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INTRODUCTION 

After the f i r s t round o f o i l p r i c e r i s e s , the r a p i d growth o f the f i n a n c i a l marke ts , . 
which l a s t e d f o r ten y e a r s , was f o l l o w e d a t the beg inn ing o f the 1980s by an 
i n t e r n a t i o n a l economic recess ion whose magnitude was on l y exceeded by t h a t o f the 
Great Depression o f the 1930s. Th is recess ion d e s t a b i l i z e d the e x t e r n a l s e c t o r o f 
the L a t i n American economies and made necessary an adjustment which had the e f f e c t 
o f t r a n s m i t t i n g the e f f e c t s o f the c r i s i s , i n a m p l i f i e d form, t o the economies of 
the coun t r i es o f the r e g i o n . The c h a r a c t e r i s t i c s o f the i n t e r n a t i o n a l f i n a n c i a l 
system gave the adjustment p o l i c i e s a s t r o n g recess ive b ias which was r e f l e c t e d i n 
a f a l l i n the per c a p i t a p roduc t , i nc reased unemployment, and a d e c l i n e i n r e a l 
wages i n the g rea t m a j o r i t y of the c o u n t r i e s of the r eg ion . I n s p i t e o f the 
adjustment e f f o r t s , the con t inued d e t e r i o r a t i o n of the e x t e r n a l c o n d i t i o n s and the 
p r o c y c l i c a l behav iour o f the i n t e r n a t i o n a l f i n a n c i a l system made the normal 
s e r v i c i n g of e x t e r n a l commitments imposs ib l e . I n v iew o f t h i s , the debtor c o u n t r i e s , 
the c r e d i t o r c o u n t r i e s and i n s t i t u t i o n s , and the m u l t i l a t e r a l f i n a n c i n g agencies are 
now l o o k i n g f o r p o s s i b l e s o l u t i o n s w h i l e p u t t i n g i n t o p r a c t i c e some emergency measures 
which permi t the problem to be postponed to some e x t e n t . 

Chapter I o f t h i s document b r i e f l y examines the growth o f the f i n a n c i a l markets 
and the n a t i o n a l p o l i c i e s which gave r i s e to the expansion o f the e x t e r n a l debt as 
a form of f i n a n c i n g g r e a t l y increased e x t e r n a l imbalances. I t a l so deals w i t h the 
consequences of these f a c t s . 

Chapter I I analyses the changes i n the wo r l d economic c i rcumstances which 
generated problems i n the e x t e r n a l s e c t o r o f the c o u n t r i e s and t h e adjustment and 
f i n a n c i n g p o l i c i e s put i n t o p r a c t i c e i n o rder to t a c k l e the consequent d i f f i c u l t i e s 
and t h e i r nega t i ve e f f e c t s on growth. 

Chapter I I I presents two bas ic scenar ios f o r the f u t u r e growth o f the c o u n t r i e s 
o f the reg ion , and on the bas i s o f them and of some poss ib l e v a r i a n t s se t f o r t h the 
e x t e r n a l f i n a n c i a l c o n d i t i o n s needed i n o rder f o r the economies o f the c o u n t r i e s o f 
the reg ion to recover t h e i r dynamism. 

Chapter IV examines the s t r a t e g i e s which have been proposed f o r hand l i ng the 
debt problem, the c o n d i t i o n s i n which a l t e r n a t i v e s t r a t e g i e s cou ld be e f f e c t i v e , 
and more concrete proposals f o r p u t t i n g such s t r a t e g i e s i n t o e f f e c t . 

Chapter V b r i e f l y summarizes the s t r a t e g y adopted by the s i g n a t o r y c o u n t r i e s 
o f the Cartagena Consensus, wh i l e chapter VI con ta ins the genera l conc lus ions o f 
the ana l ys i s c a r r i e d out i n the document. 
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I , THE GESTATION OF THE DEBT 

A. THE GROWTH OF THE FINANCIAL MARKETS 

I n the mid-1960s, a lmost a l l t he L a t i n American c o u n t r i e s showed h i g h growth r a t e s , 
and t h e per c a p i t a income o f t h e reg ion was h ighe r than t h a t o f o the r deve lop ing 
r e g i o n s , wh ich had the dua l e f f e c t o f making L a t i n America more a t t r a c t i v e as a 
bor rower and caus ing the d i v e r s i o n t o o the r reg ions of the resources prov ided by 
i n t e r n a t i o n a l o r g a n i z a t i o n s and the governments of i n d u s t r i a l i z e d c o u n t r i e s . This 
l a t t e r p rocess , c a l l e d " g r a d u a t i o n " by the World Bank, i n c r e a s i n g l y l i m i t e d the 
access of t he L a t i n American c o u n t r i e s t o medium- and l o n g - t e r m o f f i c i a l resources , 
and loans f rom p r i v a t e f o r e i g n sources began t o r ep lace f o r e i g n investment i n the 
r e g i o n i n v i e w o f the g r e a t e r r i s k s of n a t i o n a l i z a t i o n and the opening up of 
o p p o r t u n i t i e s i n o the r areas o f the wor ld (see t a b l e 1 ) . 

Table 1 

LATIN AMERICA AND THE CARIBBEAN (19 COUNTRIES) : a / 
STRUCTURE OF NET INFLOWS OF CAPITAL 

( M i l l i o n s of d o l l a r s and percentages) 

D i r e c t and 
p o r t f o l i o 
investment 

(1) 

Simple As a per-
annual centage 

average o f (3) 

Long- , medium-
and s h o r t -

term c a p i t a l 
(2) 

Simple As a per-
annual centage 

average o f (3) 

T o t a l 
( ( l ) + ( 2 ) ) 

(3 ) 

S imple 
annual 

average 

D i r e c t and 
p o r t f o l i o 
investment 

(4) 

I n constant 
1970 d o l l a r s 

1950-1954 361 62 220 38 581 391 
1955-1959 764 69 350 31 1 114 1 079 
1960-1964 331 30 772 70 1 104 384 
1965-1969 732 42 1 030 58 1 762 702 
1970-1974 1 251 18 5 650 82 6 901 1 035 
1975-1979 4 690 23 15 926 77 20 596 1 189 
1980 6 452 19 27 887 81 34 339 1 908 
1981 9 570 20 38 149 80 47 719 2 346 
1982 10 450 37 17 840 63 28 290 1 859 
1983 3 687 72 1 443 28 5 130 1 026 

Source: ECLAC, on the bas i s of o f f i c i a l f i g u r e s and i n f o r m a t i o n from the IMF 
(November 1985). 

a / A r g e n t i n a , B o l i v i a , B r a z i l , C h i l e , Colombia, Costa Rica, Dominican Repub l ic , 
Ecuador, E l Sa lvador , Guatemala^ H a i t i , Honduras, Mexico, N icaragua, Panama, 
Paraguay, Peru, Uruguay and Venezuela. 

/The r a p i d 
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The r a p i d growth, o f f i n a n c i a l markets was f u r t h e r e d by some i n s t i t u t i o n a l 
f a c t o r s such, as the l a c k o f r e g u l a t i o n o f the Eurocurrency markets and some o ther 
s t r u c t u r a l f a c t o r s such as the accumulat ion of l i q u i d ba lances i n t he hands o f 
coun t r i es hav ing a marked p re fe rence f o r l i q u i d i t y , sucb as the o i l - e x p o r t i n g 
c o u n t r i e s (see t a b l e 2 ) . 

Table 2 

OIL-EXPORTING COUNTRIES: DEPOSITS IN THE INTERNATIONAL 
COMMERCIAL BANKING SYSTEM a / 

C B i l l i ó n s o f d o l l a r s arid percentages) 

(1) (2) Rat io 
Accumulated Net i n t e r n a t i o n a l (1) : ( 

depos i ts bank c r e d i t b j (%) 
1977 84.7 435 19.5 
1978 90.9 530 17.2 
1979 130.6 665 19.6 
1980 172.1 810 21.2 
1981 171.4 945 18.1 
1982 148.1 1 020 14.5 
1983 c / I 137.4 1 085 12.7 
1983 I I 162.4 1 240 13.1 
1984 171.7 1 280 13.4 
1985 June 173.0 1 315 13.2 

Source: Bank f o r I n t e r n a t i o n a l Set t lements (B IS ) , " I n t e r n a t i o n a l Banking and 
F i n a n c i a l Market Developments", October 1985. 

a j Refers to banks r e p o r t i n g to the BIS system. 
b / Corresponds t o an es t imate designed t o exclude t he double coun t ing of 
redepos i t s among r e p o r t i n g banks. 
c_/ Two d i f f e r e n t f i g u r e s are g iven f o r 1983 i n order t o r e f l e c t the o ld and new 
coverage of the r e p o r t i n g banks. As of December 1983, t h i s coverage was changed 
by the a d d i t i o n of banks i n o f f s h o r e cen t res and o ther c o u n t r i e s . 

The r a p i d expansion of these markets , based on the way the i n t e r n a t i o n a l 
monetary system opera ted, gave r i s e t o an i n t e r n a t i o n a l c a p i t a l market which was 
l a r g e l y ou ts ide the r e g u l a t i o n and c o n t r o l of any monetary a u t h o r i t y or 
i n t e r n a t i o n a l agency. C a p i t a l movements came t o be i n c r e a s i n g l y impor tan t i n 
de te rmin ing the i n t e r n a t i o n a l balance of payments o f the c o u n t r i e s and t h e i r 
exchange r a t e s , and hence p r i v a t e sources of f i n a n c i n g — e s p e c i a l l y banks— 
increased i n impor tance, w h i l e the r o l e of o f f i c i a l i n s t i t u t i o n s and governments 

/became weaker 
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became weaker i n a monetary and f i n a n c i a l system i n c r e a s i n g l y based on t h e marke t . 
Th i s was r e f l e c t e d i n t u r n i n an app rec i ab l e r e d u c t i o n of the average repayment 
pe r iods and i n s u b s t a n t i a l inc reases i n t he c e s t of f i n a n c i n g f o r the deve lop ing 
c o u n t r i e s , e s p e c i a l l y those of L a t i n Amer ica. 

B. NATIONAL POLICIES 

Wi th few excep t i ons , t h e i nc rease i n L a t i n Amer ica 's e x t e r n a l debt was observed 
i n bo th l a r g e and sma l l economies, i n bo th o i l - r e x p o r t i n g and n o n - o i l - e x p o r t i n g 
c o u n t r i e s , and i n n a t i o n s w h i c h were opening up t h e i r economies as w e l l as i n 
those which were not do ing so. 

The t o t a l demand f o r e x t e r n a l loans i s due on l y i n a r e l a t i v e l y sma l l 
p r o p o r t i o n to t h e growth of impor ts and e x p o r t s . The remainder i s connected 
w i t h the d i f f e r e n c e s between t h e i n t e r e s t r a t e s on domestic and e x t e r n a l loans 
and a l so w i t h t h e excessive spending o f some sec to rs of the economy. 

1. Divergences between domest ic and e x t e r n a l i n t e r e s t r a t e s 

The e m p i r i c a l evidence shows t h a t d i f f e r e n c e s i n domest ic and e x t e r n a l i n t e r e s t 
r a t e s can p e r s i s t even i n i n d u s t r i a l i z e d c o u n t r i e s which permi t s u b s t a n t i a l l y f r e e 
movement of c a p i t a l . Th i s i s so even a f t e r t a k i n g i n t o account the expected 
v a r i a t i o n s i n exchange r a t e s , as measured by t h e f u t u r e s markets f o r f o r e i g n 
cu r rency (covered d i f f e r e n t i a l r a t e s ) . L a t i n America i s no excep t ion to t h i s f a c t , 
and i n v a r i o u s c o u n t r i e s of the r e g i o n the domestic r a t e s , expressed i n terms of 
f o r e i g n c u r r e n c y , have d i ve rged s u b s t a n t i a l l y f rom e x t e r n a l r a t e s (see t a b l e 3 ) , 

Two hypotheses have been put fo rward t o e x p l a i n the o r i g i n of t h i s phenomenon 
i n L a t i n America ( i n a d d i t i o n t o the t r a d i t i o n a l exp lana t i on of c o n t r o l over c a p i t a l 
movements): 

a) Segmentat ion of the market 

As most borrowers do not have d i r e c t access t o e x t e r n a l c r e d i t but can on ly 
o b t a i n i t th rough l o c a l i n t e r m e d i a r i e s , they are not i n a p o s i t i o n t o f o r c e a 
r e d u c t i o n i n the spread between domestic and e x t e r n a l r a t e s . I t i s the 
i n t e r m e d i a r i e s which a p p r o p r i a t e the d i f f e r e n c e between the two r a t e s . 

b) The t r a d e a b l e or non - t radeab le s t a tus of assets 

The maintenance of c o n t r o l s on c a p i t a l movements leads to the issue and t r ad i ng 
of s e c u r i t i e s which are not i n t e r n a t i o n a l l y t r adeab le because of the r i s k s invo lved 
or the absence or h igh cos t of the necessary i n f o r m a t i o n . I t might take years to 
conver t these assets i n t o t r a d e a b l e s , i n v iew of the cos ts invo lved i n the process. 
Moreover, t he e x t e r n a l indebtedness of i n d i v i d u a l domestic economic agents a c t u a l l y 
generates impor tan t e f f e c t s f o r the economy as a whole . Th is i s because when the 
e x t e r n a l debt of a coun t ry i nc reases , new borrowers (and the e x i s t i n g ones too) have 
t o pay more t o o b t a i n c r e d i t i n wor ld markets . When the market operates w i t h o u t 

/Tab le 3 
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Table 3 

INTEREST RATES; DOMESTIC AND INTERNATIONAL 

(Annual percentage r a t e s ) 

Domestic a j I n t e r n a t i o n a l ^ / 

A rgen t i na C h i l e Uruguay LIBOR 

1977 10.0 58.4 22.4 6.4 
1978 37.2 51 .1 33.4 9.2 
1979 34.5 40.5 37.8 12.1 
1980 45.6 46.9 40.7 14.0 
1981 - 3 0 . 3 51.9 38.2 16.8 
1982 - 6 5 . 8 - 1 2 . 1 - 13.6 

Source: Roberto Z a h l e r , "Recent Southern Cone L i b e r a l i z a t i o n Reforms and 
S t a b i l i z a t i o n P o l i c i e s : The Ch i lean Case 1974-1982" i n Jou rna l of I n t e r -
American Studies and World A f f a i r s , November 1983, pp. 509-562; 
I n t e r n a t i o n a l F i n a n c i a l S t a t i s t i c s , IMF, A p r i l 1983; C e n t r a l Bank o f 
A rgen t i na , F i n a n c i a l Ser ies No. 484; ECLAC, Economic Survey 1981; Uruguay, 
E/CEPAL/L.268/Add.22, November 1982. 

aJ Uni ted Sta tes d o l l a r equ i va len t s o f domestic i n t e r e s t r a t e s . 
b / LIBOR f o r Un i ted S ta tes d o l l a r ope ra t i ons i n London, annual r a t e f o r 180-day 
(Teposits. 

the necessary c o n t r o l s and r e g u l a t i o n s , these a d d i t i o n a l costs are not adequate ly 
va lued and assigned by the market among the agents i nvo l ved . Thus, t he s o c i a l cost 
of e x t e r n a l indebtedness may be d i s t o r t e d by market p r i c e s , t h a t i s t o say, by the 
domestic equ iva len t of the i n t e r n a t i o n a l i n t e r e s t r a t e . The r e s u l t of t h i s s i t u a t i o n 
i s t h a t debts b u i l d up t o amounts h igher than those which are s o c i a l l y optimum. 

