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1. The International Oroup o+ Independent Expert  o WQB
aakabliahed An r e s p o n s e  t o  ths pt-upojal o f t h o  II: l:J~r- 1 II
Scrsntrfic Bank i ng Meet i ng , hs: d i r\ Dubrovni k , Yugu*t31 BVL A, r)!l
7-10 June 1989, “to rn*,estlgata posstbl0 mea3w13  to fnl: tzt
t h e  requirements f o r  r e s u m p t i o n  o f qrawth and financral
stab& 1 ization over the ne:< t 9 1 :: mars ur 37, and thei t-
implications f o r internataonal debt policy”, (Concluding
Ytatement by the Chairmen.)

2 . T h e  Qroup met  in T o k y o  o n 15-17 FIpril 1990 and in
Beograd OII 2 3 - 2 4  J u n e  1 9 9 0 ,  c h a i r e d  b y  D r . K a t u o  TAKAHASHI,
t h e  P r o g r a m m e  D i r e c t o r  o f  t h e  Saeakawa  P e a c e  F o u n d a t i o n .  I t
submits this report  to t h e  R o u n d S&Je o n  Reaalninaand

Yugosl avid,
under the ausplcee of the World Scfentif ic Ran!r:inq Meeting
Permanent Secretariat, Peograd and European Center for Fc?acc
and Devel oament , Beograd,  and w i t h t h e aral stanc@ o f t h 13
U n i t e d  N a t i o n s  Dcjvelopment Programme and t h e Yugos 1 a’/
Federal Government.

3. The report coneists of the following sectionor

(a) a revtew o f t h e  p r e s e n t debt and devel opmen  t
situation i n  d e b t o r  countriesi

(b) major challenges in the 1990s and policy reform.3  in
developing countries3

(c) an aesessmmt  of international debt polrcy~

(d) need for an analytical framework: for the eolutiun
o f  t h e  d e b t  problem;

te) reflections on implementation of international debt
pal icy!

(f) overcrowding of financial markets and need for an
interim debt arrangement:

(9) aid and trade policies!

(h i  re fe rences;  and

(i 1 list 0f s::perts.
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1 P resent  debt  and  dsvaloPment  ga tunt ion

4. At the Dubrovni L; June 1989 meeting , “ there was an
apprehension that over the ‘1ear and medium term, the pasrkron
c.C many debtor #countriee WOLI 1 d remain es tremsl -1 (oeri 0~15”.
Thr.3 apprehensiw Wa0 JU3tl f i.od . The adverse resource
transfer on loan account from developing c o u n t r i e s  - - the
wee83 of their debt serv ice payments over 1 oan recei pl:s
(d isbursements )  - - is now higher than ever: US t 52 billion
f rom all developing countries,  of  which 32 bi l l ion f ram the
severely indebted countrioa, estimated for 1989 (Table 1).
The cumulative total of t.:lio “net resource tranof er i n t h e
wrong d i r e c t i o n ” in the phrase of Dr.Karl Otto Foehl,
P r e s i d e n t  ob t h e  B u n d e s b a n k  A/, m o v i n g  f r o m  t h e  severely
indebted middle Income  countrior,  ham now reached us s 183
billion during 198249,  a staggering mum on any reckoning. Cs
particularly disturbing development in L988 was that even the
1 ow income acpverel y indebted countriee, mostly in Africa,
experienced a negative remource tr.dnofer  on loan account.

22.7 6.4 4.4 -21.9 -36.1 -38.2

II.2 -2.1 -I I.1 -19.9
t: 2: 4::: -2t:

-‘E
->I:4

-Y
47:7

21.9 20.1

13.9 1.6

1::: :::

IO.1 b.3
I’4.6 :::

40.3 -12.0

-19.7
2:

2:
-3o:n

4.6 -11.0
4:: -10.6 0.3

a. Estimates.
b. Frslintnary estimates.
C. Flows and transfers on.account of all debt.
d . DRS cuuntr tea.

Source: DRS. (3ebt Reporting System) of the World Bank,
in  World Debt Tables 1999-1990.  Volume 1.. An3lvsts andL
Cl,.(mmary  tab1 es;. C)erPmher  1 9 0 9 , p3ge 9 .

AVAILABLE / . . .
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0
d. The difficult situation in financial tranaf era wa6
aggravated by a renewed weakne;;a  of commodity Ijr.ic?s -- they
fell 12% between March 1999 and March 1990. 2,’ Br- odd 1 ‘,I , the
commodrty  slump has now been with Cl e s ince 1?(30. I n the
judgment uf the United Nat i one Secretariat, “1 f commodi  ty
prices, including 011, had remained at their 1980 lWlc313
throughout ths decade,  i t  is 1 i L.631 y that the debt crisi:3
WJCI~  J have been averted”. 21

6. In 1989, coffee and cocoa, two key export commodities of
deve loping countriee, suffered major declines. Coffee, their
second largest commodity export a f t e r petroleum, co1 1 apsud
due to a  breakdown of t h e Intern4ti unsl Coffee Agreement ,
hopeful 1 y temporari 1 y. Cocoa co1 1 apmed because o f e:<eeseive
p r o d u c t i o n , caused by a boom in planting in the early and
mid-1980s, .partly encouraged  b y i n t e r n a t i o n a l l e n d e r s
f inanc ing  the  ad justment programmeo. T h e  e f f e c t s  o n West
A f r i c a , a  m a j o r  producer, have been catastrophic; this ie the
second time in the last 25 years that this region is
experiencing an economic, social and political upheaval due
to 3 massive fall in commodity markets.

Interqetional in te res t  rPt.

7 . I n t e r n a t i o n a l i n t e r e s t rates3 are gradually moqi ng
u p w a r d s ,  t h i s  t i m e  u n d e r  t h e  i n f l u e n c e  o f  a n  u p w a r d  s h i f t  in
the formerly low-rate financial centere i n  W e s t  Qermany,
Japan ana Switzerland. The Swiss ratem are now at the same
level ao i n  the U n i t e d  S t a t e s ,  t h e  high-rata  a r e a  s i n c e t h e
late 1970s: 8 l/2% for a one-year c e r t i f i c a t e  o f  daposit a s
o f  e a r l y  M a y  1996, a development in Switzerland which would
have boon consi dored unbel i evsb 1 e on1 y two y e a r s  a g o . The
4f fects on the debtor countr ies can be catas3traphrcl i t has
b e e n  e s t i m a t e d  t h a t  e a c h  o n e qercentwge ooint increase 1 .I
international interest rates means erctra  interest payments by
these countries of US C .Z-4 billion dollars Per fear. Thus
affects particularly the middle-income debtors whrch have
borrowed heavily on a floattng-rate basis.

Oeclrne  in domestrc  investment

0. In the two main deb tar regions, L a t i n Alr.rr-  1 c 3 an.3
Sa.lb -‘? aharAn Africa, the rate sf rn..*estment h?s 4 -.a 1 1211 b ','
one- quar*.F.sr  to gne-third between the edr 1 y 19900 *nd lwa3,
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with no indication of recovery in 1989-90. Tile inveotment
decl ine has been caused  by sever al f actore opereting w r t h
d i f f e r e n t f o r c e i 13 d i f f e r e n t countriee: mass i ~13 outward
transfer  of  resouxes  reducing the aggregate  pool of savings
available for investment, reductioin in public investment due
to budgetary crises and short-term policies of ad Justment  ,
reduct ion  o f  pr iva te  investment  due to  increasea  in i n t e r e s t
rates (the rQa1 rate3 in some devalooinq countries 2:: teed
e.3311 ‘r 30 percent per war 9 mak i ng an’f in-fs~tment
pr-ohibi ti,;e! and depressed d e m a n d  in t h e process o f
ad jus tment . T h e  decline o f i n v e s t m e n t  o f t h e  e s t i m a t e d
maqni tude (Table 2) may have occurred in the past onlv during
t h e  @eat D e p r e s s i o n  o f t h e 1930e i n  t h e industriali:ed
c o u n t r i e s .

