THURSDAY, SEPTEMBER 28, 1953

ANNUAL MEETING NEWS, WASHINGTON 89

PAGE 22

t seema tmn again for same reality testing on

the state of plny of Bevrotory of Troamury Miche.

lan Brady's initintive for nddressing the inter-
nationnl debt erisis — partiealarly in light of recent
provisioning by major EHI‘I]'I’.H and the uncertainty of
continuing long-term lending.

The .8, initintive bagically aaid four things: 13it
is permissible, if not desireable, for 1LS. banks to
admit to some loases on their loana to Latin Ameri-
ean countries; 2) the banks should provide soma
form of debt rolief or debt reduction; 3) the U5,
government would not provide direct visible sup-
port for the banks; and 4) the official international
institutions had a green light to guarantee some
debt service or otherwiss provide support for debt
reduetion — in a limited fmahion under npproprinte
circumatances, All of these gonla have been necom-
plinhed; yet there is littls senae that the “problem™
has beon solved.

The reality is that even if the Mexican and Phil-
ippine negatintiona are coneluded suecenafnlly, the
arrangements will not result in o material positive
effect on the debtors” foreign exchange require-
ments tosarvies debt. The reason is simply becauas,
in recent years, the heavily-indebied countrios hove
typically met only about hall of their debt servies
ohlipations. The balsnece, ne we know, wis provided
||j. 1 he banka lrl'f‘l'l‘l!t'l'l't-'l. whn, Illltl.i",rﬁt.rlﬂl,lnl'llj’l elid
nit want to ahinw loases and therefore paid them-
=elven intereat by providing new loans for that
prpoae. Frovisiomng sumply aubatitutes for new

money; it doss nothing for the debtors’ eash flow
protlema. The renlity ia that formal debt reduction
huma little effect on caah Now if the debior has not
Ywnn paving interest or prineipal amyway. Commer-
inl hank eanesrn aver rlrlm'il:ti'nq in loanen — the
mewitable reanlt of not making new lonne — i3 not
likely to change deapite the signnl from the LS,
I'rensury that it'a okay to do so, particularly if there
in nn fnvarable tax or regulatory trentment in the
ling and no porsibility for direct government
quarantees on new or old loans. Given that renlity,
far the whoele process to have an impact, the provi-
dening, write-offz, debt reduction or lower intereat
ratea. ploanew loans, must be in magnitudes grenter
than the amount of previens lending, Othoerwise,
the whale business ia irrelevant, Thoss sptiens, of
wnrEe, were aiwnys nealiable o banks — though
sithuwnit officinl annetion or formal imprimator from
‘b 1LE, povernment. My sense is that the banks
spected an Cactivist™ reapanas from the LS, gove-
snment, perhapa in the form of punrantess or
nlssidy, o abaent that, n greater commitmeont fram
“he internotional lending institutiona. That waa
RV,

Dillicinl development inatitutiona eannot — will
it - fill the gap botween what banks are willing to
Jor aned what the dobtora nre prepared to pay. There
are significant constraints on the amount of lending
or guarantees which ean be provided by interna-
tional financial institutions (1Fls) to loasen the
debtora’ debl servico burdon. The U.S. initintive did
not remove those conntrainta. The reality ia simply
that the official development institutions have a
capital structure which places the ultimate riak of
defaults by developing countries on the tnxpayers of
a few industrialized ‘countries. Thess institutiona
alzo have compoting dernands for funds from cown-
tries whoara not part of the debt erisis and who have
performed well. [Fla will not bo permitted, nor do
they wish to overcommit resources to a few coun.
triea in Latin Amerien, They will pay eloans attention
to the concentration of country risk and e,
Indeed, I suspect that whatever tha World Bank
makea available for the repurchase or guarantes of
debt, the debtor will receive, by way of direct lend-
ing, that much less from the Bank — almost dollar
for dollar.

Further, there remaing the conearn that in some
countries the exposura of the development institu-
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tions, if expanded, couled eonstitute a substantial
purssnt af tha daobtara’ averall swternal indahiad.
nees and, accordingly, could displace commereinl
bank risk, From a World Bank and IMF perapective,
that, ton in o non-starter. Both institutiona will
inaiat that commercial boanks remain ot risk so that
during periods of stresa — high intereat rates,
rocassion, deterioration of terma of trade, flling (or
rising) prices for oil — there is o cushion, nomely,
new eammaercinl bank lending, which atill ean be
ealled upon, Otherwise, the crodit risk would ba
shifted from the private banking sector to the offi-

might be stuck with the bill. Uniess initiatives are
!—nlw-n alang thess lines, the intarvantions by tha
international financial institutions are likely to be
madeat.

The commercinl banks, the industrialized coun-
trivs nnd the debitors all need toantisfy the demnands
of pressing constiluencies: the commercinl banks
wank to lift the spirits and prices for their stockhold-
ors; the industrinlized countrics and the debtars all
figgd ta aatlaly the demnnda of preasing constituen-
ciea: the ecommercinl banks want to [ift the spirits
and pricea for their stockholders: the industrialized
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cial institutions and thence to the industrialized
countries’ taxpayers — a circumstance those major
sharcholders are not likely to find pceeptable,

My sensa is that given the political realities,
unless and until the World Bank has the Qexibility
to provide guarantees (or lonna) which are not
'bq'ltilzd by its eallable eapital, ita role in providing
either ressurcea for debt reduction, rate subsidies or
guarantéen ia likely to ba modest. An off-balance
gheet affiliate would do the job or, in its ahsence,
perhnps commercinl banka might be obligated to
ulnmrpl]nmnh recsived from guarantees right
back to the World Bank at thres-month ULS. Treas-
ury bill rates — for a long time, For want of a hetter
term, sines the World Bank has been put in play, na
the saying goes, we might call that n “poison put.™ [
would certninly leasen the probability that LDC
debt would, willy-nilly, be ahifted to the World Bank
nnd, accordingly, would considernbly lessen the
evont that taxpayers of industrialized countriea

eountries want to maintain the eredibility of their
banking systems — without appearing to “bail gut®
yet another sector of the financial community while
ot the same time fending off pressures from parlin-
ments and legislatures to do both more and leas: the
debtors, their leadership under intense politieal
preassure, need to any that they have extracted
menaningful concesaiona from their bankers. The
key in to fashion an inftiative and implement ane
which will not be vetoed by the key constituencies,
That can be done. §
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