean it is 10 percent for any one country.

What is the problem with also doing IMF debt? Now, I believe
that we ought to go ahead with gold sales. I think we can do that.
I think the gold sales we did previously were useful moneys, I will
put in the record, Mr. Chairman, unanimous consent, a description
of some of the benefits that came around from the last round of
HIPC debt relief. We did this in a bipartisan way, was supportive
and it had a good impact. Why not include the IMF debt?

Secretary SNow. Well, Congressman Frank, the reason we are fo-
cusing on IDA and the African Development Fund is that is the
great proportion of the debt.

Mr. FRANK. Why not do both?

Secretary SNow. Well, I think we are building towards a con-
sensus on the HIPC for IDA and the African Development Fund.
I don’t see a consensus at the other side of the IMF yet. We have
had discussions on it. We will continue to have discussions. But we
are right on the verge, right on the cusp, I think, an historic com-
ing together, a meeting of the minds on the need for

Mr. FRANK. I hear that, but I don’t think there is a contradiction
to working on that. To the extent there is arbitrary reluctance to
do gold sales again, I think that is a great mistake, particularly if
I am wrong, you can correct me, but according to the people with
the data, who have generally been accurate, always accurate to me
is, in terms of the debt service payments, about 50 percent right
now is going to IMF debt, so even though the overall debt is less,
given the timing of the debt, so that you really are only putting out
a significant chunk by guarding that weight.

Secretary SNOW. As I say, Congressman Frank, whatever the
merits of moving on the IMF side of the debt, we don’t have any-
thing close to the consensus, and we are focusing our efforts
now
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Mr. FRANK. Well, you ought to tell—

Secretary SNOW.—on getting this done.

Mr. FRANK. You ought to negotiate with them. I think you ought
to tell those people, whoever we weren’t able to get a consensus,
I hope you will be able to convey there will be considerable unhap-
piness if people think that is where we stop.

Simply with regard to IDA, and I appreciated Under Secretary
Taylor, who has done a very good job with this, was very useful,
and I agree that in addition to forgiving the debt, we should go to
grants instead of loans. I disagree with people who for some reason
don’t agree with that.

But I then do—there is a fair question. What do we do about the
future? Yes, you can deal with this in terms of the period of debt.
You can do it by testing the debt relief. But what do we do to make
sure that IDA is in a continued position to make those grants?

I agree with you that grants are better than loans, but to the ex-
tent that the loan flows were some of the source of revenue, are
we committed to replacing that or are we making sure through our
appropriations process that there will be funds going through for
IDA?

Secretary SNOW. Yes, we indicated there would be no—under our
policy, Congressman, there would be no reduction in net re-
source——

Mr. FRANK. Even if that would require appropriation going for-
ward?

Secretary SNOW. Yes. We have said that we want to make sure
that there is no reduction in the net, net flows.

Mr. FRANK. All right. I appreciate that, because I think, with
that, then there shouldn’t be a problem. Let me go back now to the
job creation issue, because you said that—you had used the figure
200,000 again, but the problem has been beginning in the third
quarter of 2003 when things start to get better, unfortunately the
average is only 165,000 a month.

Now, you would have said 200,000 a month. But 35,000 jobs a
month, as you know is quite significant. It makes a difference be-
tween getting to whittle down the unemployment rate and not, you
are in that range. I know you are not responsible for the Council
of Economic Advisors report, but aren’t we entitled to some expla-
nation of nearly a 50 percent drop in their projection about jobs.

In 2004, the Council of Economic Advisors said, it almost looks
like there is randomness here. June of 2003, job projection by the
Council of Economic Advisors, 305,000 per month. October of 2003,
you say 200,000 a month. January of 2004, they are back up to
325. Now they are down to 175, and, of course, the reality has been
below everything.

I mean, are people supposed to have confidence in this kind of
bouncing around. At the very least, is there some reason why you
are aware of that we have dropped in their projection from 325,000
jobs a month to 175,000 jobs a month in just under a year?

Secretary SNOwW. Congressman, no, I am not an authority on how
those estimates get made. As I recall, going back to my conversa-
tions with Dr. Mankiw, when he was chairman of the council—he
has now returned to academic life.
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Mr. FRANK. He took 150,000 jobs a month with him. Can we get
them back?