13 2. Investment to QDP W&U-B,ted  Low andle-income- -
. 80-U

Sub-Saharaa
Africa 20.8 20.8 17.6 14.9 11.5 12.5 14.6 15.8 14.1

Latin America
and Caribbean 24.2 23.6 21.4 16.9 16.7 17.5 17.4 18.2 15.7

Euro-pe,  Middle
Eaat and North
Africa 27.8 27.7 27.0 29.0 28.3 26.8 26.9 25.9 25.8

a) P r e l i m i n a r y  estimatea.

Source: The Wbrld Bank, Annual Reoort 19e9,  page 27.

9 . “The fall in  investment  has  been so 3ever  8 t h a t some
countrims  may not even have been fully replacing depreciating
capital. I n  A f r i c a ,  t h e  m i n i m u m  i n v e s t m e n t  n e e d e d  t o r e p l a c e
d e p r e c i a t e d  capital is est imated  a t  13  percent  o f QDP, and
seven Sub-Saharan countrieo had investment  rates belI>w t,lrai:
level in 1997. Similarly, the  min imum investment r a t e  t o
replace c a p i t a l  in L a t i n  A m e r i c a  i s  e s t i m a t e d  a t  14 p e r c e n t ,
and three countries were below that l e v e l  i n 1987”. 41 The
oituaition probably worsened in 1988 and 1989. I n  additiirrn
to adverse imoact this trend has on the economic and socia l
c o n d i t i o n s  o f these coul\tt=ie0,  it hae aggravated thsi r
environmental situation significantly.
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10 . P e r  capita lncom+z  i n  S u b - S a h a r a n  A f r i c a and Latin
Lnsr-ic3  fell in most years since 1980, at least cartlb.fl a3 a
resul t o f  forces described  abcvs.  T h e  same  uccurr~d i n most
maJcr d e b t o r  counkrres in o t h e r  reqionz - -  in NC-th kCril=a
lnd Southar,i  a n d  SJatern Exope, a n d  rn t h e  F a r E33b_ _ :Table
3).

le 3. Growth of GDP w_EF)p uer Cwita 1981-86 i.3 Selected L&m
M i d d l e - w  Retions : avera- r>ercentage  cU~Q)

GLP- GDP per caoita
1981-86 1987 1988 A/ 1981-86 1987 1988 A/

Sub-Saharaa
Africa 0.4 -1.4 3.0 -2.6 -4.5 -0.4

Latin America
and Caribbean 1.4 2.7 1.4 -0.7 -0.6 -0.6

Europe, Micldle
East and North
Africa 3.3 1.6 2.5 1.1 -0.5 0.3

30 Frellmlnary estimates.

Source: The World Bank, AIQpage 25.

1:. Stagnation and decline have affected the 1 ower i ncotne
g r o u p s  w i t h  a p a r t i c u l a r f o r c e . Real wage0 have f a l l e n
drastically in many countries: in Africa, on the aver age,
thev fell by SO to 60 percent between the mid-:9709 and la%3
i99C'O . 2 / !Jnemp 1 oymen t and under --smD1 oymen t ha*45 1 ncw-ea3ed
almost everywhere. Adjustment proqr-tmmes  have not ::oised:

“There was very limited attention rn the first qrol-rp  of
structural adjuotmeqt loans to the social :mplicatrons
of ad Justment. .  .  ‘I. &/ “As the decade :oc the 1980s .:
progressed, the impact of stabi 1i:atron and certain
types  o f structural adjustment on the most vzl nev abl+
and disadvantaqed soci oeconomi I=: praup3 bet am6 an
important concern”. Li . . . “Ad?ustmer,t-:  nduced grobdth
1s pravlng to be a far-off 3ch 1 evemont , and
tt-ackle-down has not reached the poor adeqclst 91 y .
.h:%~sa of t9e :+etqht o f human sufferlnq we c 3.nnl;t
sllnpl%/ sit 5acl. and wait f a r  qrnwth a n d ad ;~-I~t,nsnt Ilo
GC zur . ” &/
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Cons ide rab le  a%tention  i s  now pa id  to pove r ty  p rab l  ems  i n
adjustment progr.ammes;  but their effects i ne-/i  tab1 y wi 11 be
l im i ted  un less there is resumption o f eclonomic r;rowi_h, an
Increae~3e i n empl o*;ment  , and f ai rness i n income
d i s t r i b u t i o n .

12. Three key tasks are facing the debtor countries in the
i??Os  : resumptiun of economic growth, alleviation of puverty,
and financial stabilization.

13. Resumption of economic growth is not possib le without
an increase in eff.icient i nvastment producing tradeables.
Alleviation o f paver ty c-31  1 s f o r r e c o v e r y  o f pub: it
oxoenditures  on social services and welfare, in addition SQ
rl5inJ emp 1. oymen  t and improved real wages. Financial
stabilization calls for reconstruction of  f iscal  systems i n
m a n y zuuntries, fur reduction of in%crest  payments on p ub 1 i c
Idebt, and fur reduction of armament spending.

PO: 1 .I’., .f ref arms in developing countries

14. In  recent  years , there have been significant changes in
the institutional framework in developing countries. While
the basis  is still fragile, an increasing number iJ f these
countries are moving toward pluralisti- democr.azy. This s!ii ft.
*was noticeable in most Latin American countries in ,the 19805,
and is taking place in a number of African cocultrie~s  now.

15. Since the beginning of the debt crisis, and in some
cases and same sectors even before, the developing countries
have made substantial progress in econumic reforms in three
critiral areas: S_/

(a) Er~onumic (incentive) product pricing is becoming a
rule in most >developi ng countr ies . Va ,:or p r i c e
distortiuns have been removed and p r ices
e s s e n t i a l l y decontrol  1 ed in energy, ar;rirvl tut-s and
indus t ry . Exceptions sti 11 exist, but the gener-ai

i-r COPY AVAILABLE
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policy and trend have b e e n  rn t h e  direction o f
incenttve pricing.

(b) Priorrty ip, now giver. to export development al most
everywhere, particularly in di\quroi f rsd f ielda.
This haa involved devaluatione in most cases, and
d u t y - f r e e  tmpartra  o f  input3 f o r ozport product1 Ian
and other incentives in many. There ie virtuallv no
dsvs! op i ng cuun try tuday whrsrq t.he I:t-t tll:al
impertnnce for growth uf i ncr-eased f r3rel ;n e:!cfianda
earnrnqe has not been recoqni rscl. Mu?s t camt.r~eo
have also adopted measure53 to attract direct
foreign investment.

(c) Fiscal diociplino Am new recognized as being o+
ma jar importance for ordorlv ecunomi c growtS and
avoideve  of balance of paymonta crises. I n  L a t i n
America, “the tranBf ormatien  b>f a t t i t u d e s toward=
fi-8cal discipline has beon p r o f o u n d . T h e r e  a r e
still lively debatoe as to how the pl;t- ISQ ‘fix*1
d i s c i p l i n e ’  should b e interprotod and t h e r e  a r e
still political arqumento about who ohould bear the
burden of f iocal consolidation, but, in sharp
contf il3t tu the posdi t ll>n a dacade aq0, t.!lE!
amportance  o f f focal diociolins is now wi del v
accepted. Al thouqh marat cotintrtea n9e.d fl.crther
consolidation and Y few have not yet s t a r t e d the
prrlcess, deal
achleved”.&  T!~ea~orld

has already been
Bank, reporting bn the

develupments in 23 countr~iaa i tnp : ema3n  t i 8g
Bank-supported adjustment proqrammee
~~‘oarly-intenoivm-adjustment-lendinq-coun~rie~“~,
calculated that their fiscal deficlta .3 B
Drdportion of (3OF f e l l  f r o m  7 . 6 %  i n 1981-62 t:
4.6% in 1985-W. This group conoiata of 7 countrree
i n  L a t i n  CSmerica,  13 i n  Afrtca, 4  i n  A s i a  a n d  1 in
Europa. la/ Fiscal improvement has boon widespread
r a t h e r than limited to one qeoqraphic rsgion.