Domestic i n t e r e s t r a t e s remained h igher than e x t e r n a l r a t e s i n seve ra l 
c o u n t r i e s of the r e g i o n because of the e f f e c t of s t r u c t u r a l or s h o r t - t e r m economic 
p o l i c i e s and the behaviour of impor tan t groups of l a r g e r e l a t e d e n t e r p r i s e s . 

Thus, as e x t e r n a l and i n t e r n a l i n f l a t i o n speeded up, the c o u n t r i e s of the 
r e g i o n gave p r i o r i t y to the s t r u g g l e aga ins t i n f l a t i o n , and monetary p o l i c i e s tended 
t o be r e s t r i c t i v e . Th is s i t u a t i o n b r i n g s about increases i n i n t e r e s t r a t e s and/or 
excessive demand f o r c r e d i t . As domestic i n t e r e s t r a t e s r i s e i n comparison w i t h 
e x t e r n a l r a t e s , t h i s encourages indebtedness w i t h the e x t e r i o r , and i f at the same 
t ime governments e l i m i n a t e t he r e s t r i c t i o n s on e x t e r n a l indebtedness the consequences 
are obv ious. 

/Fur thermore, p o l i c i e s 
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Fur thermore, p o l i c i e s o f opening-up c a p i t a l movements and t r a d e , reduc ing 
c o n t r o l s on t h e f i n a n c i a l system, making changes i n t a x systems and i n some cases 
a l t e r i n g systems of s o c i a l s e c u r i t y have brought about changes i n r e l a t i v e p r i c e s 
and t hus g i ven an i n c e n t i v e t o resources to move t o o t h e r a c t i v i t i e s . I n the case 
o f a c t i v i t i e s whose r e l a t i v e p r i c e s i nc rease , e x t e r n a l t r a d e a c t s as a b u f f e r 
th rough i m p o r t s , bu t t he re i s s t i l l a s t imu lus f o r t h e expansion of domestic 
p r o d u c t i o n wh ich means new demands f o r c r e d i t . I n t h e case of those a c t i v i t i e s 
whose r e l a t i v e p r i c e f a l l s , i t cou ld be expected t h a t t he re w i l l be a d e c l i n e i n 
p r o d u c t i o n and resources w i l l be f r e e d , bu t t h i s o n l y happens s l o w l y , because 
t h e r e i s always the p o s s i b i l i t y t h a t the changes i n r e l a t i v e p r i c e s may o n l y be 
temporary . Consequent ly , the e n t e r p r i s e s a f f e c t e d seek loans even a t h i gh r e a l 
i n t e r e s t r a t e s i n o rder t o keep up a t l e a s t a minimum l e v e l of ope ra t i ons u n t i l 
c i rcumstances change. The economic re forms t h e r e f o r e tend t o inc rease the t o t a l 
demand f o r domest ic o r e x t e r n a l c r e d i t , and t h i s p ressure tends t o r a i s e domestic 
i n t e r e s t r a t e s . 

The es tab l i shment of l i n k s between banks and n o n - f i n a n c i a l e n t e r p r i s e s g ives 
the l a t t e r a g rea te r degree o f s e c u r i t y t h a t they w i l l no t be pushed out of the 
market i n s p i t e of p o s s i b l e e r r o r s , and i t may be t h a t they a re asked f o r fewer 
guarantees, t o o . Consequent ly , s ince they are r i s k i n g l e s s , they w i l l be w i l l i n g 
t o pay h igher i n t e r e s t r a t e s . 

Exchange p o l i c y , wh ich i s used i n many c o u n t r i e s as an a n t i - i n f l a t i o n 
i n s t r u m e n t , may be r e f l e c t e d i n h igh r e a l d o l l a r exchange r a t e s 2J o r i t may cause 
t h e exchange r a t e s t o move more s low ly than domest ic i n f l a t i o n , as w e l l as having 
d i r e c t e f f e c t s on the t r a d e i n goods and n o n - f i n a n c i a l s e r v i c e s . 

2, Excessive spending 

a) P u b l i c spending 

I n t h i s case, t he government spends more than i t r ece i ves i n revenue and 
f i nances the d i f f e r e n c e w i t h domestic o r e x t e r n a l l o a n s . I f i t seeks the necessary 
resources abroad, then i t d i r e c t l y increases t h e o f f i c i a l deb t . I f i t ob ta ins 
loans w i t h i n the c o u n t r y , t he increase i s l e s s d i r e c t . 

When the p u b l i c sec to r borrows resources on the domestic marke t , t h i s 
generates money and quasi-money i n an amount g rea te r than the o r i g i n a l demand. 
An excess supply of money i s t h e r e f o r e c rea ted i n the economy and the g l o b a l demand 
f o r goods and se rv i ces inc reases . To the ex ten t t h a t domestic consumption of 
expo r t ab le goods expands and impor ts i nc rease , a d i s e q u i l i b r i u m i s produced i n the 
t r a d e balance which may be aggravated by an o u t f l o w of c a p i t a l . The c o u n t r y ' s 
reserves are reduced and the a u t h o r i t i e s a re o b l i g e d t o go i n t o debt t o cover the 
d e f i c i t or e l s e t o adopt adjustment measures. I n t h i s or thodox case, i t o f t e n 
happens t h a t the e x t e r n a l p u b l i c debt i nc reases . 

b) The p r i v a t e sec to r 

I n some cases, excess ive p r i v a t e sector expend i tu re exp la ins the r a p i d growth 
of t h e debt i n L a t i n American coun t r i es where t he p u b l i c sec tor has kept i t s accounts 

/ba lanced or 
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balanced, or n e a r l y so. Most a n a l y s t s have assumed t h a t even i f i n t e n t i o n s q f 
excessive p r i v a t e sec to r spending e x i s t , they cannot be put i n t o e f f e c t because the 
a u t h o r i t i e s can c o n t r o l the growth of domestic c r e d i t . Even i f t h i s were so, 
however, i n t e n t i o n s of excess spending by the p r i v a t e sec to r can neve r the less be 
f u l f i l l e d i f a l t e r n a t i v e sources o f f i n a n c i n g a r i s e i n t he e x t e r i o r . 

The p r i v a t e sec to r w i l l tend t o i ndu lge i n excessive expend i tu re i f o v e r -
o p t i m i s t i c expec ta t ions a re formed rega rd ing t he f u t u r e e v o l u t i o n o f t he economy, 
so t h a t i t over -appra ises i ts - w e a l t h . 

To the ex ten t t h a t the excessive spending of the p r i v a t e sec to r i s concen t ra ted 
i n t radeab le goods ( those t h a t can be bought o r so ld i n the e x t e r i o r ) , i t w i l l be 
r e f l e c t e d i n a d e f i c i t on the ba lance-of -payments c u r r e n t account , f i nanced w i t h 
an i n f l o w of c a p i t a l i n so f a r as the p r i v a t e sec to r c o n t r a c t s indebtedness abroad. 
I f t he re i s a l so excessive demand f o r goods which are not t r adeab le abroad, p a r t 
o f the e x t e r n a l indebtedness w i l l be r e f l e c t e d i n an inc rease i n the c o u n t r y ' s 
reserves 3/ and the p r i c e of non - t radeab le goods w i l l tend t o r i s e compared w i t h 
t h e p r i c e s of t r adeab le goods, which i s equ i va len t t o a r e v a l u a t i o n of the cu r rency . 
There can then be a tendency t o a c c e l e r a t e the process of e x t e r n a l indebtedness. 
Wi th f i x e d exchange r a t e s , the nominal p r i c e of t r adeab le goods w i l l be ma in ta ined , 
whereas tha t of non- t radeab les w i l l con t i nue to r i s e , r e f l e c t i n g i n f l a t i o n i n t h e 
domestic p r i c e indexes and causing a d e t e r i o r a t i o n i n the r e a l exchange r a t e . 
Domestic nominal i n t e r e s t r a t e s remain h i gh because of i n f l a t i o n , so t h a t , expressed 
i n d o l l a r s , they become ve ry h i g h and promote g r e a t e r indebtedness w i t h the e x t e r i o r . 
As a r e s u l t , an increase takes p lace i n the e x t e r n a l debt component w i t h i n t he 
s t r u c t u r e of the l i a b i l i t i e s of the economy. 

At a g iven moment, these events w i l l make i t e s s e n t i a l t o a d j u s t t he ba lance-
of-payments cu r ren t account , j u s t as excess ive p u b l i c spending b r i n g s about the 
need f o r an ad jus tment . The symptoms l e a d i n g up to t h i s a re cons idered s igns of 
"good conduc t " , however: t he re a re no problems w i t h domestic c r e d i t , t he re i s an 
inc rease i n the i n f l o w of c a p i t a l and i n the rese rves , and t he re may a l so be r a p i d 
ra tes of economic growth . Wi thout s u f f i c i e n t inves tment , however, t h i s process i s 
j u s t as imposs ib le t o s u s t a i n as t h a t generated by excessive p u b l i c spending. 

I n cases where the s i t u a t i o n i s dominated by an excess of p r i v a t e expend i tu re , 
t he re i s an increase i n the p r i v a t e sec to r e x t e r n a l deb t , w h i l e i n cases where a 
f i s c a l d e f i c i t p r e v a i l s , the dominant indebtedness i s o f f i c i a l . 

C. SUMMARY AND APPRAISAL 

1. The change i n the l e v e l and compos i t ion of the debt 

As a l ready no ted , bo th the demand f o r i n t e r n a t i o n a l c r e d i t and t he l i b e r a l supply of 
i t were respons ib le f o r the r a p i d growth of the L a t i n American e x t e r n a l d e b t , which 
increased by a f a c t o r of 16 i n the 15 years from 1970 onwards. As the b i gges t supply 
came from p r i v a t e banks, e s p e c i a l l y of the Uni ted S ta tes , the r i s e i n the l e v e l of 
the debt was accompanied by an even more r a p i d increase i n the s i z e of the debt 

/ f r o m p r i v a t e 
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from private sources. After having represented 64% of the total debt in 1970, 
this reached a peak qf 88% in 1981/1982, subsequently declining to 82% in 1985 
Csee table 4). 

Tafcle 4 

LATIN AMERICA AND THE CARIBBEAN O 9 COUNTRIES): EXTERNAL DEBT a/ 
(Outstanding disbursed debt at end of each year) 

x o t a l debt 

( b i l l i o n s of 
d o l l a r s ) 

Debt f rom o f f i c i a l 
sources 

Debt f rom p r i v a t e 
sources x o t a l debt 

( b i l l i o n s of 
d o l l a r s ) 

„ As a percentage B i l l i o n s o f . • , , , o f the t o t a l d o l l a r s d e b t 

B i l l i o n s of 3 

d o l l a r s 

percentage 
t h e t o t a l 
debt 

1970 23 8 36 15 64 
1971 26 9 36 17 64 
1972 30 10 34 20 66 
1973 40 12 28 28 72 
1974 56 14 25 42 75 
1975 75 16 22 59 78 
1976 98 18 18 80 82 
1977 116 21 18 95 82 
1978 151 25 16 127 84 
1979 182 27 15 157 85 
1980 223 31 14 198 86 
1981 278 34 12 246 88 
1982 318 40 12 278 88 
1983 344 51 15 293 85 
1984 360 57 16 303 84 
1985 368 65 18 303 82 

Source: IBRD, World Debt Tab les , e d i t i o n s 1982-1983 and 1983-1984; BIS, Annual 
Repor t , va r i ous y e a r s , and Review, A p r i l 1983; IDB; " E x t e r n a l Debt and 
Economic Development i n L a t i n Amer ica" , Washington, D .C , , January 1984. 

a / A rgen t i na , B o l i v i a , B r a z i l , C h i l e , Colombia, Costa Rica, Dominican Repub l i c , 
Ecuador, E l Sa lvador , Guatemala, H a i t i , Honduras, Mexico, Nicaragua, Panama, 
Paraguay, Peru, Uruguay and Venezuela. The est imates i n c l u d e l o n g - , medium and 
s h o r t - t e r m debts and debts w i t h f i n a n c i a l i n s t i t u t i o n s r e o o r t i n g to the Bank 
f o r I n t e r n a t i o n a l Set t lements which do n o t en joy an o f f i c i a l guarantee. They 
do not i n c l u d e debts w i t h o the r f i n a n c i a l i n s t i t u t i o n s and expor t c r e d i t s w i t h o u t 
o f f i c i a l guarantee. 
b j A l l the s h o r t - t e r m debts are presumed t o be f rom p r i v a t e sources. 

/ T h i s change 
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Th i s change i n t h e compos i t i on o f the debt has impo r tan t r e p e r c u s s i o n s . 
F i r s t l y , i n p r o p o r t i o n as t h e concess ionary e lements o f c r e d i t s d isappear and i t 
becomes more normal to a p p l y commercia l c o n d i t i o n s , t h e debt becomes more expensive 
and i t s m a t u r i t i e s grow sho r te r« Secondly , t h e r e i s a n o t a b l e i n c rease i n t he 
number of c r e d i t o r s , wh i ch makes n e g o t i a t i o n s more d i f f i c u l t i n case of c r i s i s . 
T h i r d l y , t he debt i s s u b j e c t t o f l o a t i n g i n t e r e s t r a t e s whose v a r i a t i o n s a f f e c t the 
e n t i r e deb t s and n o t j u s t t he new debt c o n t r a c t e d . F o u r t h l y , t h e banks become 
i n c r e a s i n g l y concerned over t h e i r exposure and ana lyse t he r i s k i n d i c a t o r s of 
c o u n t r i e s w i t h i n c r e a s i n g a t t e n t i o n . The absence o f an e s t a b l i s h e d and organ ized 
market i n wh ich c r e d i t o r s can l i q u i d a t e t h e i r bank p o r t f o l i o s means t h a t t h e r e i s 
no market v a l u e o f t h e i r a s s e t s , so t h a t t h e c l a s s i f i c a t i o n o f bank p o r t f o l i o s 
becomes an impor tan t e x e r c i s e r e q u i r i n g a f o r m a l v a l u a t i o n no t based on t h e marke t . 