Secretary SNOW. As I recall this, the job number that comes out
of the

Mr. FRANK. Black box.

Secretary SNOW. Well, out of this process, they call it the Troika
process, is a residual. It is sort of what comes after you figure
growth rates and inflation rates and interest rates and all sorts of
other things in the macro economic model, and this is a residual
of that. So it is not so much an active forecast as the result of other
things in the model.

Mr. FRANK. Let me give you, Mr. Secretary, and I will finish, as
someone who studied economics, I think about when you did, I
share what I intuit is your nostalgia for the days when there were
less formulae and more thinking and more words and fewer num-
bers when we did this economics stuff.

But I don’t think it is truly—therefore, it does seem to me, look-
ing at what you said, we do have to confront the prospect that we
may be getting fewer jobs per unit of increased wealth than we
were getting. We have to address that.

I mean, the fact is that during the period in which the economy
has been growing and growth has been good, over five quarters, job
growth has averaged 165,000. It has bounced up and around. But
I think 5 quarters, 165,000, it is been bouncing around, there has
been no trend one way or another. That is a pretty solid set of
numbers. I think it leaves us with fewer jobs than you reasonably
expected.

I think when you said that in October of 2003, you were reflect-
ing historical experience. A year and a half later, it looks as if you
were too optimistic, not because you were wrong then, but because
of changes in the economy. I think we have got to begin to think
about ways to address that. Thank you, Mr. Chairman.

The CHAIRMAN. The gentleman’s time has expired. The
gentlelady from Ohio.

Ms. PrYCE oOF OHIO. I thank you, Mr. Chairman.

Mr. Secretary. Chairman Oxley and I wrote to you on March
17th regarding our concerns that there is a looming crisis in the
WTO services negotiations. Strong services provision in the Doha
round are critical in our estimation. We were very happy that the
services sector was finally given equal billing with agriculture and
goods, thanks to a strong push by the U.S. and the EU back in
July.

But what can we do to convince developing countries of the bene-
fits of services liberalization and how can we get them to do the
internal political machinations to develop offers? Free trade and fi-
nancial services is as important as free trade in goods or agri-
culture, as anything else. I just would appreciate your perspective.

Secretary SNOwW. Congresswoman, of course, I agree with you, it
is absolutely critical. We were disappointed that more offers didn’t
come in earlier in the year, and Dr. Taylor and I and Mr. Quarles
all reached out to our counterparts to suggest that, you know, you
should accelerate your efforts here. I think that produced some re-
sults, some additional offers came in.
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We are intent on making broad-based liberalization of financial
trading, a key feature of the Doha round. I have talked with Mr.
Mandelson, Peter Mandelson, who referenced Mr. Levine. I look
forward to talking to Congressman Portman, as he takes on that
new role.

We think it is absolutely essential and going beyond WTO, it is
absolutely essential that the developing countries begin to do it
with themselves and trade with themselves. Because when you
look at the picture, an awful lot of restrictions are within the devel-
oping countries on trade with themselves.

But I want to assure you that this is absolutely a priority with
us. I am going to be meeting tomorrow with EC Commissioner Troy
on the subject of the dialogue and we will get into the subject of
the services and opening up the transatlantic market. Mr.
McGreevy and I will be talking about opening up the transatlantic
dialogue on services. It is a priority for us.

Ms. PrYCE OF OHIO. Well there is a growing impression, I think,
in some circles, that this is a hostage to agriculture issues, and do
you share that opinion?

Secretary SNOw. Well, agriculture is really certainly the main act
here. That financial services, we are going to make sure financial
services doesn’t get forgotten.

Ms. PRYCE OF OHIO. Thank you, let me shift gears. Ironically, the
sale of IMF gold would impose a hardship on the very nations that
the G-8 wishes to help, going back to that issue. Of the 38 HIPC
nations, more than 30 are gold producers or potential producers.
The falling gold prices in 1998 and 1999 resulted in the loss of 150
million in annual exports earnings to these nations, and it turned
into job losses, wage decreases and tax disruptions, all kinds of
things. So given that, why are the IMF gold sales considered by
anyone to be a credible alternative for debt relief?