A major obstacle to -Further curter1 1 ment of the
budget defictt are interwzt payments. In 17 highly
indebted countries, Intwest ucaymonte  in w: ternal
debt amounted to 4.3% uf GNP An 1988.  x/ Zn
addition, t h e r e  a r e  ilIter est pd~+mmntt  o n internal
publ ic  debt , which are formidable in some Cases.

:6. Most dobtor countries have not bssn %uccesSf I.11 1 l.1
anUth\er n\d jor referm! el imlnat i on o f inf lstlon. Espscld~ 1 ‘r’

/ . . .
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,;:w this Door, i t  I a  crucrallv ilnport.lnt t o  cont3rn lnf latron,
The :attor accelaratsd thr-ouqh 19l?, parL.:cu1arly  ln 4ur -208
-and I-at i 11 Ansr 1 if A, al though davel opmenta in 1991:)  me’/ 1114 more
f a v o r a b l e  i f  t h e  o n - g o i n g  etebilrzatlon e f f o r t s  i n set/era1
ma Jar countr  i eB prove aucces9ful.

4 ,985 \ uq4 !?87 1988 1789

Develoorng countries 35, 51 26.6 35.: 5 9 . 3 06.7
A f r i c a 1 1 . 9 12.2 12.4 18.9 .,a
Aeia 8 . 0 3.6 7 . 4 11.8 1 0 I 2
Europe 2 6 . 6 2?.0 4 1 . 2 80. ; 3-m Ld*l. 5
Middle East 14.0 11.8 m.. a.. ,..
I hmtarn Hlsmr oahar c ;t 27, 7 xz.:T; 116.. 4 - 18. I)w .:sf).  1)

17. In part, the lack of aucces~  An combating rnflation ha,o
been due to the multiplicity of objectives and probleme  o f
t iming and sequencing  in sconomi c ad juatment proqr f4mmeQ.
Corrwztion 0.f fiecal deficit has sometime been done through
increRsem3 i n i n d i r e c t t 1XQO ‘ i n s t e a d  o f r a i s i n g and
collectsng profit and land tal<os) and thue in product prices.
Remaining f ixal dsficito were largely f  tnanced b y
resorting t o  t h e i n f l a t i o n  tax, since foreign finance waa
no longer easily available. Conflicto between s t a b i l i z a t i o n
and adjuotmont  policies may aleo arise from davaluatione that
are  required to improve the country’s competi t ive positron in
the world mark&. In the short run, however, qonerat i on of
external surpluses t as drained qoode from the domesti  I: market
and fuellod i n f l a t i o n  b v hiqher import pricse. Al 1 th13
mitigated aqainat price at3bilic3tlron. The latter calla f o r
an inflow of resources, pnrallel with the reOtordtion  o f  a
sound fiacsl syateln .and w change r a t e stabi:i:ation.
T h e  j o b  o f  r e c o n s t r u c t i o n  o f  t h e  m o n e t a r y  system romaane t o
be  don!.,  1 I I  Incany deve loping c o u n t r i e s , and t h i s  ia hardly
poeaiblo without  the  so lu t ion  o f  the  debt  prob lem. The  same
hl>lds for  the resumption of  investment in debtor countr ies - -
a  f u n d a m e n t a l  c o n d i t i o n  f o r  r e s u m p t i o n  o f  economic growth.

BEST  COPY AVAILABLE
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19. An wpaneion i n external tr-ada and f~~lallCl~i
r~laticnshrps  A S  lrkely  t o  r e s u l t from ref urms 1 n Eastsrn
EL!rooe. The ani ‘,:a1 rmoact o f  t h e s e ra f ormatjry changes 011

t h s  ~insncral pos;tiion 13f 3ome countrrea  h a s  b e e n neqe t LHB ,
however’, a n d  a curt’7sr  bxrsenrng  m a y  b e inevi tab1 d bsf ore
d,l'. L mpr-o*:enent  2ccl.lr 5. !ZAoC.urn  Eurocsnn  caunL,-ld 3 WA 1 : t-l se,:
3 3; :saCls r e s o u r c e  :-I~!ow 02 er t h e  msdl U;n tarr;:. El;,ns a r e
f 31:: nlg many la+ the 5%~ problems as other  mrd-~llcons hepvl: /
indebted countr A es, however- under m o r e  complex circumstaiizes.
!Jnsmplo\mer?t  a n d  dr1st~c prtce  1ncrsa498  at-0 s m e r g r n g  91 1: ev
:mmedlate  is9uesr and they have to Se handled w h i l e  a t t h e
0ame t r m e  forlnul4crng and e:c ecu t 1 ng inski tutr2nal rsf urms
and, in some CdS99 ( f i n d i n g 301LItl!: 19 to an acute debt
sroblem.

19. A wide ly  d e b a t e d  proti:em  1s t?e advrrabi1it.v  o f usi nq
debt-ecu1 tv swaps. I t  i s  b e l i e v e d  t h a t  t h i s  technrque  c a n  b e
u s e f u l  f o r s o m e  E a s t e r n European countr aes t o o , however
r a t h e r  a s  a t o o l  t o  a t t r a c t  foretqn  i n v e s t m e n t  t h e n  a s  a  d e b t
reduction  i n s t r u m e n t .  O t h e r debt r e d u c t i o n  technl ques, i  f
avaa l-able, ~holl.ld be  used  f i r s t  b e c a u s e  t h e y  g e n e r a l l y 31 1 cw
t h e  cebtor  c o u n t r y  t o  c a p t u r e  a  s u b s t a n t i a l l y  l a r g e r oat-t of
t c: 9 secondary mar I: 8 t di 3coun  t than in the 1, ass o f
jebt-‘2-oqulty swaps whrch 1 eave t h e  mein p a r t of thi s
drscount  i n  t h e  h a n d s  o f  the  inves to r . T h a t  ie w h y a l l t h e
ccuntrres  h a v r n q  a l r e a d y  n e g o t  ated officrally oupaortsrd d e b t
‘eductions ,iuspended d e b t - t o - e q u i t y  swap p r o g r a m s t i l l t h e
conclusron o f t h e agreement . If 9 however, such a
c o m p r e h e n s i v e  agreement  w e r e  n o t  t o  b e  r e a c h e d  in  corpse&able
f u t u r e ,  IC, m a y be advisable to admit debt-to-eaur ty swaps at
an early stag@ in suitable cases.

3. -wo cqanqao  i n  r n t e r n a t t o n a l debt pol i cy lur i ncj the
! aa+ ’ ,dsnty f o u r  n o n t h s  have o p e n e d  a- - nsH phase cf ma jsr
p3ten’.ial srqnl  f  icance. fhe lW8 Toranto Summ  i L. daclElcra

.)osned the d o o r  f o r  rsductlon  o f principai  or intarrst un
5; :3tsr*i  of& lcl al d e b t  of pear countr:39, most 1 y Afr1zsr..
The :Q33 Adop’ion o f thn Pr acl.f elan, whlc5 f Q! 1 ‘3W3d t h e
sac*: :er French  gnd tapanese  :nl C.i~tt  ;+5, greened  ths .dxr f Jl-
r .3e?.m:c  C. A #3n of debt.3 1=)4 ni?::is-:nc9nl:, cciintr~ss, OWSC  t-5
zranlne*-.zi  al ban1  s. t30tf-l dC’,lCiT5 hsve been 9 1 ‘1, 4 i n-.

/ . . .
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rmp:ementntion, and the reel ts ,30 far  and current eet imatee
hat/e been disapporntingi in the case uf the Prady plan, t h i s
was p.qrt 1 y due to the 11 C:ell hood t h a t b o t h  d e b t o r s  and
private clredi turs continue to be engaged in bargarnlng un a
bettgr dual in trAnsferring r i s k s  a n d  !osstas t o the pub1 ic
‘wait - and - -see attitudes). And both the T o r o n t o  a n d  t h e
Brady initiatives have left Area.3 not cowred,  such as debts
to official creditors of middle-income countries and debts tnx
l~9nmer-cra~ baiLa of 113~ -inl:wie countries, But the princrplg
of debt reorgarl1ratiun, lncludiny scaling it, down and ./or
r-wdl.~Cl  1113 k513 rdt:q of i ntaraot , nuw have been recognized.