Th is change i n t he o r i g i n o f t he debt a l s o has o the r d imens ions , however. 
I t i s t r a d i t i o n a l l y assumed t h a t p r i v a t e i n s t i t u t i o n s do no t dec ide t h e i r loans on 
the bas i s of p o l i t i c a l reasons . Th i s i s o n l y so , however, as l ong as the l e v e l of 
indebtedness does no t exceed a l i m i t cons idered t o be reasonab le by t h e c r e d i t o r 
i n terms of such v a r i a b l e s as t o t a l expor ts o r the gross n a t i o n a l p roduc t of the 
d e b t o r . I n p r o p o r t i o n as the l e v e l o f t he debt i nc reases i n r e l a t i o n t o the 
economic s i z e and e x t e r n a l resource a v a i l a b i l i t y o f t he debtor c o u n t r y , the r i s k 
of c e s s a t i o n o f payments i nc reases , as. does the i n t e r e s t d i s p l a y e d by c r e d i t o r s 
i n the d e b t o r ' s macro-economic p o l i c i e s . Th i s i s c h a r a c t e r i s t i c of t h e b i g 
c r e d i t o r s , wh ich i n t h e case of L a t i n America a re ma in l y Un i t ed S ta tes banks. 

As a r e s u l t of the f o r e g o i n g , what happens i n e f f e c t i s t h a t t h e r e a re c e r t a i n 
r e s t r i c t i o n s on domest ic p o l i c y , t he p r o b a b i l i t y of a r e a l t r a n s f e r of resources t o 
.the e x t e r i o r i n c r e a s e s , and a new e x t e r n a l source of v u l n e r a b i l i t y appears. These 
consequences are l e s s s e r i o u s , however, i n cases where the e x t e r n a l debt has made 
a c o n t r i b u t i o n t o i n c r e a s i n g the p r o d u c t i v e and expor t c a p a c i t y o f t he d e b t o r s . 

2 . R e s t r i c t i o n s on domest ic p o l i c y 

The l e v e l of t he d e b t , and i t s m a t u r i t y s t r u c t u r e , impose c e r t a i n r e s t r i c t i o n s on 
domestic p o l i c y . Pa r t of t he debt f a l l s due every y e a r , and the s h o r t e r t he average 
m a t u r i t y of t he d e b t , the b igge r t h i s p a r t w i l l be. I f i t i s d e s i r e d t o keep on 
r e c e i v i n g a ne t f l o w of r e a l resources f rom t h e e x t e r i o r , t he f i n a n c i n g t h a t must 
be ob ta ined i s t he sum of t he m a t u r i t i e s p lus i n t e r e s t payments, l e s s (or p l us ) 
t he net income (o r ou tgo ings ) produced as a r e s u l t of d i r e c t f o r e i g n inves tmen t . 
I n d e c i d i n g whether t o make a l oan or n o t , t he banks base t h e i r a c t i o n on c e r t a i n 
i n d i c a t o r s such as t he l e v e l and v a r i a t i o n s of the i n t e r n a t i o n a l r e s e r v e s , 
balance-of-payments c u r r e n t account imbalances, and the r a t i o between debt s e r v i c i n g 
and e x p o r t s ; consequen t l y , when faced w i t h t he need t o seek l o a n s , c o u n t r i e s w i l l 
tend to f o l l o w those p o l i c i e s wh ich are l i k e l y t o produce the d e s i r e d r e s u l t s i n 
these i n d i c a t o r s . Th is i m p l i e s r e s t r i c t i o n s on monetary , exchange r a t e , i n t e r e s t 
r a t e , f i s c a l , e t c . , p o l i c i e s , even though these r e s t r i c t i o n s a re no t imposed d i r e c t l y 
by the banks. Obv ious l y , t he h igher the l e v e l of the debt f o r any g i v e n m a t u r i t y 
s t r u c t u r e , the h ighe r w i l l be the amount of new gross loans needed each y e a r . I n t e r e s t 
payments a l so need f i n a n c i n g , and they are determined not on l y by the l e v e l of the 
debt but a l so by the l e v e l of e x t e r n a l i n t e r e s t r a t e s . 

/ 3 . The 
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3. The transfer of rààland/finançai'resources to the exterior 

A. second consequence o f a h i g h l e v e l of indebtedness i s t he g r e a t e r p r o b a b i l i t y of 
a r e a l t rans- fe r of resources t o c r e d i t o r s . A coun t r y rece i ves r e a l . n e t resources 
f rom the e x t e r i o r i f i t s impor ts o f goods and n o n - f i n a n c i a l se rv i ces exceed i t s 
e x p o r t s , t h a t i s t o say, i f t h e r e i s a d e f i c i t on i t s t r ade and n o n - f i n a n c i a l 
s e r v i c e s ba lance . Th i s f l o w must be f i nanced th rough a ne t i n f l o w of f i n a n c i a l 
resources , e i t h e r th rough d i r e c t investment o r t h rough e x t e r n a l indebtedness. The 
need f o r f i n a n c i n g i s inc reased by payments of i n t e r e s t t o the e x t e r i o r and p o s s i b l e 
increases i n t he i n t e r n a t i o n a l rese rves . Given a . c e r t a i n l e v e l of ne t i n f l o w of 
f i n a n c i a l resources i n t he ba lance-of -payments c a p i t a l account , and g i ven a c e r t a i n 
i n t e r e s t r a t e , then t h e h i ghe r t h e l e v e l o f t h e debt t he g rea te r w i l l be t h e 
payments of i n t e r e s t and t he l e s s t h e p r o b a b i l i t y t h a t t he f i n a n c i n g needed f o r 
the payment of these can be ob ta ined th rough f u r t h e r increases i n indebtedness. 
Thus, i n p r o p o r t i o n as t h e l e v e l of indebtedness r i s e s , the t r a d e balance must 
change i t s s i g n and become p o s i t i v e i n o rde r t o cover a t l e a s t p a r t of t h e f i n a n c i n g 
needed f o r cover ing e x t e r n a l payments. 

As long as the new c r e d i t s exceed the amount o f debt s e r v i c i n g by more than 
enough t o s a t i s f y the need t o i nc rease t h e rese rves , i t w i l l be p o s s i b l e t o keep up 
the t r a n s f e r of r e a l resources from the e x t e r i o r t o t he c o u n t r y , wh ich i s r e f l e c t e d 
i n the d e f i c i t on the t r a d e and n o n - f i n a n c i a l se r v i ces account , 

I n p r o p o r t i o n as the indebtedness increases i n r e l a t i o n to t he usua l 
i n d i c a t o r s (expor t s and GDP), however, t he p r o b a b i l i t y of o b t a i n i n g new net c r e d i t s 
goes down and t h a t of hav ing t o t r a n s f e r r e a l resources to the e x t e r i o r goes up. 

The magnitude of the t r a n s f e r s of r e a l resources i nvo lved i n these opera t ions 
i s c l o s e l y r e l a t e d t o such v a r i a b l e s as i n t e r e s t r a t e s and the terms of t r ade .47 

4. New sources of e x t e r n a l v u l n e r a b i l i t y 

The i n c r e a s i n g l y pronounced commercial n a t u r e of t he s tock of e x t e r n a l debt has 
a l so g iven r i s e t o a new mechanism f o r the t r ansm iss i on of e x t e r n a l shocks t o the 
L a t i n American economies and thus inc reased t h e i r v u l n e r a b i l i t y . I n p r o p o r t i o n 
as the debt grew, t he p r o p o r t i o n of t he t o t a l debt sub jec t t o f l o a t i n g i n t e r e s t 
r a t e s a l so grew. Consequent ly , i n t e r e s t r a t e f l u c t u a t i o n s have become an impor tant 
source of impacts f o r t h e ba lance-of -payments c u r r e n t account , For L a t i n America 
as a whole, a v a r i a t i o n of one p o i n t i n i n t e r e s t r a t e s , i f main ta ined f o r one year , 
means a d i f f e r e n c e of some US$ 2.5 b i l l i o n i n i n t e r e s t payments, t a k i n g i n t o account 
the l e v e l and compos i t ion of the debt a t the end of 1985. I n t e r e s t r a t e s can r i s e 
or f a l l , but the f a c t i s t h a t they represent a new source of i n s t a b i l i t y i n the 
balance of payments, where t he l e v e l of indebtedness i s s u f f i c i e n t l y h igh . " Th is i s 
an a d d i t i o n a l means f o r the i n t e r n a t i o n a l t r a n s m i s s i o n of imbalances, i n a d d i t i o n 
t o the terms of t r a d e , expor t volumes, t he e f f e c t of i n t e r e s t r a t e s on spending and 
inves tment , and the f l u c t u a t i o n of t he exchange r a t e of the i n t e r v e n t i o n cur rency 
v i s - a - v i s the r e s t of the w o r l d . 

/A f u r t h e r 
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A f u r t i t e r compl icat ion, i s that v a r i a t i o n s i n interest r a t e s have been 
assoc ia ted w i t h , a l t e r a t i o n s i n t he terms of t r a d e and i n t h e exchange r a t e of the 
i n te r ven t i on , cu r rency v i s - a ^ v i s o the r curre,©qie$ o f impor tance in. i n t e r n a t i o n a l 
t r a d e . An. inc rease i n i n t e r n a t i o n a l i n t e r e s t r a t e s as a r e s u l t o f the economic 
p o l i c y of the Un i ted S ta tes Br ings wi th , i t a weakening of t h e terms of t r a d e , bo th 
because of i t s e f f e c t on t h e l e v e l o f economic a c t i v i t y and because of i t s i n f l u e n c e 
on the f i n a n c i a l cost o f m a i n t a i n i n g s tocks of p r imary commodit ies. L i kew i se , the 
inc rease tends t o s t reng then t h e d o l l a r v i s ^ a ^ V i s o the r c u r r e n c i e s , as a r e s u l t o f 
t h e movement o f c a p i t a l t o the Un i ted S t a t e s . 

A l l these e f f e c t s are r e f l e c t e d i n an inc rease i n t h e e x t e r n a l d e f i c i t o f 
the debtor c o u n t r i e s which o b l i g e s them t o app l y r ecess iona ry adjustment measures. 
Thus, the nega t i ve e f f e c t s o f a l l t he above-mentioned f a c t o r s m u t u a l l y r e i n f o r c e 
each o the r i ns tead of c a n c e l l i n g each o t h e r o u t . 

I n a d d i t i o n t o these aspects , v a r i a t i o n s i n i n t e r e s t r a t e s tend t o a f f e c t the 
q u a l i t y of the bank p o r t f o l i o s . Increases i n i n t e r e s t r a t e s tend t o b r i n g about a 
d e t e r i o r a t i o n i n the q u a l i t y of the p o r t f o l i o , s ince the investments a l ready f i n a n c e d , 
which were based on lower i n t e r e s t r a t e s , become more onerous and the burden of debt 
i s more d i f f i c u l t f o r t he deb to rs t o bea r . Subsequent r e d u c t i o n of i n t e r e s t r a t e s 
cou ld improve t h e q u a l i t y of the p o r t f o l i o s i f t he d e t e r i o r a t i o n has not been so 
severe as t o des t roy any p o s s i b i l i t y t h a t e n t e r p r i s e s can no rma l i ze t h e i r ope ra t i ons 
aga in , but sometimes the e f f e c t of t he i nc rease i n i n t e r e s t r a t e s on e n t e r p r i s e s i s 
so s t rong t h a t i t s subsequent r e d u c t i o n does no t e l i m i n a t e t he harmfu l e f f e c t of t he 
i nc rease . 

At a l l events , the v a r i a b i l i t y of i n t e r e s t r a t e s a f f e c t s the w i l l i n g n e s s of 
the banks to l end , thus accen tua t ing t he i n s t a b i l i t y generated by the d i r e c t e f f e c t s 
of i n t e r e s t r a t e s on t h e l i q u i d i t y and so lvency of t he deb to r s . 

5« The l i n k between the e x t e r n a l and i n t e r n a l f i n a n c i a l system 

The e f f e c t s of v a r i a t i o n s i n i n t e r e s t r a t e s on banks i n the e x t e r i o r are not 
q u a l i t a t i v e l y d i f f e r e n t from the e f f e c t s caused i n the domest ic f i n a n c i a l system. 
Abrupt v a r i a t i o n s i n domestic i n t e r e s t r a t e s , r ega rd less of whether or not they 
are induced by e x t e r n a l r a t e s , a f f e c t t he p o r t f o l i o o f the f i n a n c i a l system and i t s 
so lvency. To the ex ten t t h a t these e f f e c t s cannot be t r a n s f e r r e d to the ho lde rs of 
the l i a b i l i t i e s of the f i n a n c i a l system, asymmetr ica l e f f e c t s are produced on assets 
and l i a b i l i t i e s which can weaken the n a t i o n a l f i n a n c i a l system and make S ta te 
i n t e r v e n t i o n i n e v i t a b l e . This l a t t e r a c t i o n i s no rma l l y accompanied by support f o r 
the f i n a n c i a l system whose cost has t o be pa id by the community as a whole._5/ 

/ I I . THE 
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I I . THE DEBT AS A PROBLEM 

A. T.HE CHANGE IN CONDITIONS 

I n the mid-1970s the i n d u s t r i a l c o u n t r i e s s u f f e r e d the severest c o n t r a c t i o n s ince 
the Great Depress ion. A l though the expansion o f economic a c t i v i t y i n them resumed 
as f rom 1976, i t was s t i l l f a r f rom r e c o v e r i n g the growth ra tes reached i n the 
p reced ing p e r i o d . As w e l l as be ing r e l a t i v e l y f e e b l e , the recovery was a l s o 
c h a r a c t e r i z e d by o the r nega t i ve f e a t u r e s : the low l e v e l o f f i x e d inves tmen t , on the 
one hand, and the s imul taneous pe r s i s t ence o f much h i ghe r r a t es of unemployment and 
i n f l a t i o n than those which had p r e v a i l e d up t o 1973, on the o t h e r . 

I t was l a r g e l y because o f these c i rcumstances t h a t the second round of o i l 
p r i c e r i s e s caused much more severe e f f e c t s on the i n d u s t r i a l i z e d economies than 
those o f the p rev ious o i l c r i s i s , w h i l e the economic p o l i c y response was a l so very 
d i f f e r e n t . Thus, the recess ion which began i n 1980, a l though no t as f a r reach ing 
as t h a t o f 1974-1975 f rom the p o i n t o f v iew of i t s i n i t i a l consequences on the l e v e l 
of economic a c t i v i t y i n the i n d u s t r i a l i z e d c o u n t r i e s , was on the o the r hand much 
l o n g e r . Fur thermore, as the p r o p o r t i o n of the labour f o r c e of the i n d u s t r i a l i z e d 
c o u n t r i e s wh ich was out of work when the new recess ion began was cons ide rab ly g rea ter 
than the cor respond ing p r o p o r t i o n a t the beg inn ing o f the prev ious recess ion , the 
s t a g n a t i o n o f economic a c t i v i t y was accompanied by the h ighes t unemployment ra tes 
r e g i s t e r e d i n those c o u n t r i e s s ince the Great Depress ion of the 1930s. 