Secretary SNOW. You know, there is no consensus on this among
the G-7 or the board of the IMF. I think that if you did a vote now,
I haven’t ever taken a vote count, you would have as many or more
against than in favor of the gold sales. There simply isn’t a con-
sensus to move forward. The U.S. position is clear on that. It is in-
advisable and not a course of action we could support, and we have
made that clear. Why others continue to push for it, I don’t know,
but I don’t see how they will ever be successful.

Ms. PRYCE OF OHIO. Well, I don’t either, but each time it comes
up, it shakes the market and I just wonder what is behind it.

But thank you very much, Mr. Secretary, for your appearance
here today and your candid answers, I yield back.

The CHAIRMAN. The gentleman from Vermont, Mr. Sanders.

Mr. SANDERS. Thank you, Mr. Chairman.

Mr. Snow, good to see you again. Mr. Secretary, I find it hard
to understand that, given the fact that last year we had a $617 bil-
lion trade deficit, that we had $162 billion with China, that any
sensible person could continue saying that our trade policy is work-
ing when in fact the last number of years we have lost millions of
decent-paying jobs because of PNTR with China and the NAFTA
agreement.

Coincidentally, Mr. Secretary, this morning I was at an event in
Winooski, Vermont, where many people have lost their jobs. I want
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to ask you a very, very simple question. Up here, we make very
good salaries. You make a good salary. You are a former CEO. If
you were a worker in Winooski, Vermont, and you made $10, $12
an hour—and, yes, there are people in America by the millions who
make $10 or $12 an hour—and if the Secretary of the Treasury of
the United States of America said, in essence, that it is appro-
priate, it is okay, it is right for American workers to compete
against desperate people in China who make 30 cents an hour and
who go to jail if they try to form a union or stand up for their polit-
ical rights, do you think that that is right? Should American work-
ers have to compete against folks that make 30 cents an hour and
go to jail when they stand up for their rights? Yes? No?

Secretary SNOw. Well, the reality is, of course, as you know, the
United States lives in a big global economy; and probably the worst
thing we could do for living standards of the American people is to
seek to pursue isolationist policies.

Mr. SANDERS. Nobody is talking about isolationist policies. Do
you think I should be telling those workers that the Secretary of
Treasury says that it is right and moral for them to have to com-
pete against desperate people who make 30 cents an hour?

I am hearing you say that that is globalization. Globalization
didn’t just happen. It happened because corporate America spent
millions of dollars trying to get this Congress successfully to pass
permanent trade relations with China and NAFTA, which is a dis-
aster. It doesn’t just happen. It happens because of policy.

I want to ask you another question. We hear a lot of talk about
patriotism and love of country. When the CEO of General Electric,
a fellow named Jeff Immelt said, I quote, when I am talking to GE
managers, I talk China, China, China, China. You need to be there.
I am a nut on China. Outsourcing from China is going to grow to
$5 billion, end of quote. What do you say to Mr. Immelt? Do you
say, that is good? That is what we want American CEOs to do? We
want you to move to China? Or do you say show some respect for
American workers and the people who have made you a great cor-
poration?

What do you say to people like Mr. Immelt—and it is not just
him—for all of corporate America that is selling out the American
people that have made their corporations great and given them
huge salaries? What do you say to those guys?

Secretary SNOW. I haven’t had a conversation with Mr. Immelt
on that subject, but it is clear that we need to keep this economy
of ours flexible, adaptive, open, so we can create all the jobs pos-
sible so that everybody who is looking for work can find a job, so
that Americans continue to prosper in this new economy.

Mr. SANDERS. You know as well as I do that large corporations
like GE are employing fewer and fewer Americans.

My next question would be, given the fact that corporations like
GE, IBM, Boeing, you name it, are throwing American workers on
the street and heading to China, do you think they should be com-
ing in to the Congress and asking for billions and billions of dollars
in taxpayer subsidies and tax breaks or would you agree with me
that if corporations are throwing American workers on the street
they shouldn’t get welfare from the American taxpayer?
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Secretary SNOw. Often, I guess, we are dealing here with the eye
of the beholder, but as a general proposition I am not in favor of
corporate welfare.

Mr. SANDERS. And you would share my concern, therefore, that
in programs like the Export-Import Bank, we have given billions
of dollars to large corporations who have thrown American workers
out on the street and moved abroad?