Toronto decisronl low iw cowtries cab=

21. “Twelve Sub-Saharan Clfrican countri,as  have reachedul ed
debts at the Paris Club (official credi tars) u n d e r  T o r o n t o
terms. The short-term cash flow benefit is relatively smell.
T h e  e s t i m a t e d savingo o n i n t e r e s t  p a y m e n t s f o r them.
cuuntries amounts to US S SO million in 1989, or 2 percent of
their- total debt service falling due in that year...“=/

mm
bL. “Some progress also has been made in the forgiveness of
bilateral development aseietance loans. It is elrtimatod t h a t
i f  a:1 t h e  n e w  f o r g i v e n e s s ~1 me announlzed b y indi vidual
creditors are fully implemented, the reduction in t h e  etock
of Sub-Saharan debt would amount to US 9 S to 4 billion, or
8% of their outstanding debt in 1989. again, t h e  c a s h flow
relief from these meaeuree  ie not likely to be large...“.~/

CIT
&‘d. Even though every cent counta, in Africa and elsewhere,
the above reductions in aggregate interemt p a y m e n t s  a n d  in
debt outs tanding must b e  c o n s i d e r e d only a lnarqi  nal
c o n t r i b u t i o n  t o  A f r i c a ’ s d e b t  p r o b l e m . T o r o n t o  decioione
a p p l y  t o  a  v e r y  m a l l  p a r t  o f  a g g r e g a t e  d e b t  s e r v i c e :  m o s t  o f
t h e latter io owed to private banks and international
i n s t i t u t i o n s , and they 4 r 0 not coverad  b y the Turonto
decisions.

24, Proposals have been made to recycle a part of A f r i c a n
debt service to financing intra4fric.m  trade and investment,
thus promoting regional integration. This is an impor tant
ob jet t 1 ve , and a opeci fit scheme should be elaborated by
African institutions as soon as possible and s u b m i t t e d  t o
African creditur9.  Such a scheme should be accompanied by dn
i n  - death analysis of the factors that caused the failure of
pr2viws integration attempts.

f AVAILABLE
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CIC,J. Ae of II CIprr  1 I 990 ) t h r s e deb tur countr  1 es have
reached ayre,sments WI th credr tar banL.3 under the Brady plan;
Me!:lco, F’hilrpprnes ano C o s t a  R i c a . I t  i s  reoortad t h a t
aoditronal t w o  - - Vene:uel a and Marocco - have reacheo
agreements WI th banks in principle. In a partial
arranqemsnt,  Chi le had borrowed from t h e  Bretton Woods
rh3)tLtutions  f o r  a b u v - b a c k  f r o m  b a n k s  o f  a  f r a c t i o n  o f it3
deb: s rl1lltee 3 1 :: 3ct:u~l ~4 pot.ent.ral bansf icrariea over o n e

7dar JQ i mD 1 emen  t ai cm c o m p a r e with a n setrmate  06 79

benef lcadr‘tda over three year 58. made when the plan was
launched, in March 1989. The World Bank is now eatimatinq  that
w1t.h the total of US .f 33-X br 11 ion .r\vAl lablo for f inanc ing
t:itr elan, “?otal debt and debt eervice relief would amount to
US t 4 billion annually” ,141 or under 19% of the debt mervlce
o b l i g a t i o n s (amor t i za t ion and i n t e r e s t )  o f the severe1 y
rndeated middle Income countri e8 o f US S 66,886 million
prajezted for  19S9. s/ To put  these numbers in cereoective,
World BanA btaff addsl “47 t w o  p e r c e n t a g e - p o i n t i ncreaee in
rnternationai interest rates would completely wipe out the
maximum amount of debt and debt service reduction that can be
achreved under the new otrategy, while leaving the borrc*ring
countries wrth the additrlJne1 debt burden of JO to 35 billion
dOll.ars reoultrnq  from loans in support. of debt and rjebt
service  rl3ductton operatione”. 141 It thus would 0eem t h a t
the US f 4 bill ion annual interest ma~~lnqs is a graae rat her
than a net f iqurel net figure would be only olightlv above ‘JS
d .T brllrun per  year ,  o r 5% of cur ren t d e b t  s e r v i c e  o f
severelv indebted mrdd!e income countr 1 es. Either 3 or 6
billion dollars oavinga per year ta not a negligitle f iqure
b y  a n y  means. B u t  a s  i n  T o r o n t o  decisiono, spread over d
1 arge number of countries, thece oavt ngs are marginal in
r-elatron to the size of the aggregate burden.

26. Several major points have been made recently I:oncerntnq
the e:~perienee  in the implementation of the plan8

(a) Commercial banks have prncticallv aL.cpped rleW

lending. Credi tar-e which have d e c r d e o  t-3 take a
loss on thear outstanding loans are unwilling to
increase ther r 1 ;rdllS. 171 However, banks h a v e
stupoed voluntnry lending to moor’: of these
countries already before the implementation of the
Brady plan.

(b) Countr i es whose debts are owed mostly to
internati~r~al i nst i tutl ens and bilateral pub 1 i c
credr tore cannot benef i t f rum the ol an, and these
debts We substantial in .a number of case3, MI

(c! International in3tr tutlons have f inop.ced debt,
reduction  w-ich 1s n o t -  d e e p  gnouqh. kknte t o o  man’/

pub1 IC re31xwc~~3  have b@en rbearbed i n tuo 3mal!

imDrc 4ement 06 credo tworthl n-97. e/

BEST C
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(d) Much greater emphasis ehould be placed on reduction
of debt service payments in the near future r a t h e r
than on long-term debt reduction( “the need io For
net reduction in  net  t ransfer  today”.  “&I

(9) “The resources  prov ided  under  the B r a d y  p l a n a r e
insufficient to support on a adequate seal e debt
relief arrrved  at throlllah voluntary negotiations Ln
whlcr\ c r e d i t o r s  c a n  choose w h e t h e r t o  partrcrpato
or not, , . ,..‘But 1::. more r e s o u r c e s  t o '3uppor t dlsbt
rel leF m3,’ make the banks more optimistic about the
prospect-9 af t h e  d e b t o r countr  i es a n d  80 nor63
inclined to cling to ther r claims i n s t e a d  o f
conceding debt relief. At the very leaet, nore
banks are likely to try free riding...” a/ ” I?lone
of t h e %debt  > initiatives a:: IMF-deergnmd
stabilization pldnm, Baker plan, Brady plan::> have
worked Xbecause::) pub1 ic remourcoa have never been
euqclcient and making them larger, in the conterc  t
where ‘,he b a n k s  c o u l d  c h o o s e  w h e t h e r  t o J o i n  i n ,
would be rather 1 ike a dog chasing ito own
tai 1 I’. z/

(f) “The program appears unlikely to produce definitive
debt settlemonto  in most cases and Inay i I1 F .nc':
c r e a t e  a  n e w  met o f  u n c e r t a i n t i e s  a b o u t  f u t u r e  d e b t
managemlrnt  .Irnd official private burdensharing”.  “&/
This statement by the World Bank managf~*~nelIt  appears
to reflect the  fear  that  debt  reduct ion  does not go
fa t -  ellough, that private sector will not lend in
the f u t u r e , a n d  t h a t  t h e  Bank wi 11 b e  l o f t holdrng
tho bag.

IV Nersd for an analytical framaworPk

27. Two basic flawe hrve existed in t h e dpproac!i  t o t h e
debt problem since the beginning of the crilio:

(a) N o  d e t a i l e d  e s t i m a t e s  a p p e a r  t o  h a v e  b e e n  m a d e ,  o n
a c o u n t r y - b y - c o u n t r y b a s i s ,  o f t h e cnpi tal
requ i rements f o r ovorcomi nq t h e crisiaa -and
restoring a satiofactory rate of growth over t h e
medium term! or if such estimates have been made,
they do not appear to have been u s e d  rn putting
forward t h e  p a s t internatianal 9ver al 1 debt
po!icies.
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ib) No attempt saIdma %q ha*,e been made to 0:: amr ne the
proeoecto for long-run debt ser*dlclng caPaciey, on
a country-ov-cquntrv baats, and deterlnine the
e::tent of debt rel rei or of cash-f low rearrangement
accordingl;z. There ha.3 been general ':alk o f “debt
overhang”  , wath n o c l e a r and a r g u e d 30XlflC
Analyses uf t h e  31:~ a n d  ~sxrmptiona.