The recess ion which began i n 1980 co inc ided w i t h a change i n the monetary 
p o l i c y o f the Un i t ed S ta tes . Th is p o l i c y had t r a d i t i o n a l l y been o r i e n t e d i n l i n e 
w i t h t he pressures t h a t arose on i n t e r e s t r a t e s , t a k i n g i n t o account the c o n j u n c t u r a l 
s i t u a t i o n o f the economy. Th is t i m e , perhaps because of the stubbornness of 
i n f l a t i o n a r y p ressu res , the a u t h o r i t i e s decided to abandon the t r a d i t i o n a l 
i n d i c a t o r s which had guided monetary p o l i c y and rep lace them w i t h q u a n t i t a t i v e 
t a r g e t s as regards the expansion o f money and c r e d i t . This meant a l l o w i n g i n t e r e s t 
r a t e s t o f l u c t u a t e f r e e l y , so t h a t i t was t o be expected t h a t they would be more 
v o l a t i l e and t h a t t he re would be upward pressure on them to the ex ten t t h a t the 
f i s c a l d e f i c i t generated g r e a t e r p u b l i c sec to r p ressure on the c r e d i t marke t . 

Th i s se t o f f a c t o r s r e s u l t e d i n a weakening of wo r l d t r a d e , the accen tua t ion 
of p r o t e c c i o n i s t tendenc ies , a r i s e i n nominal and r e a l i n t e r e s t r a t e s , and the 
p a r a l y z a t i o n of f i n a n c i a l f l o w s . 

1. Trade and p r o t e c t i o n i s m 

As i n o t h e r recess ions , the s t a g n a t i o n o f the economic a c t i v i t y of the i n d u s t r i a l i z e d 
c o u n t r i e s has had un favourab le e f f e c t s on the demand f o r impor ts and, hence, on the 
growth r a t e o f i n t e r n a t i o n a l t r a d e . I n the l a s t few yea rs , however, these 
consequences have made themselves f e l t even more s t r o n g l y because o f the resurgence 
of p r o t e c t i o n i s t p r a c t i c e s i n the t r ade p o l i c y of many of the c e n t r a l economies, and 
these p r a c t i c e s became i n c r e a s i n g l y f requen t and r i g o r o u s as unemployment increased 
and the recess ion p e r s i s t e d . I n these c i rcumstances , the volume of i n t e r n a t i o n a l 
t r ade —whose r a p i d expansion had p layed a fundamental r o l e i n the growth o f the 

/ w o r l d economy 
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wor ld economy a f t e r the war— increased on l y ve ry s l i g h t l y i n 1980, almost comple te ly 
stagnated i n 1981, went down by 2% i n 1982 and i n 1983 on ly managed t o recover i t s 
1981 l e v e l . 

For L a t i n America, t h i s e v o l u t i o n of i n t e r n a t i o n a l t r ade was ext remely 
un favourab le . Because of the sharp d e c l i n e i n the i n t e r n a t i o n a l p r i c e s o f most bas i c 
commodit ies, the terms of t r ade went down sha rp l y and con t i nuous l y between 1981 and 
1983, recovered on l y m a r g i n a l l y i n 1984, and f e l l once aga in i n 1985. I n f a c t , over 
the f i v e - y e a r p e r i o d 1981-1985 the d e t e r i o r a t i o n i n L a t i n Amer ica 's terms o f t r ade 
was over 16%. Had i t no t been f o r t h i s d rop , the c o u n t r i e s o f the r e g i o n would have 
had some US$ 15 b i l l i o n more i n 1985, wh ich , toge the r w i t h the t r ade balance (goods 
and se rv i ces ) of US$ 30 b i l l i o n r e g i s t e r e d t h a t y e a r , would have made i t poss ib l e t o 
pay the i n t e r e s t on the e x t e r n a l debt and a t the same t ime inc rease the r e g i o n ' s 
i n t e r n a t i o n a l reserves by some US$ 10 b i l l i o n . 

A l though t he re was a d e t e r i o r a t i o n i n the terms o f t rade o f bo th the o i l -
expo r t i ng c o u n t r i e s and the o the r economies of the r e g i o n du r i ng t h i s p e r i o d , the 
setback was p a r t i c u l a r l y se r i ous i n the case of the l a t t e r , s ince t h e i r terms o f 
t rade had a l ready gone down a b r u p t l y i n the p e r i o d 1978-1980. Thus, between 1977 
and 1985 the terms of t r ade of the n o n - o i l - e x p o r t i n g c o u n t r i e s f e l l by 33%, so t h a t 
t h e i r l e v e l d u r i n g the p e r i o d 1981-1985 was cons ide rab l y below t h a t o f any year s ince 
s t a t i s t i c s began to be k e p t , i n c l u d i n g the years 1931-1933, which represented the 
most c r i t i c a l stage o f the Great Depress ion. These r e s u l t s b r i n g out the c lose 
r e l a t i o n between t rade and f i n a n c e . 

2. The r i s e i n i n t e r e s t r a t e s 

No less se r ious f o r L a t i n America were the repercuss ions of the e x c e p t i o n a l l y h igh 
l e v e l s a t t a i n e d i n recen t years by the i n t e r e s t r a t es on i n t e r n a t i o n a l f i n a n c i a l 
markets. 

The sharp r i s e and i n s t a b i l i t y o f i n t e r e s t r a tes was due ma in ly to the 
macroeconomic p o l i c i e s o f the i n d u s t r i a l c o u n t r i e s , e s p e c i a l l y the f i s c a l and 
monetary p o l i c i e s of the Un i t ed S ta tes . The r a p i d inc rease i n the f i s c a l d e f i c i t , 
i t s f i n a n c i n g through the sa le of s e c u r i t i e s on the market , and the monetary p o l i c y 
designed t o achieve c e r t a i n q u a n t i t a t i v e goals as regards the expansion of the money 
supply combined t o b r i n g about a r a p i d r i s e i n i n t e r n a t i o n a l i n t e r e s t r a t e s . S i m i l a r 
p o l i c i e s i n o the r i n d u s t r i a l c o u n t r i e s supported t h i s tendency, w h i l e the p r e v a i l i n g 
expec ta t ions t h a t the f i s c a l d e f i c i t s would not d isappear i n the sho r t term even i f 
the re were a s t r ong and l a s t i n g recovery helped t o accentuate them f u r t h e r . 

The average c i t i z e n of the Un i ted States or the Un i ted Kingdom does not s u f f e r 
the f u l l impact of i n t e r e s t r a t e s , because i n t e r e s t payments can be deducted from 
taxes ; i t i s t h e r e f o r e l ess d i f f i c u l t t o m a i n t a i n h i gh i n t e r e s t r a t e s i n those 
c o u n t r i e s . I n the case of the Un i ted S ta tes , a d d i t i o n a l measures were adopted e a r l y 
i n the present decade which helped to i n s u l a t e the e n t e r p r i s e s o f t h a t count ry s t i l l 
more from the e f f e c t s of v a r i a t i o n s i n i n t e r e s t r a t e s . These i n s u l a t i n g mechanisms 
do not app ly , however, i n the debtor c o u n t r i e s , so t ha t the l a t t e r s u f f e r the f u l l 
e f f e c t of changes i n i n t e r e s t r a t e s . I n f a c t , du r i ng 1981-1982 d o l l a r i n t e r e s t r a tes 
reached the h ighes t l e v e l s ever recorded, and the r e a l r a tes over the l a s t f i v e years 
have reached the h ighes t l e v e l s recorded i n the p.; -... !. •/1 f cen tu r y . 

/ T h i s s i t u a t i o n 
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Th is s i t u a t i o n a l so represented a r a d i c a l c o n t r a s t w i t h the c r i s i s o f the mid-
1970s, when r e a l i n t e r e s t r a t e s were c o n s i s t e n t l y n e g a t i v e . Moreover, s ince a t the 
same t ime t h a t i n t e r e s t r a t e s went up t he re was a sharp d e t e r i o r a t i o n i n the terms o f 
t r ade o f t he L a t i n American c o u n t r i e s , the i nc rease i n the r e a l cost of c r e d i t which 
they had t o face up t o was much g rea te r (see f i g u r e 1 ) . 

The unusua l l y h i g h i n t e r e s t ra tes had a c l e a r l y nega t i ve impact i n two main 
ways. On the one hand, they adverse ly a f f e c t e d the debt s e r v i c e payments and the 
terms o f t r a d e . I n t e r e s t payments now exceed the cos t o f o i l impor ts i n the 
deve lop ing c o u n t r i e s . By i n c r e a s i n g the cos t o f s e r v i c i n g the e x t e r n a l deb t , they 
enormously expanded the c u r r e n t account d e f i c i t and, as we s h a l l see below, helped 
t o g i v e r i s e t o a cons ide rab le t r a n s f e r o f r e a l resources t o the e x t e r i o r . Thus, 
L a t i n Amer ica 's gross rem i t t ances o f i n t e r e s t payments rose a t a d i zzy pace f rom a 
l i t t l e under US$ 6.9 b i l l i o n i n 1977 t o a lmost US$ 39 b i l l i o n i n 1984, and they 
h a r d l y went down a t a l l i n 1985. The d e c i s i v e i nc idence of the inc rease i n 
i n t e r n a t i o n a l i n t e r e s t r a t e s i n t h i s e v o l u t i o n i s c l e a r l y to be seen when we compare 
the growth of remi t tances o f i n t e r e s t w i t h t h a t o f the e x t e r n a l debt . Whereas 
between 1977 and 1985 the t o t a l amount of the debt t r e b l e d , t h a t o f i n t e r e s t payments 
inc reased almost f i v e f o l d . 

I n t e r e s t r a tes have a l so helped to h o l d back the recovery of the No r th , 
however, by h e l p i n g t o s t r eng then the va lue o f the d o l l a r v i s - a - v i s o the r cu r renc ies 
th rough the f l o w of c a p i t a l t o the Un i ted S t a t e s . Th is has a f f e c t e d the 
compet i t i veness o f the l ess developed c o u n t r i e s whose cu r renc ies are l i n k e d t o the 
U n i t e d Sta tes d o l l a r and t h i s has i n f l a t e d the r e a l cos t of s e r v i c i n g the e x t e r n a l 
d e b t , which i s con t rac ted p r i m a r i l y i n U.S. d o l l a r s . Wi th regard to t h i s l a t t e r 
p o i n t , i t has been es t imated t h a t i f the indebtedness o f the n o n - o i l - e x p o r t i n g 
deve lop ing c o u n t r i e s w i t h the commercial banks —which came t o around US$ 150 
b i l l i o n between 1979 and 1982, almost e n t i r e l y i n U.S. d o l l a r s — had been d i v e r s i f i e d 
so as t o f i t i n i n genera l w i t h the currency s t r u c t u r e of t h e i r t r a d e , the combined 
sav ing by these c o u n t r i e s th rough lower i n t e r e s t payments and exchange gains would 
have been over US$ 30 b i l l i o n . 6 / I n a d d i t i o n , the h i g h i n t e r e s t r a t es i n the Un i ted 
S t a t e s , t oge the r w i t h r i g i d exchange p o l i c i e s i n some c o u n t r i e s of the r e g i o n and 
the u n c e r t a i n t y generated by the v i o l e n t ad justment process , have encouraged the 
f l i g h t of c a p i t a l abroad. 

3. The r e v e r s a l of f i n a n c i a l f lows 

One o f the most ou t s tand ing f ea tu res o f the i n t e r n a t i o n a l economic c r i s i s of the 
1980s has been the change o f d i r e c t i o n of f l ows o f c a p i t a l and f i n a n c e . The l o n g -
term tendency o f these f l ows has been i n the d i r e c t i o n of a t r a n s f e r of resources 
f rom the i n d u s t r i a l c o u n t r i e s to the deve lop ing c o u n t r i e s , but the c r i s i s and the 
p o l i c y measures adopted by the i n d u s t r i a l c o u n t r i e s , toge the r w i t h the adjustment 
e f f o r t s of the deve lop ing c o u n t r i e s , have g i ven r i s e t o movements of f i n a n c i a l 
resources i n the oppos i te d i r e c t i o n . 

A l ead ing r o l e has been p layed i n t h i s change of d i r e c t i o n by the abrupt 
p a r a l y z a t i o n o f bank c r e d i t s to the deve lop ing c o u n t r i e s i n genera l and to L a t i n 
America i n p a r t i c u l a r , the d e c l i n e i n the f l ows o f e x t e r n a l investments as compared 
w i t h those r e g i s t e r e d up t o the beg inn ing of the decade, and " f l i g h t s of c a p i t a l " 
f rom the r e g i o n . 

/F i gu re 1 
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F i g u r e 1 

NOMINAL AND REAL INTERNATIONAL INTEREST RATES 
(Per cent) 

President, February 1984. 
Note: The nominal interest rate used is the United States prime rate. 

»Nominal rate deflated by index of unit value of exports. • 
''Nominal rate deflated by Consumer Price Index of industrialized countries. 
^Preliminary estimates. 

a) Bank 
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a) Bank credits 

The ne t f l o w o f bank c r e d i t s t o the r e g i o n , wh ich had amounted to US$ 11.4 
b i l l i o n i n 1982, was p r a c t i c a l l y ha lved the f o l l o w i n g year and a c t u a l l y became 
nega t i ve i n 1984 and the f i r s t h a l f o f 1985. Th is means t h a t i n these l a s t 18 months 
the abso lu te l e v e l o f the accumulated c r e d i t s g ran ted t o the c o u n t r i e s o f the reg ion , 
taken as a who le , by the banks r e p o r t i n g t o the Bank f o r I n t e r n a t i o n a l Set t lements i n 
Basle (BIS) went down by almost US$ 500 m i l l i o n . Th is o v e r a l l r e d u c t i o n d i d no t 
a f f e c t A r g e n t i n a and B r a z i l , whose bank c r e d i t con t inued t o increase du r i ng the 
p e r i o d , a l t hough on l y v e r y s l o w l y i n 1985. 