Secretary SNOw. I don’t know the specifics of that, but I am not
a fan of corporate welfare. Now I qualify that by saying corporate
welfare is often in the eye of the beholder. But as a general propo-
sition, no, I am not a fan of corporate welfare. I think it results in
a misallocation of resources and burdens that aren’t justified by the
benefits.

Mr. SANDERS. I look forward to working with you on some legis-
lation.

The CHAIRMAN. The gentleman’s time has expired.

The gentleman from California.

Mr. RoycE. Thank you, Mr. Chairman.

Mr. Secretary, nice to have you back. We are here today to dis-
cuss the international financial system, and GSE debt has become
a major source of investment in the global marketplace. In fact,
Japan and China together own close to $200 billion in GSE debt.
So, clearly, risk management practices of the GSEs do have global
implications in terms of the effect on the markets.

I wanted to get some of your opinions on the current legislation
facing our Committee. In my mind, there is a significant difference
between a regulator task to oversee safety and soundness and one
focused on systemic risk in the entire global financial system. I
know you and Chairman Greenspan are concerned about the poten-
tial systemic risk of the GSEs. What does the Administration think
about the language authorizing the regulator to limit portfolio
growth in the current Baker-Oxley bill in H.R. 1461?

Secretary SNOwW. I would like to look at the specific language. 1
support the intent to limit portfolio growth beyond what is required
and necessary to sustain the primary mission of the GSEs, which
is to make the secondary market.

Mr. ROYCE. Let me ask you this, Mr. Secretary. What kind of
specific guidance is necessary for the regulator in this regard?

Secretary SNOw. Well, what I would propose is that the regulator
operate in a statutory framework where there is recognition that
systemic risk needs to be managed and dealt with; that systemic
risk grows out of the ability of the GSEs today to grow their loan
portfolios, which they have done in very significant—taken on sub-
stantial debt over the course of the last 15 years or so and invested
in—in effect, arbitraged their low borrowing rate with MBSs and
mortgage-backed securities and mortgage paper. And therein lies
the potential systemic risk. The regulator needs to be alert to that.

I would hope the statutory framework, the legislative language,
the report language would frame the issue that way and then di-
rect the regulator to limit the holdings of the GSEs in their invest-
ment portfolios to the amount of MBS and equities and other mort-
gage assets, hold them to a level not greater, maybe with a cush-
ion—obviously, with some cushion—a greater level that is nec-
essary to enable the entities to carry on their specific statutory
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Eﬁssion in their charters to create liquidity for the secondary mar-
et.

They would be allowed to hold all the cash they wanted, would
be allowed to hold all the near cash and the treasuries, but I think
they need to be limited in their ability to invest in interest-priced
paper beyond treasuries.

Mr. RoYcCE. Thank you, Mr. Secretary.

Another question I wanted to ask you about, I chair the Inter-
national Terrorism and Nonproliferation SubCommittee over in
International Relations; and there was a report released last
Thursday on the IMF on its technical assistance program to assess
country implementation of the Financial Action Task Force stand-
ards. What this report says is that the IMF has been hampered be-
cause expected donor funding largely did not materialize. This is a
pretty important area.

So I was going to ask you, why did the IMF expect additional
funding for these reviews? Was the United States Executive Direc-
tor to the IMF aware of these problems? And what can the United
States do to ensure that implementation of these standards for the
Financial Action Task Force is supported worldwide in the event
that the IMF cannot serve as a partner in this effort due to their
argument about resource constraints?

Secretary SNOw. This is a subject that is regularly under review
with us and the IMF and the G7 and the other finance minister
meetings. I have not reviewed that report yet, but I do know that
there is enormous effort going into this standard-setting engage-
ment and to building broad-based support, not just for signing up
but for actually doing the implementation through the banking sys-
tem and financial institutions and the bank regulators that is es-
sential to make it work out. I will send you some comments on
their report, but I have not seen their report.

The CHAIRMAN. The gentleman’s time has expired.

Gentlelady from New York.

Mrs. MALONEY. Thank you, Mr. Chairman.

Mr. Secretary, a strong economy at home is going to help the
world economy; and, as a New Yorker, I am deeply concerned about
the need to act promptly to extend the Terrorism Risk Insurance
Act. After the attack on 9/11, the one program that helped New
York move forward more than any grant, more than anything, was
the joint effort by the Chairman and Ranking Member with the
leadership and support of the President and the Administration
that created the Terrorism Risk Insurance Act. It expires at the
end of the year.