Fisaina estimates of -ua .a1 rsa&-Qments.- cA nd r-elated i33iusq

28. Several promLI1ent analysts have arawn attentrorn to the
analytical emoty space:

(a) “The Bank  and Fund have  not  rece ived  a  mandate  to
work: out the implication3 for the debtor c o u n t r i e s
of  resuming the g r o w t h  procesm w h i c h North and
South both agree is an indtopensable  objective f o r
growing out of  the  debt  crtsis. This in  turn means
t h a t  t h e  caoital  r e q u i r e m e n t s  f o r ad Juatment WL th
g r o w t h  rn t h e  d e b t o r  c o u n t r i e s  a s  a  whole ha*“e  n o t
b e e n  s t u d i e d  b v  t h e  Bretton WolJda  i n s t i t u t i o n s ,  let
alone agreed uoon by the i n t e r n a t i o n a l community.
The rate o f  g r o w t h  o f  t h e  d e b t o r  c o u n t r i e s emerges
as a residual, a by-product of the feasible rate of
borrowing . . . Thlr  f i g u r e s  f o r  d e b t relief or debt
r e d u c t i o n  c u r r e n t l y  d i s c u s s e d a r e based m o r e  o n
some kind of  guems  as to political feasibi l i ty than
on a n y  sc ient i f ic  analysis o f t h e  d a t a . I n  t h e
a b s e n c e  o f  s u c h  a n  i n v e s t i g a t i o n ,  t h e  d e b t  s t r a t e g y
will c o n t i n u e  t o  b e  a n  r m p r o v a s e d  a f f a i r  rn which
t h e s o l u t i o n s  p r o p o s e d t e n d  Lo a m o u n t  t o t h e
minimum steos n e c e s s a r y t o  keeo things  g o i n g
instead o f b e i n g  a reaeionab  1 e approx i mat i on t o
g r o w t h requirements. .  . The caDi tal expor te r3
obvi ousl Y have t h e rign’: t o t a I:: e t h e i r own
p o s i t i o n s  o n t h e c a p i t a l  t o b e  o r o v r d e a both
ovwall and to individual c o u n t r i e s . But. they
s h o u l d  a t  laaet b e  i n  p o s s e s s i o n  o f rndependentiy
determined facts and analyoes.” a/

“ T h e  p r o s p e c t  1s f o r  S o u t h - N o r t h  n e t t r a n s f  m-3 t o
be maintained almost indefrnrtelv  at a level of US
f 45-55 bl 11 1qn annu* 1 1 y with an ac :ompanvi  ng
b u i l d - u p  o f  d e b t  d u e  t o  a r r e a r s .  I f  thra Si kuation
ia to be turned around, whrch  rt mu3t, c r e d i t o r
governments (and bank-s) must first adop t target3
fur reduction An neqative net tranqf er3 rnd i:hen
compute: ! a ! what levels of relief are neceaaar~/ to
ache 13ve rMul:t t on J of t.l;s targeted magni t.l-tdes: (b)
now sI.\ch r e l i e f  might be shared among Sllsr.sral,
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multilateral and private creditoroa and (Cl what
levels o f  n e w  l e n d i n g  a r e  n e c e s s a r y  t o  a c c o m p a n y
dabt relref t o ach 1 eve n e t t r a n s f e r reduction
targets.

A t  p r e s e n t t h e  p r o c e s s  w o r k s  i n reverse with
conatrarnta o n d e b t r-01 i e f and new monev
d e t e r m i n i n g  level6 o f  n e t  t r a n s f e r f o r individual
cr3untr1.139 a n d  f o r  t h e  T h i r d  W o r l d  a s  a w h o l e .  As
l o n g  c;le t h e  procoee  k e e p s  workinq i n t h i s fashion
there LS virtually rlt> proepect in ;sight for a
reversal to a more oenaiblo situation f r o m t h e
viewpornt o f d e b t o r c o u n t r i e s and global
w e l f a r e .  “,$q/

“Cldviaing o n  p o l i c i e s  is nothing now .::: for
international fino81cial inotitution8), Pi llC8 t h e y
have been doing thim for yearo. Advising on debt
relief ,. however, will require memo change in t h e i r
approach. I n  the p a s t ,  t h r y have tondod t o  w o r k
w i t h i n  t h e  f r a m e w o r k  o f what e)< ternal romourcos
t h e y  t h o u g h t  might b e  a v a i l a b l e  r a t h e r  t h a n  i n
tsrmm o f  w h a t  w e r e necemeary to parmi t  e c o n o m i c
roi’orm and make it politically palatable.” a/

“ D e s i g n i n g a grnuine credible
a d j u s t m e n t - w i t h - g r o w t h - a n d - e q u i t y package for a
given LDC cannot be achieved in a routine, stvlized
fashion w e  h a v e  b e c o m e  l c c u a t o m o d  t o  i n  r e c e n t
year?. . . What ia needed inmtoad im a full-fledged
review of the specific eharacterintico of e a c h  o f
t h e  m a j o r  c o u n t r i e s  in quo&ion a n d  a n  amseeoment
o f ito p o s i t i o n along t h e  g r o w t h p a t h . T h i s
aoseesment  would be followed by a determrnation  of
t h e  c o u n t r y ’ s potential f o r r e e n t e r i n g t h e
international capital market w i t h i n  f i v e  tu L.rn
year-m,  t h e  actimo n e e d e d  t o  g e t t h e r e , and t h e
pref  arrod s e q u e n c e  o f t h e s e actions. I n  o t h e r
wordm, w e  n e e d  t o  f a s h i o n  g e n u i n e  s t r u c t u r a l  c h a n g e
p a c k a g e s . . .  t o g e t h e r w r t h  a n eatimatiun of the
a d d i t i o n a l f i n a n c i a l redourc00.. . n e e d e d  t o
facilitate the  adopt ion of  these packages f r o m  a
political point  o f  v iew.”  “a/

29. Difficulties of making capital requirementm e s t i m a t e s
should not be under-estimated, and they are well known. The
required net resource inflow depends on a vamt bundle of
internal and external factors. It is crucially i m p o r t a n t  t o
p r n - p o i n t  t h e  u n d e r l y i n g  a s s u m p t i o n s  o f any pro Ject i on Alld

critically discuss  whether  they  are reasonable. As f a r  as
cl:I:,nomic policies of debtor countries are Concernedr crpi ta1
requirement calculation must be based on the b e s t available
economic policy set tu contain worlal hazard problems. Also,
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3ur knowledge on the effects of internal adjustement measures
and e::tarnal shocks on capital requirements is limited. TheG;a
lrInrtatlons do not mean, however, that financial requirements
eetrmates should not be done, as they are indispensable for
declslon-makingi they mean that care should he taken in
making them.