I n sharp c o n t r a s t w i t h t h i s r e d u c t i o n i n the f l o w o f bank c r e d i t s i s the 
s i t u a t i o n as regards payments o f i n t e r e s t and p r o f i t s t o the e x t e r i o r , which has 
con t inued t o f l u c t u a t e c l o s e l y around an average o f some US$ 36 b i l l i o n per year 
th roughout the p e r i o d , f o r the c o u n t r i e s of the r e g i o n as a whole. 

b) The f l o w o f f o r e i g n investment 

The f l o w o f f o r e i g n investment t o the c o u n t r i e s o f the reg ion a lso went down 
d r a s t i c a l l y as f rom 1982. The a v a i l a b l e f i g u r e s show t h a t , from an average o f 
US$ 5.2 b i l l i o n between 1977 and 1982, f o r e i g n investment went down to h a l f t h i s 
l e v e l i n 1983 and 1984. 

c) The f l i g h t o f c a p i t a l 

Th is i t e m appears t o show cons iderab le i nc reases . A l though no d i r e c t 
measurements a re a v a i l a b l e , the i n d i r e c t es t imates t h a t can be made by us ing the 
" e r r o r s and omiss ions" f i g u r e s o f the balance of payments and the d i sc repanc ies 
between i n t e r n a t i o n a l expor t and impor t va lues c l e a r l y p o i n t i n t h i s d i r e c t i o n . 7 / 

The elements r espons ib l e f o r s e t t i n g o f f t h i s s i t u a t i o n are to be found i n the 
f u n c t i o n i n g o f the i n t e r n a t i o n a l monetary and f i n a n c i a l system i t s e l f , and 
s p e c i f i c a l l y i n t he asymmetr ica l na tu re o f the adjustment process. Thus, once a 
g l o b a l imbalance has been c rea ted — g e n e r a l l y as a r e s u l t of economic p o l i c y problems 
o f the g rea t cen t res— the o b l i g a t i o n to ad jus t which i s imposed on the r e s t of the 
c o u n t r i e s o b l i g e s them t o f o l l o w d r a s t i c p o l i c i e s which a f f e c t the conf idence o f 
p r i v a t e s e c t o r c r e d i t o r i n s t i t u t i o n s and i n v e s t o r s as w e l l as t h a t of the c i t i z e n s 
of the c o u n t r i e s a f f e c t e d themselves. 

I n p a r t i c u l a r , i t i s w e l l known t h a t by a c t i n g as a group the commercial banks 
p lay a p r o c y c l i c a l r o l e which f u r t h e r accentuates the e x t e r n a l imbalances. These 
imbalances, i n t u r n , make necessary domestic adjustment p o l i c i e s which j e o p a r d i z e the 
s t a b i l i t y o f e n t e r p r i s e s i n the debtor c o u n t r i e s so t h a t they seek to d i v e r s i f y t h e i r 
r i s k i n t e r n a t i o n a l l y by d e p o s i t i n g a cons iderab le p a r t of t h e i r resources abroad by 
e i t h e r f o rma l or i n f o r m a l means. 

By no t d i s t i n g u i s h i n g i n t e r n a t i o n a l l y between the adjustment needs caused by 
domestic mismanagement and o the rs caused by abrupt changes i n the i n t e r n a t i o n a l 
s i t u a t i o n , the tendency i s t o exaggerate the importance of the f i r s t named, so t ha t 
o f f i c i a l sources o f f i n a n c i n g a l so l i m i t t h e i r a c t i v i t i e s . 

/As a 
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As a r e s u l t o f a l l t h i s , the L a t i n American coun t r i es have been tu rned i n t o 
i n v o l u n t a r y ne t c o n t r i b u t o r s o f resources t o the e x t e r n a l f i n a n c i a l sec to r i n an 
amount which adds up t o over US$ 100 b i l l i o n s ince 1982. Over t h i s p e r i o d , the ne t 
i n f l o w of c a p i t a l i n the form o f c r e d i t and d i r e c t investments d i d not f i nance even 
30% of the ne t payments o f i n t e r e s t and p r o f i t s , whereas i n the p rev ious seven years 
the net i n f l o w of c a p i t a l had been almost double the amount of such payments (191%). 

B. THE CONSEQUENCES OF THE PROBLEM 

The changes which have taken p lace on the i n t e r n a t i o n a l scene have c rea ted a se r i ous 
problem i n the e x t e r n a l sec to r o f the L a t i n American economies. The c u r r e n t account 
d e f i c i t , which reached a peak o f US$ 40 b i l l i o n i n 1981, became a b s o l u t e l y 
unsusta inab le when the f l ows of f i n a n c i n g stopped. Th is same d e f i c i t , which came t o 
almost 6% of the L a t i n American GNP, would have been s u b s t a n t i a l l y lower i f i n t e r e s t 
ra tes and the terms o f t r ade had remained a t l e v e l s s i m i l a r t o those of the pas t . 

I n e f f e c t , i f the t e rns of t r ade and i n t e r e s t r a t e s , t oge the r w i t h o the r 
c o n d i t i o n s , had remained a t va lues s i m i l a r t o those r e g i s t e r e d on average between 
1965 and 1980, the c u r r e n t account d e f i c i t o f the n o n - o i l - e x p o r t i n g coun t r i es i n 1981 
would not have been more than US$ 7.7 b i l l i o n . 

F inanc ing the d e f i c i t r e g i s t e r e d i n 1981 out of the reserves would have eaten 
up i n one s i n g l e year the e n t i r e reserves of a l l the L a t i n American coun t r i es 
t oge the r . 

Thus, i t was i n e v i t a b l e t o apply ad justment p o l i c i e s i n order t o reduce the 
cu r ren t account d e f i c i t s which i t was no longer p o s s i b l e to f i n a n c e . The c e n t r a l 
c o u n t r i e s , f o r t h e i r p a r t , cont inued to he igh ten t h e i r p r o t e c t i o n i s t measures, w h i l e 
the i n t e r n a t i o n a l p r i v a t e banking system para l yzed i t s c r e d i t opera t ions w i t h the 
vas t m a j o r i t y of the deve lop ing c o u n t r i e s , so t h a t the l a t t e r became ne t expo r te rs 
of f i n a n c i a l and r e a l resources. 

1. The adjustment p o l i c i e s 

Sooner or l a t e r , the debtor coun t r i es had t o apply adjustment p o l i c i e s . These 
p o l i c i e s were app l i ed w i t h d i f f e r e n t i n t e n s i t y and i n d i f f e r e n t ways by the d i f f e r e n t 
c o u n t r i e s , but i n a l l cases they i nc luded p o l i c i e s designed to c o n t r o l aggregate 
demand —such as f i s c a l , monetary and incomes p o l i c i e s — and o thers which a f f e c t the 
r e l a t i v e p r i c e of i n t e r n a t i o n a l l y t r adeab le goods: exchange, t a r i f f and expor t 
promot ion p o l i c i e s . 8 / These p o l i c i e s were accompanied i n some cases by programmes 
d i r e c t l y designed t o increase the s u b s t i t u t i o n o f c e r t a i n impor t s . The t rend t o 
g rea te r openness of f o r e i g n t rade and c a p i t a l movements which had p r e v a i l e d i n the 
second h a l f of the 1970s was h a l t e d and i n some cases reversed. 

The adjustment policies had to be applied because of the change in external 
circumstances which made it impossible to finance the current deficit. The actual 
features of these policies were clearly defined, however, in the framework set out in 
the stand-by credit agreements which the great majority of the debtor countries had 

/ t o s i gn 
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t o s i g n w i t h the I n t e r n a t i o n a l Monetary Fund. These agreements i n c l u d e d r e s t r i c t i v e 
p r o v i s i o n s i n monetary and f i s c a l ma t te rs which se t l i m i t s on the expansion o f the 
ne t domest ic assets o f the C e n t r a l Bank and the i n t e r n a l and e x t e r n a l indebtedness 
o f the p u b l i c sec to r and which s t i p u l a t e d t h a t the government must reduce i t s d e f i c i t 
by r a i s i n g t axes , i n c r e a s i n g t he charges of p u b l i c sec to r e n t e r p r i s e s and c u t t i n g 
c u r r e n t expend i tu re . At t he same t i m e , i t was accepted i n these agreements t h a t 
d u r i n g the adjustment process i t would be necessary t o r a i s e the r e a l exchange r a t e , 
reduce r e a l wages, and m a i n t a i n i n t e r e s t r a t e s t h a t were p o s i t i v e i n r e a l te rms.9 / 

The s t r i c t n e s s and p e r s i s t e n c e w i t h which the agreed p o l i c i e s were app l i ed i n 
p r a c t i c e v a r i e d from one coun t ry t o ano ther . Thus, a l though the m a j o r i t y of 
c o u n t r i e s made s u b s t a n t i a l deva lua t i ons which i n i t i a l l y p e r m i t t e d a very marked r i s e 
i n the e f f e c t i v e r e a l exchange r a t e , i n some cases the r a te subsequent ly dec l i ned 
aga in t o a p e r c e p t i b l e e x t e n t . L i kew i se , the t a r g e t s as regards reduc ing the f i s c a l 
d e f i c i t were no t always reached, and i n f a c t i n q u i t e a few cases t h i s d e f i c i t 
represented a growing p r o p o r t i o n o f c e n t r a l government expend i t u re .10 / 

There were a lso d i f f e r e n c e s i n the ex ten t t o wh ich the p o l i c i e s a p p l i e d 
achieved t h e i r bas ic o b j e c t i v e s . Genera l l y speak ing, however, the progress was much 
less as regards the c o n t r o l o f i n f l a t i o n than as regards the r e d u c t i o n of the 
e x t e r n a l imbalance. Indeed, t he re was a l ready a notewor thy tu rnabout i n the 
merchandise t r ade balance of L a t i n America as e a r l y as 1982, when a f t e r hav ing turned 
i n a d e f i c i t o f US$ 1.7 b i l l i o n i n 1981, t h i s i n d i c a t o r r e g i s t e r e d a surp lus of over 
US$ 9 b i l l i o n . This tendency was f u r t h e r accentuated i n 1983 —when the t rade 
balance exceeded US$ 31 b i l l i o n — and cont inued i n 1984, when the merchandise t rade 
su rp lus reached the unprecedented f i g u r e o f over US$ 38 b i l l i o n . Ma in ly because of 
t h i s e v o l u t i o n of the t r ade ba lance , the c u r r e n t account d e f i c i t went down 
s p e c t a c u l a r l y i n bo th 1983 and 1984, and i n the l a t t e r yea r , when i t s tood a t only 
US$ 1 b i l l i o n , i t was e q u i v a l e n t t o on l y 2.5% of the enormous d e f i c i t o f over US$ 40 
b i l l i o n r e g i s t e r e d two years e a r l i e r (see t a b l e 5 ) . The d e f i c i t grew again i n 1985, 
when i t came t o US$ 4 .4 b i l l i o n because of a f u r t h e r d e t e r i o r a t i o n i n the e x t e r n a l 
c i rcumstances , but even so i t d i d not come anywhere near the f i g u r e s r e g i s t e r e d at 
the end of the 1970s and the beg inn ing of the 1980s. 

Because o f the way i t was ach ieved, however, t h i s marked r e d u c t i o n i n the 
c u r r e n t account d e f i c i t i n v o l v e d a h i g h cost i n terms of economic a c t i v i t y and 
employment. Because o f the abrupt and ex t remely severe drop i n e x t e r n a l f i n a n c i n g , 
the adjustment had t o be made i n an ext remely sho r t p e r i o d , and f o r t h i s reason i t 
d i d no t pe rm i t a proper r e a l l o c a t i o n of resources f rom the p roduc t i on o f non- t radeable 
goods t o expor t a c t i v i t i e s and impor t s u b s t i t u t i o n : a process wh ich , p r e c i s e l y 
because i t demands a s u b s t a n t i a l change i n the s t r u c t u r e of p r o d u c t i o n , can on ly be 
c a r r i e d out over a longer p e r i o d . Up to 1983, and then once aga in i n 1985, the 
expansion of expor ts was a lso l i m i t e d by the marked d e c l i n e i n the i n t e r n a t i o n a l 
p r i c e s o f the m a j o r i t y of the bas i c commodities expor ted by the r e g i o n and the drop 
i n the volume o f wo r l d t r ade caused by the pro longed recess ion i n the i n d u s t r i a l i z e d 
c o u n t r i e s , the inc rease i n p r o t e c t i o n i s t p r a c t i c e s i n many of them, and the loss of 
dynamism of the OPEC economies. I n these c i rcumstances, the va lue of expor ts of 
goods went down markedly i n 1982, s tagnated i n 1983, grew a l i t t l e i n 1984 but f e l l 
once aga in i n 1985. 

/Tab le 5 
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Table 5 

LATIN AMERICA AND THE CARIBBEAN (23 COUNTRIES): MAIN ECONOMIC INDICATORS a / 

1980 1981 1982 1983 1984 1985b/ 
Gross domestic product a t market - ». — — —-— 

p r i ces ( i ndex , base 1980=100) 100,0 100.4 99,0 96.5 99.6 102. 
Popu la t ion ( m i l l i o n s o f i n h a b i t a n t s ) 356 364 373 381 390 39 
Per cap i t a gross domestic product 

( i ndex , base 1980=100) 100,0 98,1 94o4 89,9 90.7 91. 

Growth r a t es 

Gross domestic product 5, 3 0 ,4 - 1 , 5 - 2 , 5 3 .2 2.8 
Per cap i t a gross domestic p roduct 2 a 8 - 1 , 9 - 3 , 7 - 4 , 8 0 ,8 0.5 
Consumer p r i c e s c / 56 ,1 57,6 84,8 13 Î o 1 185,2 328.3 

Terms of t rade (goods) 
, 1 

5ol - 7 . 6 -8 0 9 - 1 , 8 4 , 1 - 2 . 9 
1 

Purchasing power of expor ts of goods 12.4 0,3 - 7 , 5 5 ,2 11,6 - 4 . 6 

Current va lue o f expor ts o f goods i 32.3 7,6 - 8 . 9 0 , 1 11.5 - 5 . 7 

Current va lue o f impor ts o f goods 34.9 7.8 - 1 9 , 8 - 2 8 , 5 5.0 - 1 . 9 

i B i l l i o n s of d o l l a r s 

Exports of goods 89.1 95.9 87.4 87.5 97.5 91.9 
Imports of goods 90.5 97.6 78.3 56.0 58.8 57.6 
Trade surp lus (goods) - 1 . 4 - 1 . 7 9 . 1 31.5 38.7 34.3 

Net payments of p r o f i t s and i n t e r e s t 17.9 27.1 38.7 34.2 36.1 35.1 
Balance on c u r r e n t account d / - 2 8 . 1 - 4 0 . 1 - 4 0 . 9 - 7 . 4 - 1 . 0 - 4 . 4 
Net c a p i t a l movements e / 29.5 37.3 19.8 3 .0 10.3 4 .7 
Globa l balance f / 1.4 - 2 . 8 - 2 1 . 0 - 4 . 4 9 .3 0 .3 
Globa l gross e x t e r n a l debt g / 222.5 277.7 318.4 344.0 360.4 368.0 

Source : ECLAC, on the bas is o f o f f i c i a l da ta . 

a/ The f i g u r e s corresponding t o the gross domestic product and t o consumer p r i c e s 
r e f e r to A rgen t i na , Barbados, B o l i v i a , B r a z i l , C h i l e , Colombia, Costa R ica , 
Dominican Repub l i c , Ecuador, E l Sa lvador , Guatemala, Guyana, H a i t i , Honduras, Jamaica, 
Mexico, Nicaragua, Panama, Paraguay, Peru, T r i n i d a d and Tobago, Uruguay and Venezuela. 
The e x t e r n a l sec to r data correspond to the same c o u n t r i e s except Barbados, Guyana, 
Jamaica and T r i n i d a d and Tobago, b / P r e l i m i n a r y es t ima tes , c j V a r i a t i o n December-
December. d / I n c l u d i n g net p r i v a t e un requ i ted t r a n s f e r s . e / I n c l u d i n g long- and sho r t -
term c a p i t a l , o f f i c i a l un requ i ted t r a n s f e r s and e r r o r s and omiss ions . f_/ Corresponds 
to v a r i a t i o n i n reserves (of oppos i te s ign) p lus coun te rpa r t i t ems . The est imates 
i nc lude l o n g - , medium- and s h o r t - t e r m debt . 