I know you will be coming out with a report in June, and that
will add greatly to the debate. But, right now, the financial service
industry, the real estate industry and the business community at
large are very, very concerned. They are knocking on the doors of
Congress, wondering if we are going to move this program forward
and reauthorize it.

And my question to you, what is your view on the need to extend
TRIA? Will you be providing leadership? This is essential to the
economy of New York City and I would say every major urban—
Washington, D.C., and every area that is mentioned as a terrorist
target.
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Secretary SNOW. Yes, Congresswoman. We are moving along well
with the study that you have asked us to do. I think the deadline
for the study is the 8th of June. We plan to have the study up cer-
tainly by that date, hopefully even sooner.

I know it is an issue of enormous importance. We have had tre-
mendous volume of input from both sides of the market, the insur-
ers and the people who buy the policies. We are going to give it the
best analytical effort we can. The support from the industry and
the users of insurance policies has been terrific. But I better wait
until we finish our report because I am not sure quite yet.

Mrs. MALONEY. Thank you, and keep a deep concern and focus
on it. It is important.

If your explanation of the trade deficit is correct, that it is an im-
balance of payment between exports and imports, why hasn’t the
weakening of the dollar caused the trade deficit to improve? It has
gotten worse. With the weakened dollar, by that definition, would
it not improve the trade deficit?

Secretary SNOW. There are a lot of things that affect that current
account balance: differential monetary policies, differential savings
rates, differential growth rates, differential rates of creating dispos-
able income and differing expectations for currency values in the
future and so on. It is maybe the single most complex set of eco-
nomic relationships and impossible to model or really predict with
any accuracy.

What we have tried to do is lay out the things we think are most
important in that adjustment process. One is growth rates that I
have talked about.

Second, higher growth rates in our trading partners so they will
generate more disposable income and buy more from us. Second
part of it, though, is the U.S. savings rates. We are saving too lit-
tle. We know that and acknowledge it. The deficit is too high, as
you suggested earlier, and I agree with you, and we have to bring
the deficit down both short term and long term. We are trying to
encourage higher household savings rates. They are nearly zero.
We just don’t save very much in the United States. So higher sav-
ings rates would help us.

Thirdly, we are intently focused on currencies that aren’t flexible;
and that is the Asian zone, primarily China. We have indicated
that it is time for China, in our view—China has taken the steps
to fix their financial infrastructure and time for them to move to
a flexible currency.

The combination of those things is what it takes to address this
global imbalance. People talk about the U.S. current account def-
icit. It is a shared deficit. And the other side of the Capitol dubs
it that the current account deficit is the large capital account sur-
plus. We have to view this as a shared responsibility.

Mrs. MALONEY. To finance our trade deficit last year, we had to
borrow over $650 billion from the rest of the world. What would be
the consequences for the U.S. economy and the world financial
markets if foreigners suddenly decided to dump our dollars? Is it
good for the U.S. economy to be borrowing so much from abroad?
You testified earlier, it is shared with various countries, China,
Japan and Mexico and Canada. But won’t the repayment of that
debt and the associated interest costs be a drag on our future and
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our future standard of living? And isn’t it troublesome? This is the
first time that we have borrowed so much from the rest of the
world. And your comments.

Secretary SNOW. My comments are, I wish we had higher savings
rates in the United States, wish our deficit would come down. I am
confident our deficit will come down. We have proposals pending
before the Congress to help savings rates go up. Sure, I wish we
had higher savings rates. I also wish the rest of the world was
growing a little faster so they would create more opportunities to
use their higher savings for investments in their countries. And I
wish China would move to a flexible exchange rate soon so that the
adjustment that that would introduce to the global economy would
be allowed to play out and it would have a beneficial effect, I am
sure.

The CHAIRMAN. The gentleman’s time has expired.

The gentleman from Texas, Mr. Paul.

Mr. PAUL. Thank you, Mr. Chairman.

Welcome, Mr. Secretary. I want to make one real quick comment
about something you had in your written report that I found fas-
cinating. Seemed like you were praising the Japanese for moving
to privatization of their post office, and I was wondering if that was
ahsubtle suggestion to us that maybe we ought to consider the same
thing.