Mlarrina an?lvsas af debt ssrvicana caoacu

30 , The extent of debt relief is now determined by
bargaining between the banwm ae a group and individual
debtors rn case of debts to banks! and by the decision of
creditor qovernmontm in case of official loans . The market
price of debt serves am one of the elements in determining
the scalinq,down debts to banksi but the World Bank notes
that “In actual negotiatroinm,  the secondary market price.. .
ml ght not be a good p r e d i c t o r  of the terms of a<: deb t
reduction> transactrons because the secondary markets are
rel attvely thin, and demand and supply may be influenced by
agents wrth shrewd behaviour on either aide, raising ths
imoue of moral hazard. Moreover, it may only be possible to
nogotiate large-scale transactions by offering a premium over
the secondary pri ce”. “&/ A comment on present practice
mggestm “injectron of much-needed economics into the
negotiations and use of much <analytically derived’:, estimates
as a starting point for guided bargaining on the extent and
form of debt reduction”. a/

.Zl. In came of good long run growth prospects, the cash
flow problem over the ahort and medium term may be resolved
throuqh postponement o f amortization (repayment of
prrncipal) , and partial or total capitalization of intorest
and payment in local currency for a temporary p e r i o d .  I n
cases of poor long run prospects, in addition to some of
theme meaeurea  a reduction in the rate of interest its nssdsd.
the extant of the reduction depending on growth expectations.
What needs to be avoided is a ‘~viciously growing debt” --
debt growth continuously fastor than product. .a/

-rl2L. The assumption concerning the future rate of i n t e r e s t
plays a major role in determining the “debt overhang” and
hence the needed debt relief. (If intsrest rates were to fall
anywhere near their historrcal real level, much if not all of
t h e “overhang” of middle income countries wm11 d di sappenr . )
In thr 3 r-espoct, contingency provisions can be made to allow
for future changes. CapitalAzed interest can be wrrtten of4
i n  p a r r in case an assumed decline in the internatiornal rate
of 1 ntere-at dut3s not taC::e place. Concerning une::pect.eJ
development3 in e::port pr ices and nat.ural resource dl icover*/,
B contAngency pruvrsion can allow for changes rn si Cher
dlre!LtrJl'l  o f the obligations of the debtor.

B
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yy,’ Madalitiere of debt relief would vary from case to ~~88,
takir,g into account the practice which has been devel aped
already and the numerous proposal-3 whrch have been made. “4
strength of the Brady plan is precisely its flexibility in
a d a p t i n g  to the v a r i o u s  mixa t h a t  a r e  necessaryl’.  a/

3 4 . The coverage of d e b t  w h e r e e i t h e r  a c a s h flow
rearrangement or debt relief is proposed will vat-*+ from c a s e
t o  case. In principle it would cover all debts. Howbaver , it
would not make much sense to tlPP1 Y rel ief or cash flow
raarranyement vie-a-vi8 creditors which continue to grant new
l o a n s  i n  e)tceem  o f  d e b t  aervico. i-his is particularly t h e
case with international institutions.

zs. Two poapibilitieo were considered by the Oroup of
Exports for the implementation of the analytical framework:

(a) Establish a Debt Restructuring A d v i s o r y  C o m m i t t e e
t o  s e r v e  am an “impartial d e b t  m e d i a t o r “ which
would prepare an official eotimato of adequate debt
reduction, based on the calculations of the IMF and
t h e  W o r l d  8ank, t o  sorvm as a otarting point in
c r e d i t o r - d e b t o r noqotiationmj act as an h o n e s t
b r o k e r  i n  negotiationa between  t h e  d e b t o r s  a n d t h e
croditorsj  a n d  uao i t s  good  officem  t o  p e r s u a d e  the
t o p  leadership o f  t h e  d e b t o r  c o u n t r i o e  t o  a d o p t  a n d
rumtain “senmi  bl e” pol icy mea8ur88. C o m m i t t e e
momborr can be chosen f r o m m a j o r creditor
qovernmonts,  t h e  I M F , W o r l d  B a n k , t h e  r e g i o n a l
development b a n k s  a n d independent developmant
expertr  from developing c o u n t r i e s . The C o m m i t t e e
c a n d r a w  o n o t a f  f resourcem  o f t h e member
intornatioinal inotitutiono.

(b) Establish independent teamo of experta  f o r e a c h
debtor  c o u n t r y  t h a t  w a n t 8  them,headed  b y  a  p r o m i n e n t
person in finance, l conomicm or political life, to
work out proposals f o r restoration of economic
growth, suitable debt reorganization, and domeetic
measures t o  s u p p o r t  t h e m . Theo.  teams would draw on
all sources of information and a d v i c e , including
t h e  IMF a n d  t h e  W o r l d  B a n k ,  b u t  rt is t h e teams
which would be responsible for all calculations and
proposal 8. ?A/ It would be up to the debtor and the
credo tars w h e t h e r  t o accept the propcsal3. Pasit
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successful precedenta for this pFOCeduF0 dF0 the
German and the Indonesian debt settlements of ! 9 J 3
and 1970, respectivelyi both WljF0 pr3p aFed and
n e q o t r a t e d  b y  a well k n o w n  G e r m a n  banbier, M r .
Hermann Abe. The German settlement reduced It-5

oblrgations by some 74%. z/

-;--a . Two pramrnent  persons,  skeptical of thl, porarbr:rtles
of a n  a g r e e d  Joint c r e d i t o r - d e b t o r  eolution, at le35t Wl th
r e s p e c t  t o middle 1 ncome coun tr i es, have suqgeeted
unilateral decision of the debtors on t h e  a m o u n t  o f debd:
relref, 9:teFCised in a conciliatory manner, and w i t h i n  a
framework of a resoonsible domestic policy perhaps agreed
with the Fund and the World Bank. According to Or Knox, “there
is no international mochenism to impose a sol ut i on on both
credl  tore and debtors. U n p a l a t a b l e  a s this is to the
CFedl  tOF9, the time has c o m e  t o f a c e  t h e f a c t  t h a t the
i n t e r n a t i o n a l  d e b t  p r o b l e m ,  i f  i t  ia t o  b e solved at all,
will be solved by uni latoral a c t i o n  o f t h e debtors.
Unilateral action has the advantage that it avoi da the two
pFOblem3  that have bedevilled every attempt so far to bring
about sufficient debt relief through the volI..\ntary  consent of
the credo torS,r t h e  f r e e  FideF PFObletII  a n d the unwi 11 inqness
of creditor country governments to put up t h e  r e s o u r c e s
necessary to ‘buy’ c o n s e n t  o n  a s u f f i c i e n t scale”. .x/
Fraf 9S9OF LUiS Car 10s Brese9r Fereira, former Finance
Mlnlster o f  3rasi1, s t r e s s e s  t h a t  t h e  Brady plan, a great
c o n c e p t u a l  S t e p  foFWaFd i n recognitinq the need for debt
r e d u c t i o n , will not solve the debt problem, because the plan
is underfunded and it is unlikely that more pf.(blic resources
will be devoted to it, while its gradual, market-control led
approach reouires  much more funds. On the other hand, the
present widespread “undeclared morator ia” ?&/ dre very
damaging as they introduce much u n c e r t a i n t y  in debtor
countries ( accelerate their i n f l a t i o n a r y expectat i ons and
Ji scourage investment. Hence an u n i l a t e r a l OF
‘quasiunilateral’ d e c i s i o n  o f debtors t o  r e d u c e  d e b t  is
needed, as a part of larger atabilr:ation proqrams. according
t o p r o f e s s o r  Bresser Persire. 11 We say quasiuni lateral
l:raci si on because the decision does not neelj to be f u l l y
un11 ateral  . Negotiations will necasearlly take place between
the, debtor and the creditor banks. It would be desirable that
the stab1 li:ation plan would be  under taken under the
super*!ision of  IMF. The  s t ruc tura l reform should have the
orientation or the participation of the world Bank. Eut the
4lsbr: re4uction would have a basically unilateral  cl-aract.lYr as
l o n g  3~ the qovernment of the debtor country kould Inform the
.:-edi ta r  banks  - - inc lud ing  the  banks  o f  the  Par is club s/
-- t-hat it would only be able to pay the banks the? agreed to
r-ed~lce the debt and t o  e::tend  i t f o r dr oucd thirt./
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‘JI. Ova+QF AQ
lnterrm debt arrwaamsnt

37 . A major change is ‘eking place in the global financial
system. In recent years, the maJor surplus 5dvL ng economies
have been Japan and the Federal Republic of Germany, whereas
the largest absorber of capital has been the United S t a t e - a .
The demand for German s a v i n g s  is now increasiPq enarp 1 ‘J
b e c a u s e  sf t h e unif rcatron o f Qermany and apeci al
consideration given t o  E a s t e r n European c o u n t r i e e . The
investment of Japan in East and S o u t h e a s t  Asi a n countries
will increase due to improvement in their investment climate.
Thus the SuFpluS r a v i n g s flow available i 17 the Federal
Republic of Qermany  and in Japan f o r i n v e s t m e n t eloewhere
will tend t o  d e c r e a s e .  In a d d i t i o n , t h e r e  h a s  b e e n  a  g e n e r a l
dounward t r e n d  i n  s a v i n g s  i n t h e world e c o n o m y  i n r e c e n t
y e a r s .