/Consequent ly , the 
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Consequent ly , the spec tacu la r US$ 33 b i l l i o n tu rnaround i n the merchandise 
t r a d e balance i n 1982 and 1983 was due e n t i r e l y and e x c l u s i v e l y t o the ve ry severe 
drop i n i m p o r t s . The va lue o f the l a t t e r d e c l i n e d sha rp l y f rom some US$ 98 b i l l i o n 
i n 1981 t o US$ 56 b i l l i o n i n 1983, w h i l e t h e i r volume con t rac ted i n t h i s sho r t space 
o f t ime by the almost i n c r e d i b l e amount o f 41%. The drops i n the volume o f impor ts 
were even g r e a t e r i n the cases of A rgen t i na and C h i l e (where t h i s volume had a l ready 
been ha lved between 1981 and 1983), Venezuela (where the volume o f impor ts went down 
by 50% i n 1983 a lone) and, above a l l , Uruguay (whose r e a l impor ts shrank by over 63% 
i n the t h r e e - y e a r p e r i o d 1981-1983) and Mexico (which reduced i t s impor ts by almost 
65% i n the two-year p e r i o d 1982-1983). 

A l though these c o l o s s a l drops i n impor ts p a r t l y r e f l e c t e d the unusua l l y h igh 
l e v e l s t h a t e x t e r n a l purchases had a t t a i n e d be fo re the c r i s i s , they d i d no t on l y 
a f f e c t e x t e r n a l purchases of n o n - e s s e n t i a l consumer goods and c a p i t a l goods bu t a lso 
i n c l u d e d cons ide rab le r educ t i ons i n impor ts o f raw m a t e r i a l s and i n t e r m e d i a t e 
p roduc ts i nd i spensab le f o r keeping up the l e v e l of domestic economic a c t i v i t y . Thus, 
i t i s not s u r p r i s i n g t h a t the domestic p roduc t went down as e a r l y as 1982 i n many 
c o u n t r i e s and s u f f e r e d a f u r t h e r d e c l i n e i n 1983. 

As a l r eady no ted , t h i s ex t remely un favourab le t r end i n L a t i n Amer ica 's 
e x t e r n a l t r ade was i n t e r r u p t e d i n 1984 when, because o f the recovery of the 
i n d u s t r i a l i z e d economies, and, above a l l , the enormous expansion t h a t year i n the 
impor ts of the Un i t ed S t a t e s , the volume o f w o r l d t r a d e grew app rec iab l y f o r the 
f i r s t t ime s ince 1979. S t imu la ted by t h i s more favourab le e x t e r n a l s i t u a t i o n and 
a l so by the h i ghe r l e v e l a t t a i n e d by the e f f e c t i v e r e a l exchange ra tes o f many 
c o u n t r i e s f rom 1982 onwards, the volume o f L a t i n American expor ts increased by around 
10% and t h e i r v a l u e s l i g h t l y exceeded t h a t r e g i s t e r e d be fo re the c r i s i s . 

Fur thermore, f o r the f i r s t t ime s ince 1981, the b igger expor ts were accompanied 
by a 5.2% inc rease i n the volume of i m p o r t s , a l though these cont inued t o be f a r below 
the volume impor ted i n 1981. 

I n 1985, the r e g i o n ' s volume of impor ts s u f f e r e d a s l i g h t d e c l i n e of 0.7%. This 
o v e r a l l percentage, however, does no t r e f l e c t the t r u e impact o f t h i s new reduc t i on , 
because o f the d i s p a r i t i e s between the changes i n d i f f e r e n t c o u n t r i e s . Thus, Mexico 
inc reased i t s volume of impor ts by 20.2% and Ecuador by around 10%, whereas A rgen t i na , 
C h i l e , Peru and Venezuela reduced t h e i r impor t volumes by between 11% and 16%. 

I n s h o r t , as a r e s u l t o f the r a d i c a l drop i n the net i n f l o w of c a p i t a l which 
took p lace between 1981 and 1985 the r e g i o n had to reduce w i t h the g r e a t e s t urgency 
an e x t e r n a l d e f i c i t which was much l a r g e r than i t would have been i f the circumstances 
as regards i t s t r ade and f i n a n c i a l r e l a t i o n s w i t h the e x t e r i o r had been more normal. 
I n f a c t , i n a d d i t i o n t o c a r r y i n g out the "norma l " adjustment needed t o c o r r e c t the 
excess ive c u r r e n t account d e f i c i t s which many L a t i n American c o u n t r i e s had i ncu r red 
i n the p r e - c r i s i s yea rs , they a lso had t o c a r r y out a s o r t o f "overad jus tment " i n 
o rder t o face up t o the consequences of the p r o c y c l i c a l conduct of the i n t e r n a t i o n a l 
commercial banks. Because o f t h i s , and a l so because o f the very un favourab le e x t e r n a l 
con tex t f o r L a t i n American expor ts which e x i s t e d up t o 1983, almost a l l the burden of 
c o r r e c t i n g ( i n the sho r t space of b a r e l y two years) the heavy i n i t i a l e x t e r n a l 
imbalance f e l l on i m p o r t s , whose v i o l e n t c o n t r a c t i o n gave the adjustment a marked 
recess i ve c h a r a c t e r . 

/The adjustment 
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The adjustment process c a r r i e d out d u r i n g t h i s p e r i o d has s u f f e r e d f rom th ree 
fundamental shor tcomings. F i r s t l y , an at tempt was made to ad jus t the L a t i n American 
e x t e r n a l sec to r t o an i n t e r n a t i o n a l s i t u a t i o n which cannot be considered as one o f 
e q u i l i b r i u m . Such a s i t u a t i o n i s s t r o n g l y i n f l u e n c e d by the b i g macroeconomic 
d i s e q u i l i b r i a r e g i s t e r e d i n some i n d u s t r i a l c o u n t r i e s and by the economic p o l i c i e s 
adopted to dea l w i t h them bo th i n the f i s c a l and monetary f i e l d s and i n the e x t e r n a l 
s e c t o r . The debtor c o u n t r i e s are o b l i g e d t o a d j u s t t h e i r own e x t e r n a l sec to rs i n 
v iew of the l a c k o f f i n a n c i n g , but t he new a l l o c a t i o n o f resources i n the p r o d u c t i o n 
f i e l d r e s u l t i n g f rom the adjustment has to f i t i n w i t h the p a r t i c u l a r l y un favourab le 
s i t u a t i o n e x i s t i n g i n the e x t e r i o r , which cannot l a s t . When the l a t t e r s i t u a t i o n i s 
reversed, the resource a l l o c a t i o n w i l l have t o be changed once aga in to b r i n g i t i n 
l i n e w i t h l ong - te rm e q u i l i b r i u m c o n d i t i o n s , so t h a t p a r t o f the e f f o r t made d u r i n g 
the c r i s i s w i l l have been wasted. Th is consequent ly produces an overadjustment 
which i s unbalanc ing from the l ong - te rm p o i n t of v iew and has necess i t a ted a r e d u c t i o n 
i n r e a l per c a p i t a income much more severe than t h a t which would have been necessary 
i n order t o b r i n g the e x t e r n a l sec to r back t o a s i t u a t i o n o f l ong - te rm e q u i l i b r i u m . 
Such an e q u i l i b r i u m s i t u a t i o n i nvo l ves a t r a n s f e r of r e a l resources f rom the e x t e r i o r 
t o the deve lop ing c o u n t r i e s and n o t , as a c t u a l l y happened, the oppos i te s i t u a t i o n . 

Secondly, a s i zeab le group of deve lop ing c o u n t r i e s has had t o adopt severe ly 
r e s t r i c t i v e p o l i c i e s a l l a t the same t ime , whereas the r e s t of the wo r l d has on the 
whole f a i l e d to apply p o l i c i e s o f an expansive n a t u r e . Th is l a ck of symmetry has 
done no th ing t o f a c i l i t a t e the sa le of a d d i t i o n a l expor t s f rom the debtor c o u n t r i e s 
i n wo r ld markets , so t ha t the recess ive e f f o r t they have had t o make has been 
accentuated and the e f f i c i e n c y of some of the t r a d i t i o n a l adjustment measures has 
been a f f e c t e d . I n p a r t i c u l a r , expor t promot ion measures ( i n c l u d i n g exchange r a t e 
adjustments) which have he lped t o expand the supply of expor tab le goods have been 
more e f f e c t i v e i n b r i n g i n g down the p r i c e s o f expor t s r a t h e r than i n c r e a s i n g t h e i r 
volume, so t h a t they have become coun te rp roduc t i ve i n t h e i r s h o r t - t e r m and even t h e i r 
medium-term e f f e c t . This i s because many c o u n t r i e s have s imu l taneous ly t r i e d to 
expand t h e i r expor ts of m u t u a l l y compe t i t i ve p r o d u c t s , whereas the buyer c o u n t r i e s 
have not increased t h e i r demand co r respond ing l y . I t may be noted tha t the 
m u l t i l a t e r a l f i n a n c i n g agencies on ly have any r e a l i n f l u e n c e over the c o u n t r i e s which 
need t h e i r resources , so t h a t the c r e d i t o r c o u n t r i e s or those whose currency serves 
as a reserve currency are ou ts ide t h i s i n f l u e n c e . L i kew i se , i t should be noted t h a t 
because of t h i s uneven i n f l u e n c e , the adjustment p o l i c i e s put i n t o e f f e c t on the 
recommendation of those agencies are such t h a t they would on ly be f u l l y e f f e c t i v e i n 
a wor ld where one p a r t i c u l a r count ry has problems but the r e s t are ope ra t i ng n o r m a l l y . 
S ince, i n f a c t , the re are many coun t r i es w i t h problems, t h e i r adjustment p o l i c i e s 
have an impact on the whole of the wo r l d economy, and t h i s has nega t i ve repercuss ions 
on the coun t r i es which began the adjustment p rocess , thus m u l t i p l y i n g the nega t i ve 
e f f e c t s . C e r t a i n p o l i c i e s tend t o be s e l f - d e f e a t i n g , as i n the case of the e f f e c t 
of the "competing deva lua t i ons " a l ready w e l l known d u r i n g the Great Depression of the 
1930s. 

Thirdly, the adjustment process implicit in the programmes applied with the 
support of multilateral financing agencies has not taken any explicit account of 
growth objectives, in that it has obliged the countries to achieve a degree of 
external equilibrium only compatible with high levels of unemployment and a sharp 
drop in the product, which have jeopardized the economic and political stability of 
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t he c o u n t r i e s and the c o n s o l i d a t i o n o f the democ ra t i za t i on processes underway i n the 
r e g i o n . 

The adjustment process has thus been unba lanc ing , s imu l taneous, asymmetr ica l 
and d r a s t i c , b r i n g i n g w i t h i t a severe recess i ve e f f e c t f o r the economies o f the 
deb to r c o u n t r i e s . Th is e f f e c t i s summed up i n the f i g u r e s f o r the L a t i n American 
per c a p i t a p r o d u c t , which f e l l by over 9% between 1980 and 1985 and s tood i n the 
l a t t e r year a t the same l e v e l a l ready reached i n 1977. 

Another way of b r i n g i n g out the magnitude o f the adjustment c a r r i e d out by the 
L a t i n American economies i s t o l ook a t t he t r a n s f e r s o f r e a l and f i n a n c i a l resources 
t o the e x t e r i o r . Table 6 shows t h a t up t o 1980-1981 the reg ion was a n e t r e c i p i e n t 
o f r e a l and f i n a n c i a l resources . From then on, however, these t r a n s f e r s were 
reve rsed : the reg ion became a ne t c o n t r i b u t o r of r e a l and f i n a n c i a l resources t o the 
e x t e r i o r . I n the case o f r e a l resources , the amounts t r a n s f e r r e d between 1983 and 
1985, as measured accord ing t o the t r ade ba lance (which i nc ludes n o n - f i n a n c i a l 
s e r v i c e s ) , amounted t o n e a r l y US$ 90 b i l l i o n . The f i n a n c i a l resources t r a n s f e r r e d 
t o the e x t e r i o r , f o r t h e i r p a r t , as measured accord ing to the f i n a n c i a l balance (the 
ne t i n f l o w o f c a p i t a l l ess ne t payments o f i n t e r e s t and p r o f i t s t o the e x t e r i o r ) 
came t o US$ 106 b i l l i o n between 1982 and 1985. The d i f f e r e n c e between the t rade and 
f i n a n c i a l balances i s exp la ined b a s i c a l l y by changes i n the i n t e r n a t i o n a l reserves. 

2. Trade, p r o t e c t i o n i s m and the terms of t r ade 

The i n s u f f i c i e n c y of e x t e r n a l demand and the p r o t e c t i o n i s t tendencies o f the North 
have a f f e c t e d bo th the expor ts of the deve lop ing c o u n t r i e s and t h e i r terms of t rade . 

On average, the products of t h e deve lop ing coun t r i es do no t supply more than 
3% of t he market of the i n d u s t r i a l c o u n t r i e s , so t h a t t h i s r e l a t i v e l y sma l l share 
should leave an ample margin f o r f u t u r e expansion. Because the share i s much h igher 
i n the case o f c e r t a i n p r o d u c t s , and because o f the p r o t e c t i o n i s t measures which tend 
t o be concen t ra ted aga ins t them, however, f u t u r e growth i s l i k e l y t o be on ly modest. 
The p r o t e c t i o n i s t measures o f the OECD c o u n t r i e s d i d not represent a se r i ous 
h indrance f o r the most dynamic e x p o r t i n g c o u n t r i e s i n the l a t e 1970s, bu t the export 
environment i n the coming years i s l i k e l y t o be much more compe t i t i ve than i n the 
l a s t 15 y e a r s , s ince the debtor c o u n t r i e s must a l l make g rea t e f f o r t s t o increase 
t h e i r e x p o r t s . 

Ach iev ing a s i g n i f i c a n t inc rease i n expo r t s w i l l need not on ly a sounder 
wo r l d economy, bu t a lso a process of r e s t r u c t u r i n g of the economies of the 
i n d u s t r i a l i z e d c o u n t r i e s : an e s s e n t i a l aspect o f the e v o l u t i o n o f the i n t e r n a t i o n a l 
economy towards which the n a t i o n a l p o l i c i e s o f bo th the i n d u s t r i a l and the 
deve lop ing c o u n t r i e s should s t r i v e . 