But I am interested in your comments dealing with the need for
international financial stability as well as economic stability; and,
obviously, I think we all are. In answer to one of the questions, you
talked about why the lower dollar so far hasn’t sorted out our cur-
rent account deficit. But the one issue that wasn’t mentioned, that
I think is important, that someday we have to think about, and
that is the special status that the dollar has.

As a remnant of the gold exchange standard which ended in
1971, we still have a currency that is recognized as a reserve cur-
rency. So, therefore, it gets a bonus and people are more willing to
hold dollars than any other currency. So we don’t save. We supple-
ment our savings with the creating of credit out of thin air, and
then we spend it. In some ways, the instability or the lack of the
arrangement we want with the Yaun is actually a tremendous ben-
efit for us because we print money and then we spend it over there
and we get cheap goods.

When the day comes when finally there is a flexible exchange
rate between the Yaun and the dollar, some people are going to be
unhappy because interest rates may go up and it may have a cas-
cading effect and others may want to raise their currency in rela-
tionship to the dollar.

So I think we are far from stable. When you gave your optimistic
report at the beginning, I hope it is all true, but I was tempted to
knock on some wood in hopes that it truly is that positive. But I
just think that the nature of the currencies, when every country is
putting money at a different rate, there is no anchor to it. It is nat-
urally unstable, and we have a lot more to deal with than any of
us realize.

In talking about debt relief, I am interested in this subject as
well because we talk about selling gold and getting the currency to
help debt relief, and we talk about appropriations. But I would like
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you to comment on this when you get a second. Why is it we need
to appropriate money? Why don’t they just default? This whole idea
that you have to first loan them the money, then they don’t pay
it back and we have to appropriate money so they can pay their
debts off. It seems like they ought to default and there should not
be any need to sell gold and should not be any need to appropriate
more money from the American people.

I assume from your comments that there is not going to be a re-
quest from the Congress to agree to sell the gold. Is that more or
less what I should expect?

Secretary SNOW. Yes.

Mr. PAUL. No request. But gold essentially by the financial com-
munity and our governments and international monetary fund, ev-
erybody has agreed that gold no longer is money. Either the money
was stolen from the American people and was taken from them at
$20 an ounce—we defaulted on the bonds. We defaulted with the
foreigners at $35 an ounce in 1971. That is stolen money. Why isn’t
it just returned to our government? And why doesn’t our govern-
ment that no longer wants to use gold as money, why don’t we sell
this gold? Why is this clinging on to gold when it is no longer
money? How do you look at this gold issue?

Secretary SNOW. The gold is part of the financial reserve of the
IMF. It is, in effect, a balance sheet item at the IMF. They have
very substantial gold reserves which they carry on their books, and
it represents a substantial part of the basic assets of the Fund. So
it affects their financial condition.

Mr. PAuL. Why do we have to appropriate money to pay off debt?
Why can’t they just default on the debt they owe? Why would we
have to sell the gold?

Secretary SNOW. It is because of the way we budget debt. When
we take on these obligations, it becomes a budget item in the U.S.
accounts.

Mr. PAUL. We just can’t write it off?

Seci'etary SNow. Well, we need, basically, Congressional ap-
proval.

Mr. PAUL. Is the debt owed to the government or to banks, pri-
vate banks?

Secretary SNOW. The debt we are talking about here is owed to
the multilateral development banks, to basically IDA, which is a
part of the World Bank, and to the African Development Fund.
Those two entities hold most of the debt we are talking about.

The CHAIRMAN. Gentleman’s time has expired.

The gentleman from Georgia, Mr. Scott.

Mr. Scort. Thank you very much, Mr. Chairman.

Welcome again, Mr. Secretary. Always a pleasure. Going to ask
a series of questions, if I may, so work with me in my 5 minutes.

First, it is true that the G7 is going to be meeting in Scotland
in July and on that table will be the issue of a plan to ease the
debt particularly to the impoverished nations. Given the concern
that terrorists are one of our biggest concerns in the fight against
terrorism, these impoverished countries are basically incubators be-
cause of that poverty. With that understanding and background,
knowing we have an extraordinary obligation to deal with this,
where is the problem between Great Britain and the United States
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that is preventing at this point an agreement on how we are going
to come up with a plan to deal with world debt as it affects these
impoverished countries and what do you expect to happen coming
out in July?