38. On the demand s ide  of  capital, there is likely to be an
i n c r e a s e . I t  ueems  t h a t  t h e  U n i t e d  S t a t e s  will c o n t i n u e  t o
requ i re  high levels o f  e x t e r n a l  c a p i t a l  in t h e n e a r f u t u r e .
While the requirements of the official flows to Eaet European
c o u n t r i e s  h a v e  b e e n  es t imated  at  a r o u n d  U S  $ 25 billion in
the coming three years, the unknown l e v e l s  o f t h e
requirements of the Soviet Union m a y  b e c o m e  a n important
factor in the coming period. P r i v a t e  flowe t o  t h e s e  c o u n t r i e s
are likely to be limited in the immediate future.

z9. Putting the supply side and the demand side t o g e t h e r ,
t h e  f inanc ia l  s y s t e m  i s  e n t e r i n g  a period w h e n t h e  ecarci ty
o f  f u n d s  will p r o b a b l y  b e  t h e  p r e d o m i n a n t  f e a t u r e , t h u s
p u s h i n g  u p w a r d s  t h e  rateo o f  interest i n  t h e  n e a r  f u t u r e .
While financial markets frequently reveal many surprises, it
is now more p r u d e n t  t h a n  e v e r  bsfOFs  f o r  d e b t  p o l i c y m a k e r s
a n d  managqrs  t o  a n a l y s e  t h e issues involved in capita l
requirem8nts a n d  d e b t servicing caoacity o f  .individual
d e b t o r  countrieo  i n  t h e  coming p e r i o d .

40. In view of t h e likely OVJ?FCFOWding O f d e m a n d  in
financial markets and corresponding difficulties which highly
indebted countries are likely to e n c o u n t e r  in mobili:inq
external r e s o u r c e s  in t h e  n e a r  f u t u r e ,  a n d  t h e  t i m e it will
take to prepare and agree on a lasting solution t o  t h e  d e b t
a n d  r e s o u r c e  p r o b l e m s , consideration should he given to an
interim bridqing arrangement which would includer

(a) postponement  of amortization;

!b) payment of interest in three fractions:

(i) In foreign exchange at, say, 22 of outstanding
debt -- the historical real rate of interest;
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(ii) in local currency of the debtor, say 9 3-4x,
with protection of value during the period of
inconvertrbility. Theeo f  u n d e s h o u l d  b e
devoted mostly to e:cport ori entod a c t i v i t i e s .
F o r  t h a t  purpose, el<port o r i e n t e d companies
m a y  b e  o s t a b l i o h e d  a s j o i n t venturea o f
domeBt i 1: and foreign capital to be oporsrted on
a p r o f i t a b l e baei 8. T h e  i ntereet payments
through the  debtor  count r ies ’  e:tporta  would  be
sverrtu411 y racei ved by credi tor banC e;

(iii) the balance of intereot, ew 3-4x. will be
cap i ta l  i:ed into new loano payable in foreign
ekIchange.

This scheme would not apply to concomoionar y dobtsr and to
trade credits. Also exempted w o u l d  b e thooe c r e d i  t o r e
whose di ebureemento exceed a c o u n t r y ’ s  d e b t aervi ce.
Appropriate ad juotment  would be made in ~a198 of partial
coverage  o f  debt  serv ice  by  d isbursements .  ?a/

VII Aid and trade aolicieg

41. hid flows of  whatever  magni tude  c a n n o t  be a  eubet i tu te
for sound macroeconomic  management  and appr  opr  I a te i n c e n t i v e
s y s t e m s  i n  t h e  r e c i p i e n t  countriee. T h e  focue o f a i d ehoul d
thus bo o n  supporttng  t h e  i m p l e m e n t a t i o n  o f  i n t e r n a l policy
r e f o r m  a n d  t h e  s t a b i l i z a t i o n  o f f r a g i l e  institutiona. The
f o l l o w i n g  b a s i c  g u i d e l i n e s  a r e  suggestedl

(a) I f  policy re fo rm a n d  growth  e f for ts are initiated
from within the countries concerned, donors should
be p r e p a r e d  t o r e w a r d d o m e s t i c efforte  b y
increasing external support .  In t h i s  w a y donors
will help to prevent tha? domestic objectives h a v e
t o  b e  a b a n d o n e d  d u e  t o  l a c k i n g  a i d  recoponoe.

(b) A considerable part of external aooi otance ahoul d
be 9 geared towards institution bui Iding, human
resource development, c o n t r o l  o f  p o p u l a t i o n  g r o w t h
and IJther poverty-rel.  ated dr ea3, a0 s o c i a l
politico-economic  const ra in ts ,  l ack :  o f 5i.11154 and
rnstr tutional weaknes*ies const i tuts ma jar
bottlenecLs for economic development 1 n 1 ow- i ncome
countr 1e5.
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(c! If the ruling elitee in the recipient countrioo arm
unwilling to Put their oconomlc house in order and
carry out .  the needed eoci al reforms,  donors ehoul d
not hesitate t0 ceaeo WppOFt for these gOveFnm0nt0
OF at 1 mast reduce t h e i r effort0 t0 SUPPlY
amergency  relief.

42. Special attention ohould be p.eid to the recommendation8
a+ thg3 Parlramentariana  for  Qlobal ACtion, set out in their
~tsr&,uI Anas& of  1 Apr i l  1989  for  the  oolufiono of  the  debt
krisia ai;d r e p e a t e d  i n  thOiF -1 fnf man Devolapment, o f
2(:) April 1 9 9 0 1

“Eeeontial 10 the n e e d  f o r  a more balanced approach to
conditionality which emphasi tea human devol opment . It im
necessary to appropriately chango p r o d u c t i v e  StFUCtUFmr,
whrle also emphasizing8

- more  expanoionary macro-economic  policioo~

- c o n c e n t r a t i n g mrctoral p o l i c y  o n emp 1 oyment and
i n c o m e  o w n i n g  aroam i n c l u d i n g  rmall farming and
informal acttvitiosl

- Qr0atoF e q u i t y  a m  ~011 a m  c o a t  effoctiveneoe i n
incoma p o l i c i o e  a n d  social programog

- componaatory  programs to protect health and nutrition
of the poor during reetructuring;

- c l o s e r m o n i t o r i n g  o f ma jar aopecta c f 1 lving
mtandarde, oo a8 t o  ro8pond  more q u i c k l y  to d e p r i v a t i o n ;

- ecological reeponsibi 1 i tyj

- dWIIOCFatiC c o n t r o l  o f  e c o n o m i c  policy-makingg  a n d

- reduction of  military expenditure.”

4 ’4 l Present ly ,  low-income dnd a i d - d o p o n d e n t  countrioe are
particularly concerned that the greater worldwldo competition
for foreign FWOUFCOS  wi 11 be at their enpenco in t h e  first
place. 30, it ie crucially i m p o r t a n t t h a t international
f i n a n c i a l inotitutions PitFeSS t h e i r asmi etance t o  throae
countriee, a s they have little c h a n c e  o f o b t a i n i n g
elgnif icant private capital in  the  near  fu ture .  This  m a y  be
achieved by focusing t h e  role of these inotitutione on
poverty iS3icmS  t0 d eubetantial ly gF0dt0F degree than in t h e
r e c e n t  p a s t .

-a, “r,7 1:.

OPY AVAILABLE
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Tmiciea of dsvslooad countriu

44. It is urgently required to strengthen the case fur
liberalization of OECD import3 in order to overcome the
payments problems of debtor countriee. Trade 13 now
increasingly considered preferable tu aid; ard provi3ian
itself would be of limited effect in tackling *.he debt and
~Ievel~>pment problems of most developing countries, I.lnlI,?ss  thlp
Industrial i:ed countries remove their restrictiuns Ban imports
from the former -- prucssaed nr not. Consequently, a major
aspect of any meaningful internatioinal debt policy should be
to facilitate the  expor ts  o f developing countries and
enhance their foreiqn exchange earninge, which wi 11 also
f oeter their development.Their industrialization and
diversification are crucial, and they call for accens to
markets.