The i n t e r n a t i o n a l s p i l l o v e r o f the economic recovery of the i n d u s t r i a l 
c o u n t r i e s i s f u n c t i o n i n g less e f f e c t i v e l y than i n the pas t . I n the two-year per iod 
f o l l o w i n g the 1975 recess ion , the growth of w o r l d t r ade was app rec iab l y g rea te r than 
the inc rease i n the wor ld p roduc t , as i t has been on average throughout the pe r i od 
s ince the war. I n 1983-1984, i n c o n t r a s t , the growth of t rade exceeded t h a t of the 
product on ly by an i n s i g n i f i c a n t amount, ma in l y because of the sma l le r a v a i l a b i l i t y 
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Table 6 

LATIN AMERICA AND THE CARIBBEAN (19 COUNTRIES) TRANSFERS OF REAL 
AND FINANCIAL RESOURCES 

( B i l l i o n s of d o l l a r s and percentages) 

Trade balance h / F i n a n c i a l ba lance c j 

Value As a percentage 
of GDP d / Value As a percentage 

o f GDP d / 

1970-74 1.0 0 .4 3 .3 1 .4 

1975-79 6 .4 1 .4 12.0 2.7 

1980-81 11.4 1.6 11.0 1 .6 

1982 1.3 0 .2 -18 .4 - 2 . 4 

1983 - 2 7 . 0 - 3 . 5 - 3 0 . 1 - 3 . 9 

1984 - 3 4 . 9 - 4 . 2 - 2 5 . 0 - 3 . 0 

Source: ECLAC, on the bas i s o f i n f o r m a t i o n f rom IMF, Balance of Payments Yearbook, 
November 1985. 

a j A rgen t i na , B o l i v i a , B r a z i l , C h i l e , Colombia, Costa R ica , Dominican Repub l i c , 
Ecuador, E l Sa lvador , Guatemala, H a i t i , Honduras, Mexico, Nicaragua, Panama, Paraguay, 
Peru, Uruguay and Venezuela. 

b / Inc ludes goods and s e r v i c e s . Negat ive s i gn s i g n i f i e s t r a n s f e r o f resources t o 
the e x t e r i o r . 

c / Ca lcu la ted as the d i f f e r e n c e between the net i n f l o w of c a p i t a l and ne t payments 
of p r o f i t s and i n t e r e s t s . 

d / Est imated f i g u r e s f o r GDP i n d o l l a r s , c a l c u l a t e d by d e f l a t i n g constant va lues by 
the i m p l i c i t d e f l a t o r o f the Un i ted S ta tes p roduc t . 

/ o f f i n a n c i n g , 
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o f f i n a n c i n g , due t o t he debt problem, and the p r o l i f e r a t i o n of p r o t e c t i o n i s t 
measures. Ment ion must a l so be made i n t h i s respect o f the r e s t r i c t i o n s imposed on 
t h e i r impor ts by t he deve lop ing coun t r i es w i t h a h i g h l e v e l o f indebtedness. 

3. E x t e r n a l f i n a n c i n g 

Bank loans t o deve lop ing c o u n t r i e s , e s p e c i a l l y those o f L a t i n America, grew a t an 
e x t r a o r d i n a r i l y r a p i d r a t e i n the 1970s. A p o s t e r i o r i i t can be seen t h a t a l though 
i n some c o u n t r i e s the growth r a t es of the GNP and expor t s were h i g h , development 
s t r a t e g i e s based on e x t e r n a l sav ing never the less had ve ry weak f ounda t i ons . The 
excess ive r e l i a n c e on s h o r t - t e r m loans brought about a se r ious maladjustment between 
the investment m a t u r i t y s t r u c t u r e and the deb t , and t h i s increased the v u l n e r a b i l i t y 
o f the c o u n t r i e s t o debt s e r v i c i n g problems. I n some eases, e x t e r n a l f i n a n c i n g took 
the p lace o f domest ic s a v i n g , s t i m u l a t i n g consumption. I n o t h e r s , i t encouraged 
b igge r impor ts of armaments. The abundant supply of f o r e i g n exchange encouraged 
o v e r - v a l u a t i o n o f t he cu r rency , s t i m u l a t i n g investment i n a c t i v i t i e s p roduc ing goods 
t h a t were no t i n t e r n a t i o n a l l y t radeab le and t a k i n g away expor t i n c e n t i v e s . L ikewise , 
the e f f o r t t o keep up l e v e l s o f a c t i v i t y desp i t e the o i l c r i s i s and the f a c t t h a t the 
expec ta t i ons o f h i g h i n t e r e s t and exchange ra tes i n the domestic market of the Uni ted 
Sta tes s t i m u l a t e d the s p e c u l a t i v e o u t f l o w o f p r i v a t e c a p i t a l were f u r t h e r f a c t o r s 
t h a t j o i n e d t oge the r t o b r i n g about a p a r t i a l n e u t r a l i z a t i o n of the f l ows o f f i n a n c i n g 
t o the r e g i o n and t o weaken the i n c e n t i v e s f o r t h e i r e f f i c i e n t use. 

The i n i t i a l r e a c t i o n o f the p r i v a t e banks t o t he problems o f debt s e r v i c i n g i n 
the 1980s was no t o n l y t o t r y t o reduce t h e i r commitments w i t h the deve lop ing 
c o u n t r i e s , whose debt w i t h the banks amounted t o over US$ 330 b i l l i o n up t o mid-1983, 
but a l so to impose new commissions and charges (which u n t i l on ly a sho r t t ime before 
had tended t o go down s l i g h t l y ) i n the reschedu l ing agreements, on top of the already 
ve ry h i g h i n t e r e s t r a t e s . I t i s obvious t h a t because o f the c o n j u n c t i o n o f a c t i v e 
l end ing p o l i c i e s w i t h inadequate p r o j e c t e v a l u a t i o n and ignorance o f the coun t r i es 
and t he t r ade r i s k s i n v o l v e d , the banks are a l so respons ib l e f o r g i v i n g r i s e to the 
present ba lance-o f -payments c r i s i s . They tend t o argue t h a t , because o f the 
compe t i t i on i n o f f e r i n g loans i n the 1970s, the spreads were very low and the 
guarantees were no t s u f f i c i e n t t o face up to gene ra l i zed payments c r i s e s . The i r 
present behav iou r , however, w i t h t h e i r e f f o r t t o p lace s u b t l e obs tac les i n the way of 
the access o f "prob lem" c o u n t r i e s t o f i n a n c i a l markets and t h e i r a p p l i c a t i o n o f 
reschedu l i ng procedures wh ich cons iderab ly r a i s e the cost of f i n a n c i n g , are he lp i ng 
t o accentuate the e x t e r n a l imbalances and to t r a n s f e r almost the e n t i r e burden of the 
adjustment to the debtor c o u n t r i e s (see t a b l e 7 ) . 

Together w i t h the r i s e i n f i n a n c i a l cos t s , t he re has been a r e d u c t i o n i n the 
amount o f bank f i n a n c e , and t h e r e i s l i t t l e hope t h a t i t w i l l i nc rease i n the near 
f u t u r e , even w i t h the p ressure be ing exer ted by the IMF. At the same t i m e , however, 
as i t i s p robab le t h a t the d e c l i n e i n i n t e r e s t r a tes w i l l be slow and not ve ry 
s i g n i f i c a n t , i f i t takes p lace a t a l l , the l a rge and c o s t l y t rade surp luses of the 
debtor c o u n t r i e s w i l l no t be s u f f i c i e n t t o cover the e x t e r n a l d e f i c i t and the 
c o u n t r i e s w i l l need f r e s h l oans . The on ly a v a i l a b l e sources would be the governments 
of the developed c o u n t r i e s , which are themselves sub jec t t o se r ious budgetary 
r e s t r i c t i o n s , and the m u l t i l a t e r a l agencies, wh ich , even i f they cou ld increase t h e i r 
c a p i t a l and c r e d i t c a p a c i t y t o the h ighes t reasonable l e v e l , would no t be ab le to 
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take care of a l l the needs. Consequent ly, a l though i t i s e s s e n t i a l t ha t redoubled 
e f f o r t s should be made to induce the World Bank and the IMF to p l a y an impor tan t 
d i r e c t and i n d i r e c t r o l e i n i n t e r n a t i o n a l f i n a n c i n g , i t does not seem tha t any 
s o l u t i o n s t o the debt problem of the deve lop ing coun t r i es which do not envisage a 
r educ t i on i n the r e a l debt burden would be v i a b l e . 

Table 7 

EVOLUTION OF EXTERNAL ASSETS OF THE PRIVATE INTERNATIONAL BANKING SYSTEM a/. 

Banks o f Europe Banks 
i n Banks Of fshore T o t a l 

r e p o r t i n g 
banks 

d / 

Year 
T o t a l Eurocurrency 

market b / 

Canada 
and 

Japan 

i n 
U.S.A. 

banks 
c / 

T o t a l 
r e p o r t i n g 

banks 
d / 

a) B i l l i o n s of r d o l l a r s a t end o f each p e r i o d 

1972 182.2 142.6 24.0 9 .2 9 .4 224.8 
1973 224.4 199.4 29.4 15.2 23.5 312.5 
1974 279.4 226.2 34.5 34.7 36.1 384.7 
1975 329.9 369.1 34.2 48.3 51.1 463.5 
1976 385.6 316.3 39.0 69.6 74.9 569.1 
1977 466.3 384.9 • 39.9 92.6 91 .1 569.1 
1978 611.4 502.0 56.1 119.2 106.5 893.2 
1979 776.0 639.9 71.0 136.4 127.6 1 111.0 
1980 903.0 751.2 101.2 176.8 141.0 1 321.9 
1981 998.9 847.3 122.8 256.6 172.0 1 550.2 
1982 1 028.5 872.4 129.7 363.4 172.9 1 694.5 
1983 I 1 029.8 882.0 151.0 396.6 179.8 1 757.1 
1983 I I 1 049.2 903.3 151.0 396.6 501.1 2 097.9 
1984 1 063.0 921.3 170.2 409.5 517.7 2 160.4 
1985 Jun 1 118.2 957.1 184.5 410.3 521.0 2 234.0 

b) Annual growth r a t e s (%) 

1973 23.2 39.8 22.5 65.2 150.0 39.0 
1974 24.6 13.4 17.4 128.3 53.6 23.1 
1975 18.1 19.0 - 0 . 9 39.2 41.6 20.5 
1976 16.9 17.5 14.0 44.1 46.6 22.8 
1977 20.9 21.7 2 .3 18.7 21.6 21.2 
1978 31.2 30.4 40.6 28.7 16.9 29.5 
1979 26.9 27.5 26.6 14.4 19.8 24.4 
1980 16.4 17.4 42.5 29.6 10.5 19.0 
1981 10.6 12.8 21.3 45.1 22.0 17.2 
1982 3 .0 3.0 5 .6 41.6 0 .5 9 .3 
1983 I 0 . 1 l . l 16.4 9 .1 4 .0 3.6 
1983 I I 2 .0 3.5 16.4 9 .1 189.8 23.8 
1984 1.3 2.0 12.7 3.2 3 .3 3 .0 
1985 Jun 5 .2 3.9 8 .4 0 .2 0 .6 3.4 

Source: Bank f o r I n t e r n a t i o n a l Set t lements (BIS) : Annual Repor t , June 1977, 1978, 
1979 and 1980 ; I n t e r n a t i o n a l Banking Developments , October 1985. 
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Table 7 ( conc lus ion ) 

a./ Up t o 1982, r e f e r s t o banks ope ra t i ng i n A u s t r i a , Belgium, Luxembourg, Denmark, 
France, Germany, I t a l y , Ne ther lands , Sweden, Un i t ed Kingdom, Canada, Japan and the 
Un i t ed S t a t e s , p lus Sw i t ze r l and and branches o f Un i t ed States banks i n the Caribbean 
and Midd le East . As f rom 1983 there was an expansion o f coverage t o i n c l u d e banks 
o p e r a t i n g i n Bahamas, Bah ra in , Cayman I s l a n d s , F i n l a n d , Hong Kong, Ne ther lands , 
Nether lands A n t i l l e s , Norway, Singapore and Spa in , p l us branches o f Un i ted States 
banks i n Panama. 

b / Def ined i n the r e s t r i c t e d form used by the BIS, which i s l i m i t e d to f o r e i g n 
cur rency assets o f European banks. 

c j Up t o 1983 I , t h i s r e f e r s t o Un i ted Sta tes banks i n Bahamas, Cayman I s l a n d s , 
Panama, Hong Kong and Singapore. From 1983 I I , a l so i nc l udes banks o f o the r 
c o u n t r i e s i n these f i n a n c i a l cen t res , exc l ud i ng Panama but i n c l u d i n g Bahra in and 
t he Nether lands A n t i l l e s . 

d_/ These f i g u r e s i n c l u d e redepos i t s among r e p o r t i n g banks, which i n the l a s t two 
years came to around 40% of the t o t a l ; f o r the purpose of t h i s t a b l e , however, t h i s 
sum has no t been deducted nor has an es t imate been made of the amounts no t i nc luded 
i n the t o t a l s . 
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I I I . TWO GROWTH SCENARIOS 

I n order to ga i n some idea of the e x t e r n a l f i n a n c i n g needs o f the c o u n t r i e s of the 
r e g i o n , two scenar ios cove r ing the p e r i o d 1985-1995 have been used. The f i r s t 
of these (scenar io 1 .0) i s a scenar io o f s low recovery wh ich p o s t u l a t e s t h a t the 
per c a p i t a gross domestic p roduct w i l l recover i t s 1980 l e v e l on l y a t the end of 
the p resent decade and w i l l t h e n c e f o r t h con t i nue growing up t o 1995 a t the r a t e of 
3.5% per yea r . 

The second scenar io (scenar io 2 .0) p o s t u l a t e s a growth r a t e o f the per c a p i t a 
gross domestic p roduc t a t 3.5% per year up t o 1990, r i s i n g t o A.5% per year f rom 
then u n t i l 1995. 

Both scenar ios have been prepared by c o u n t r i e s 11/ and have two v a r i a n t s : 
a r e d u c t i o n of two percentage p o i n t s i n i n t e r e s t r a t e s below those used f o r the 
bas ic scenar ios (scenar io 1 .1 and 2 .1) and a 2% annual improvement i n expor t p r i c e s 
over and above the r a t e of i n t e r n a t i o n a l i n f l a t i o n assumed (scenar ios 1.2 and 2 . 2 ) . 

The assumptions made i n scenar io 2 .0 regard ing the dynamism of the wo r l d 
economy are n a t u r a l l y a good dea l more o p t i m i s t i c than those of scenar io 1 .0 . 
Ne i t he r of the scenar ios a re f o r e c a s t s bu t r a t h e r hypotheses wh ich f a c i l i t a t e the 
ana l ys i s of the coherence o f the r e s u l t s . 