Secretary SNOw. Congressman Scott, I can give you an optimistic
answer there. I think the U.S. and the U.K. are narrowing their
differences as we develop a better understanding of each other’s ap-
proach. I am talking about IDA and the African Development
Fund. We are really getting close.

I had a good chance to talk with Chancellor Brown over the
weekend, and Dr. Taylor talked with people in the British delega-
tion. We are in continuing discussions with them.

I think we can narrow the differences to the point that we are
almost in agreement. I think we now agree on 100 percent forgive-
ness. I am not sure they are fully to where we are in going forward
saying it is all grants and not loans. In other words, for a long pe-
riod, you don’t make any more loans, you just give grants. But I
think there is a movement there.

I think we have narrowed our thoughts—they keep talking about
additionality, more money going in. We keep saying, let us make
sure there is no net reduction in resources going into the HIPCs
over this time. We are understanding them better, and they are
understanding us better. I think really good progress is being
made. I look forward to meeting with the Chancellor and our Brit-
ish counterparts in June when we are in London this time in an-
ticipation of the heads of state meeting. I am encouraged, and so
are our British counterparts.

Mr. ScortT. Is the point of contention in the fact that we all agree
in alleviating the debt but that the United States is balking at
wanting to give more aid?

Secretary SNOw. That issue is part of the difference, but we have
indicated that there may be a misunderstanding there. We are
committed to making sure that the net transfers remain the same,
that there is no reduction for the HIPCs and for the other non-
HIPC poor countries in the resources available to them. I think
there may have been confusion on that score. We don’t think you
have to put more money in. We are prepared to talk about that.

But if you forgive all the debt, and that means the debt service
goes as well and you don’t take on additional debt for this extended
period of time—I think it is 2010 we are talking about—I mean,
2015—and during that time grants occur, the balance sheets of
those countries will improve dramatically and the reflows, that is
the payments on the debt service, are not required, it is going to
put the HIPC countries in a much better position.

Mr. ScorT. I have a little bit more time, and I have two more
questions I wanted to get to. We have been receiving some com-
plaints from foreign countries doing business in this country on
being able to follow the rules with the Sarbanes-Oxley law. We will
be having hearings coming up on Sarbanes-Oxley. Do you rec-
ommend—in relationship to responding to these complaints from
foreign countries, do you recommend any changes be made in Sar-
banes-Oxley?

Secretary SNOw. No, I wouldn’t; and I think the SEC has
shown—I don’t think you need changes in the basic law. It is a
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matter of implementation. I think the SEC has shown some good
flexibility here, some good accommodating behavior on the part of
the regulator to deal with the problems of—that our European
counterparts have had.

I am sympathetic to some of their concerns. We have a notion of
independence in a director that is somebody who has no major
stake in the firm other than being a director. He is not a consult-
ant and not being compensated by the firm, is disinterested. Some
of the European countries have a different conception of a corpora-
tion, where suppliers of services to the company are like labor and
expect to be on the board. We have to find a way to get conver-
gence, and that is the very subject of the U.S.-E.U. dialogue that
the Treasury is chairing.

Mr. ScotT. I want to get this last point in. We are involved right
now in trying to provide leadership on simplification of the Tax
Code and tax reform. You mentioned the commission the President
has put forward, and later this summer we are coming up with rec-
ommendations on that. Wouldn’t this be an excellent opportunity
to address one of the issues that you pointed out we need to for
the future of this country, for the economic health of this country,
which is increasing our savings and our investment, if we could
find a way as we are addressing reformation of the Tax Code that
we put incentives into the Tax Code to encourage savings and in-
vestment?

Secretary SNOW. Absolutely. Absolutely. I think the Administra-
tion has come forward with some proposals along that way. There
may be better ways to do it, but absolutely.

Mr. ScotT. We have legislation moving in that direction. Would
you support us on that?

Secretary SNOW. I support the broad idea of encouraging savings,
and one good way to do that is to allow investments to build up
in accounts in a tax-free way or go into the account in a tax-free
way so that the tax bite on savings is lower. Yes, that broad idea
is something that I certainly support. The details we would have
to look at, but the broad concept I support.

The CHAIRMAN. The gentleman’s time has expired.

The gentleman from Georgia, Mr. Price.

Mr. PriCE. Thank you, Mr. Chairman.