4= Ae one way to this end, comprehensive
szkedules  could be worked out, e.g.

liberalization
by the CCITT, which would

clearly pin-point the need f o r action in individual OECD
member countries. enforceability of much programs will remain
an important problem unless the OCSTT has effective eanct:one
at it5 disposal. A feasible way out may consist of 4
commitment of OECD countriem to compensate devel opi ng
countries for ref uaec! liberalization by contingent aid
pavmenta. The aid to be allocated undo,’ this rule would be
determined by the estimated losses of recipient countries due
to refused liberalization.

Plonitorinq

46. The n e e d s  of monitoring the economic and
socio-political developments and government policies, as well
as the negotiating process, can be met by urgani:lng
inCarnationa  consultative groups such as that for Indonesia.
The main funct ion of the group is to ensure that government
scunomic policies, as rQfleCtQd in the annual budget and its
implementation and in other measurR!a, are sound, so that t h e
donor countries can estimate the asOistdrlcd needs every year
2nd have the opportunity of raising relevant queetluns. This
will reduce the uncertainties due to misinformation or
misjudgment and increase the 1iC:el;hond of quick response to
the  count ry ’s  needs ,

47. The discussions in consultative groups may include even
such sensitive domestic issues as land rsfwm, as :t m a y  bs
n e c e s s a r y  t o improve t’re f u n d a m e n t a l s  o f t h e acunomi c
condLtruns in the national economy. Othsr topics that 3.r e
of  ten Important  are:  ta::  system and tax co!:ecti~n, b 3r1! 1 ;I’J
system and aJiniI1istr~tive ef f ic iency .

BEST COI
I
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48. I t  has b e e n  s u g g e s t e d  t h a t  t h e  f o c u s  o f bi 1 atwal debt
reductrun arrangements should be shiftec from tke Paris C! ‘JP
to co(isultatrvci, groups. .x/ It has been f u r t h e r WggaSted
t h a t  rsprezQntatrves  o f  o t h e r Joveloping countr i ea m a y  b e
invited to participate in t h e w o r k  o f the consul tat i ve
groups. This may bruaden the policy di a: ogue nnd
evolve into regional discusslun~.  jQ/

gradual 1 Y

19. The consul tatiLls grauo f o r u m can al 80 he used t4
rnlznz  t a r  trade pnl iciee of credr tor countrras. This Wll  i
lntruduce some balance in creditor - d e b t o r relat:ons and
r e p r e s e n t  a  s i g n i f i c a n t  s t e p  f o r w a r d  t o w a r d s  a comprehensr ve
debt pol icv.

1.
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Deutsche  3undesbank)  28 J a n u a r y  1 9 8 5
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I’ooze atinn and affective WBYI and ~a ofr rw~~~lrzinq

Qf ~avalotJ1r;
~oun~rra~,p a g e  9 .50 J a n u a r y ,
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1990 , page 85.
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mi me01 .
O p e r a t i o n s  E v a l u a t i o n  D e p a r t m e n t  o f t h e World Ban I-: ,
S t r u c t u r a l  CIdfblgtmstnt  Landinq, 2 4  S e p t e m b e r 1996, Page
37.
World Bank, &pm-+ on 4dAmt mdino, 8 Fluguat 1968 )
p a g e  25.
Statement by Elaine Zuckerman, former World Balrk staf 4
m e m b e r  s p e c i a l i z i n g  i n p o v e r t y i s s u e s , i n Bevel nomen<

.Fnnnect i onru. Waehington  D . C .  , March 1989, oagee 3 and 7.
This section ham drawn heaving on WorLd  Bank, Q&p’.  o n

icy Reform i 11 Latrn
Qmerica, I n s t i t u t e fcjr I n t e r n a t i o n a l Ec82nqm  csi Q
WaGliqgton D.C., January 1990 * p a g e  1 3 , baaed ok a
conference held at the Institute in November 1989.
R e p o r t  un A d j u s t m e n t  L e n d i n g  II, ~.ct<~, page 16.
World Bank,< Haavi lv Indabtaar
Middle I n c o m e  Countriee: R e v i e w  o f  Rerent  Jevsloomentr.
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World 3ebt Tab les  1999 -90 ,  QQ,c;~,. ,  px~e 5.

D a v i d  ;?.Hilton, The Potential of Commercial DanI- LenJtnq,
47th  Furjw;(~~I~  Svmbo*jlumk Furritllln Debt and In*ernatic*~>l
S5a:t:l:v, Cr.?.cow, Poland, la-X June 1900. page 4.
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of Q:: f ord , August 1989 .
Shaf iqul Ialam, 7-n Debt Accorda  Lessana for tha

7  February’ 1 9 9 0  (mimeo)
Facincr Fac& Ozf ord

29. ihte same p o r n t  i 0
made in a recent documentation of the World Ban\.:,  and waa
stressed in a paper diacumrwd at the Dubrovnr 1:: Jcrnw 1999
meeting (Praqoalav Avramovit, Dwbt At mid-1739).
Kno,.r , u., page 37.
Ibid.) page 4 6 .
World Bank, Poview of Froaroee umr the Program 3

9 21  March 1990,
pago 20.
Sldnoy Del 1
gha 1990s.

Rcf n r m i n a  thp W n r l d  B a n k  f n r  m Tasks o f
__ iacturm  at thw Elcim Bank of India, 5th March

1990, Bombay, pngoa 7-8.
Percy Miatry, m, pago 34.
Knoi4,  pp.rit., pago 51. D r .  Knorc  io f o r m m r  Vice Froaidont
of the World Bank for Latin America a n d  t h e  C a r i b b e a n ,
a n d  p r i o r  t o  t h a t  Vito Preaidont  f o r  Womt A f r i c a .
Gustav Ranlm, n Pat FattnIlsI C a n

Intornrtional Cantor for Economic Growth, Panama and San
Francisco; Oceamional papor No. 17, 1989, waee 15-14.
Frof l mmor Ranio im f ormar Admini l trator o f AID,
U.S.Qovornmont.
M;;i E~vi;~g~fl~rogrmsmr qp.eit., page 4.

A  codtry mod;; w h i c h  &tr o u t  t h e  movolnent  o f c r i t i c a l
variabloa over time (incomo growth  ra ta , invoetmont and
aavinga rdiom,  the rata o f intoreot, and the initial
debt p o s i t i o n )  w a r n  dovolopod i n  the W o r l d  B a n k  25 years
ago. It was l uccommfully uard for the analysis of long
run debt l orvicing prompwcto in eovoral ma jar borrowing
cozrntrira  a t  t h a t  time, b u t  than 9.11 i n t o  disuee a s a l l
attention l hiftmd to short- term condit ional i ty ioeuwa.
The mod.1 w a a  ured b y  D r . Thomae Kampf f meyer  of the
Qorman Development Institute in a 1987 study of the debt
p r o b l e m  mdm a  Sol&&on nf the D e b t  Qi?iis) The
mod.1 and under 1 i nod conoidorationo ware Ilubl. i&d in
Draqoslav Avramovi e l t.rl . , wc Qrawth
r)sbt. 1965.
I .no#

%!e
, page 37.

Dr. ham argued strongly over year 0 for the
eotabl irhmwnt, at the relqueut Iaf the debtor cdun tr*/ , of
“ s e l f - d e s t r u c t i n g ,  quaaf-independent teams” to do t h e
asaeesment  nf p o l i c y changee and f oreigr. e::change nweds
ovwr no 1 warn than f ivw to ten years. (Ranis, q~o.e:t,. ,
paw 181 awe al so his statwment i n North-South
Roundtable, hw Linawrinn Dwbt Cri3,ra.  17851.
Kampf f mwyer , QB.c&~, Reduction in Indoneela is quoted at
57% ( but.  it is ndt clear whwth?r thig flgurw inclMw5 ?11
forms of debt rwl i wf Indonesia obtained.
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