I appreciate the opportunity to ask you a few questions. I wel-
come you back, Mr. Secretary; and I want to comment how judi-
cious it was for you to respond to the inquiry about changes to Sar-
banes-Oxley in the manner in which you did. I noted the smile on
the face of the Chairman.

Oftentimes, we hear comments from folks who you would think
that they were Chicken Little and the sky was falling as it relates
to our debt and our deficit. And although neither are exactly where
we want them to be, I wouldn’t mind if you would please share
with the Committee your comments about our debt and deficit level
vis-a-vis the world economy, the international economy, and how it
is viewed in that light.

Secretary SNOow. Well, you are right. I mean, we are working
hard to bring our deficit down and our debt to GDP levels down,
because they are higher than we would like to see them. But we
are in a pretty good spot relative to most of the rest of the world.
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Japan has debt levels that are over 100 percent of its GDP. We are
in a much better position than most of the rest of the world. We
can’t be complacent about it. We have to continue to focus on it.
But I am confident, as we do, we are going to find our deficit level
come down to a level which will be low by historical standards,
below 2 percent of GDP, and that is going to occur because we keep
the economy strong and revenues come in and spending—tight
spending controls as you are doing in the Congress. I feel very good
about the path we are on for the fiscal deficit. The larger issue
seems to me to be those outyears with the unfunded obligations.

Mr. PrICE. What about in your conversations with financial lead-
ers from around the world and the bigger picture of them looking
at us? What kind of comments are they making to you regarding
our debt and deficit?

Secretary SNOW. The G7 ministers and the IMF people, the cen-
tral bank people I have talked to take us at our word that we are
committed to bringing the deficit down and we will bring it down
and they applaud us for that. And they recognize that the United
States has gone through a tough time. We have had a recession.
We have had the terrorist attacks. We have had corporate scandals
that led to the Sarbanes-Oxley legislation. All of this had its effect
on the revenue side of the government, reducing the revenue gov-
ernment revenue stream. We are now getting the revenue stream
coming back up; and that combination of the economy strong and
the revenue stream coming up and some decent controls on spend-
ing—I think we will clearly get us to where we need to be. The rest
of the world wants us to get there.

Mr. PRICE. Is it fair to say that the rest of the world hasn’t lost
confidence?

Secretary SNOW. It is fair to say that the rest of the world still
has confidence in the United States and depends on the United
States as the strongest engine of growth in the world economy. I
think we have got their respect and confidence that we are com-
mitted to dealing with the deficit issue and putting it on a path
which is the right path to be on.

Mr. PricE. I will yield back my time.

On the issue that Mr. Scott raised and others have raised and
you raised about our savings rate, which is woeful, I think we had
Chairman Greenspan here awhile back, and he commented on the
types of mechanisms to attempt to increase savings in our Nation.
One of the manners in which that can be most successful would be
to move toward a consumption tax, as opposed to our current struc-
ture. Would you have any comments about whether or not a con-
sumption tax increases the rate of savings?

Secretary SNOwW. By its very nature, that is what our consump-
tion tax does.

Mr. PRICE. A consumption tax by its very nature would assist in
our debt and deficit, or as it is viewed in relationship to our global
economy?

Secretary SNOW. The idea behind the consumption tax is that
you don’t tax savings and investment. You tax consumption. And
the nature of such a tax system would be to tilt towards more sav-
ings and more investment.

Mr. PriCE. Which is a good thing.
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Secretary SNOW. I think we need more savings in this country.
I don’t want to comment on what is going to come out of this panel.
I want to wait for the results of this panel. But, clearly, that is the
argument for a consumption tax.

Mr. PrICE. The gentleman yields back.

The gentleman from California Mr. Sherman.

Mr. SHERMAN. Thank you.

I would like to identify myself with the comments of the
gentlelady from New York on terrorism insurance and say that we
also ought to look at disaster insurance being treated the same
way. If this country suffers a 10 or $20 billion catastrophe, it
doesn’t matter to many whether it is a manmade or a natural ca-
tastrophe.

We do, I think, have huge problems with Sarbanes-Oxley affect-
ing smaller public corporations, but I know we are going to have
hﬁarings on those in this Committee. I won’t take your time with
those.

My first two questions, I will ask you to respond for the record.
The first is on the World Bank, which has provided over re