The bas ic scenar ios have been worked out on the assumption of a un i fo rm 
wor ld i n f l a t i o n r a t e of 6% per year f o r the e n t i r e p e r i o d . E x t e r n a l i n t e r e s t r a t e s , 
i n c l u d i n g expenses, commissions and spreads, have been f i x e d a t 12% and 11.5% 
f o r p r i v a t e opera t ions and 8% to 6.5% f o r opera t ions w i t h o f f i c i a l i n s t i t u t i o n s , 
depending on the c o n d i t i o n s p r e v a i l i n g i n each c o u n t r y . 

A. SCENARIO 1.0 

Accord ing to the assumptions p o s t u l a t e d , the g l o b a l economic growth of the reg ion 
du r i ng the pe r i od 1985-1990 would amount to 3.8% per yea r . I n a t h i r d of the 
coun t r i es cons idered the growth ra tes would be 3.5% or l e s s ; i n another t h i r d they 
would be between 3.6% and 4.5%, and i n the remainder they would be between 4.6% 
and 7%. I n these th ree groups, the growth demands are less f o r the b igger c o u n t r i e s , 
whereas the sma l l c o u n t r i e s tend to be concent ra ted i n the two groups of h ighes t 
growth. The growth r a t e s requ i red i n order f o r the c o u n t r i e s i n the l a s t group 
to recover the 1980 per c a p i t a product i n 1990 seem t o be too demanding, and i t i s 
no t l i k e l y t ha t they w i l l be achieved. 

I t i s assumed t h a t the growth of expor ts a t cons tan t p r i c e s w i l l be around 
4% up to 1990 and 5% from then u n t i l 1995. As i n f l a t i o n of 6% per year has been 
foreseen, i t can be i n f e r r e d t ha t the nominal growth r a t e s o f expor ts w i l l be a 
l i t t l e over 10% and 11%, r e s p e c t i v e l y . 

I n v iew o f the low l e v e l r e g i s t e r e d by the r e g i o n ' s impor ts i n recent years 
as a r e s u l t o f the severe adjustment processes put i n t o e f f e c t , scenar io 1.0 
foresees t ha t the growth of impor ts w i l l be more r a p i d than t h a t of expor ts . 

/Another c o n t r i b u t o r y 
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Another c o n t r i b u t o r y f a c t o r i n t h i s i s the need f o r the expansion of investment 
t o suppor t the economic growth fo reseen . Even so, impor ts would no t rep resen t 
as h i gh a p r o p o r t i o n o f the gross domest ic p roduct i n 1995 as they d i d i n 1980. 

The e x t e r n a l sec to r p r o j e c t i o n s r e s u l t i n g f rom t h i s scenar io assume a net 
annua l e x t e r n a l f i n a n c i n g requ i rement o f US$ 25 b i l l i o n d o l l a r s towards 1990 and 
US$ 55 b i l l i o n d o l l a r s towards 1995. Th is ne t annual e x t e r n a l f i n a n c i n g would 
r ep resen t l ess than 13% of expor ts i n 1990 and around 16.5% of them i n 1995, which 
a r e l e v e l s w e l l below those r e g i s t e r e d i n 1980-1982. The t o t a l ne t e x t e r n a l 
f i n a n c i n g needed i n t h i s scenar io between 1985 and 1990 comes t o a lmost US$ 120 
b i l l i o n or a l i t t l e under US$ 20 b i l l i o n per yea r . 

Dur ing the whole p e r i o d cons idered , the t rade su rp lus would tend t o go down, 
a l t hough i t would remain p o s i t i v e , and t h i s means a sus ta ined t r a n s f e r of r e a l 
resources to the e x t e r i o r . Th is r e s u l t i s d i f f e r e n t f o r the d i f f e r e n t groups of 
c o u n t r i e s , however: whereas i n the l a r g e r c o u n t r i e s the i n d i v i d u a l r e s u l t s would 
be s i m i l a r t o the g l o b a l r e s u l t s , the t r ade d e f i c i t o f the sma l le r c o u n t r i e s 
would i nc rease . 

As a r e s u l t o f a l l these f a c t o r s , the e x t e r n a l debt would con t i nue growing 
up to 1995, a l though the r a t i o between the debt and expor ts would go down from 
3 .2 i n 1984 to 2.5 i n 1990 and 2 . 1 i n 1995. 

B„ VARIANTS OF SCENARIO 1.0 

A r e d u c t i o n o f two percentage p o i n t s i n i n t e r e s t r a t es ( i f the o the r c o n d i t i o n s 
do no t change) would reduce the indebtedness needed i n order t o grow a t the r a t es 
fo reseen , so t h a t the r a t i o between the debt and expor ts a t the end of 1990 would 
be around 2.2% and a t the end of 1995 i t would be less than 2 (around 1 . 7 ) . 

The r e d u c t i o n i n the ne t e x t e r n a l f i n a n c i n g needed towards 1990 w i t h respect 
t o the bas i c scenar io would be US$ 13 b i l l i o n and the growth i n the t o t a l e x t e r n a l 
debt would be on ly h a l f t h a t p rov ided f o r i n the bas ic scena r io . 

An inc rease of 2% per year i n the p r i c e s of bas i c commodities over and above 
g l o b a l i n f l a t i o n would b r i n g about an i nc rease i n the va lue of expor ts equ i va l en t 
t o US$ 7.7 b i l l i o n towards 1990 and would enable the e x t e r n a l debt to be reduced 
by over US$ 28 b i l l i o n compared w i t h the va lues g i ven i n the bas ic scena r i o . 

The r a t i o between the debt and expor ts would be lower than i n the bas ic 
s c e n a r i o , b u t i t would no t go down as much as i n the case of a r e d u c t i o n of two 
percentage p o i n t s i n i n t e r e s t r a t e s . 

/C. SCENARIO 



- 29 -

C„ SCENARIO 2 .0 

Accord ing to t h i s scena r io , which i s of an e s s e n t i a l l y normat ive n a t u r e , the 
per c a p i t a gross domestic product o f the r e g i o n would grow on average a t a r a t e 
of 3.5% up t o 1990 and 4.5% between 1990 and 1995, so tha t the g l o b a l economic 
growth r a t e of the reg ion would amount to 5% per year i n the f i r s t p a r t of the 
pe r i od and 6.4% i n the second. Taking the two pe r i ods t o g e t h e r , t h i s g ives an 
annual average growth r a t e of j u s t under 6%; a s i m i l a r r a t e to t h a t r e g i s t e r e d f o r 
the reg ion as a whole du r i ng the 1970s. 

I n t h i s scena r i o , i t i s assumed t h a t the growth of expor ts a t cons tan t p r i c e s 
would be around 5.1% per year d u r i n g the f i r s t f i v e years and 6.2% du r ing the second, 
g i v i n g nominal growth r a t e s o f over 11% and over 12% f o r the two pe r iods . The 
inc rease i n impor ts would be even g r e a t e r , e s p e c i a l l y i n the f i r s t p e r i o d , s ince 
i t would be s t a r t i n g from a ve ry low l e v e l and heavy inves tment , w i t h a h igher 
imported component, would be needed t o s u s t a i n the h ighe r growth r a t e s . 

This scenar io has assumed the reprogramming of the debt f o r a pe r i od of 
ten years w i t h f i v e yea rs ' g race, a p p l i c a b l e to bo th the ou ts tand ing and the 
new debt . Under t h i s scena r io , the e x t e r n a l debt would amount to some US$ 500 
b i l l i o n towards 1990 and the r a t i o between the debt and expor ts would be s l i g h t l y 
below tha t r e g i s t e r e d i n scenar io 1„0. Towards the end of 1995, the r a t i o 
between the debt and expor ts would n o t be ve ry d i f f e r e n t f rom t h a t g i ven i n 
scenar io 1 .0 , even though the economic growth r a t e s a re s u b s t a n t i a l l y d i f f e r e n t . 

A r e d u c t i o n of two percentage p o i n t s i n i n t e r e s t r a t es would make i t 
poss i b l e to save US$ 57 b i l l i o n of e x t e r n a l debt towards 1990 and US$ 150 b i l l i o n 
towards 1995. A 2% increase i n expor t p r i c e s over and above g l o b a l i n f l a t i o n 
would a l so b r i n g about s u b s t a n t i a l improvements i n the l e v e l of indebtedness 
compared w i t h the r e s u l t s o f the bas ic scena r i o . 

The r e s u l t s o f the e v o l u t i o n of scenar ios 1.0 and 2.0 and of t h e i r v a r i a n t s 
are g iven i n t ab les 8 to 16.12/ 

D. LESSONS OF THE SCENARIOS CONSIDERED 

The two scenar ios considered lead to a r e d u c t i o n of the c o e f f i c i e n t between the 
debt and expor ts d u r i n g the per iod analysed, a l t hough they i n v o l v e an inc rease of 
e x t e r n a l f i n a n c i n g . A l though the l a t t e r exceeds the amounts foreseen a t present 
by p r i v a t e and m u l t i l a t e r a l f i n a n c i a l bod ies , i t i s w e l l below t h a t r e g i s t e r e d i n 
the e a r l y years o f the 1980s. 

Thus, the bas ic scenar io , which i s l ess amb i t i ous f rom the p o i n t of v iew of 
growth, would r e q u i r e a l i t t l e over US$ 100 b i l l i o n of net e x t e r n a l f i n a n c i n g i n 
the f i v e - y e a r pe r i od 1986-1990, w h i l e over the same pe r i od the more ambi t ious 
scenar io would r e q u i r e 25% more a d d i t i o n a l f inanc ing , , 
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The v a r i a n t s o f the bas i c scena r i os , wh ich a re more o p t i m i s t i c regard ing 
i n t e r n a t i o n a l i n t e r e s t r a t e s and the terms o f t r a d e , i n v o l v e smal le r f i n a n c i a l 
demands. However, the p r o j e c t i o n s o f the w o r l d economy prepared by such bod ies 
as t h e I n t e r n a t i o n a l Monetary Fund and the Wor ld Bank do no t g i v e grounds f o r 
assuming t h a t t he re i s a ve ry h igh p r o b a b i l i t y o f m a t e r i a l i z i n g these v a r i a n t s . 

For these reasons, t he re i s j u s t i f i c a t i o n f o r e x p l o r i n g s o l u t i o n s to the 
problem of indebtedness and e x t e r n a l f i n a n c i n g wh ich i n v o l v e conscious a c t i o n on 
the p a r t o f a l l the p a r t i e s i n v o l v e d . I n o ther words, t he re a re grounds f o r 
seek ing forms o f s o l u t i o n s which assume a m o d i f i c a t i o n o f the p r e v a i l i n g p o l i c i e s , 
as w e l l as a c t i o n t o s t reng then and c o r r e c t t he i n t e r n a t i o n a l monetary and 
f i n a n c i a l system. 
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Table 8 

LAÏIff âîlSICâ ftïlB ÏHS CÂ3ÏB3Sftît (19 CSMRKSia/: SSOSS MSIiîIC PSOEUCÏ, EXPORTS ft® IHPG8ÎS 
0? B3ÖDS AMD SEW1CES, tëffl 8MSS « S H C IKVESÏfîENr 

( fo)nual qroath rates and garcgnta^as) 

I Scenario 1.0 | Scenario 2.0 
1580 1981 1982 1983 1534 | — 

j1985-1950 1991-1995 |1985-1990 1991-1995 

dross doossfcic product 6.0 1.7 -0.9 -3.3 3e3 3.8 5.5 5.0 6.4 

Exports of goods aui services 4.2 7.8 -2.4 7.2 7.8 4.1 5.1 5.1 6.2 

Iopopts of goods and services 12=9 L7 -18.4 -26.1 1.6 8.5 7.0 10.1 7.7 

Gross dooestic investoent 6.8 -2.2 -10.7 -20.1 LI 6.3 8.0 9.6 8.2 

Sources ECLAC, on the basis of official data. 
a/ Argentins, Solivia, Brasil, Chile, Colombia, Costa Rica, Doainican Republic, Ecuador, El Salvador, Guateaala, Haiti, 

Honduras, ftexico, Nicaragua, Panaaa, Paraguay, Peru, Uruguay and Uenesuela. 
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Table 9 

LATIN AMERICA AND THE CARIBBEAN (19 C01MRIES)a/: EXPORIS AND IMPORTS OF GOODS AND SERVICES 
AND GROSS DOMESTIC INVESTMENT 

(Coefficients with respect to GDP ami percentages) 

1980 1981 1982 1983 1984 
Scenario 1.0 | Scenario 2.0 

1 
1990 1995 I 1990 1995 

Exports of goods and services 13.3 14.1 13.9 15.4 l&.l 16.5 16.2 16.3 16.1 

Iaports of goods and services 16.3 16.3 13.4 10.2 10.1 12.9 13.8 13.2 14.0 

Gross domestic investaent 26.1 25.0 21.4 17.5 17.1 20.4 22.9 22.7 24.7 

Source: ECLAC, on the basis of official data. 
a/ Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Doainican Republic, Ecuador, El Salvador, Guateiala, Haiti, 

Honduras, Mexico, Nicaragua, Panaaa, Paraguay, Peru, Uruguay and Venezuela. 
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Table 10 

u m M Î C A AMD ï m C A B M E N (19 C O M M I S >§/° mVESÏHMÏ, SÄVIM8S AND EXTEiîlAL RESOURCES 

(Coefficients nith fgsgsc io tàBP snd garcfnta^gs) 

I Scenario L O | Scenario 2.0 
1980 1981 1982 1913 1934 | ~ 1 — 

1995 I 1990 1995 

Gross drasstic invesfccsnt 26.1 25.0 
Gross domestic saving 23.1 22.8 
Net external factor psyasnts 2.5 3.6 
Teros-of-trade effect 1.6 0.6 
Gross national saving b/ 22 b 2 19.9 
Het external financing b/ 3.8 5.1 

21.4 17.5 17.1 20.4 22.9 22.7 24.7 
21.9 22.7 23.1 24.0 25.2 25.8 26.8 
4.9 4.8 4.9 3.6 2.8 3.5 2.8 

-0.7 -1.6 -1.4 -1.9 -1.9 -1.9 -1.9 
16.2 16.4 16.9 18.6 20.5 20.5 22.1 
5.1 1.1 0.3 1.8 2.3 2.2 2.5 

Source: ECLAC, on the basis of official data. 
a7 Argentina, Bolivia, Brazil, Chile, Colombia, Costa Sica, Doainican Republic, Ecuador, El Salvador, Guateaala, Haiti, 

Honduras, Bexico, Nicaragua, Panasa, Paraguay, Peru, Uruguay and Venesuela. 
b/ Including net private transfer paysents. 
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Table 11 

LATIN AHERICA AND THE CARIBBEAN (19 COUNTRIESJa/: BALANCE ON CURRENT ACCOUNT 

I Scenario 1.0 | Scenario 2.0 
1980 1981 1982 1983 1984 | 1 

I 1990 1995 I 1990 1995 

(HiMjons ofdollars at cur renter ices) 
Exports of goods su) services 105770 114076 101956 100650 11223? 1?45?3 3324?0 205933 369770 
Iiports of goods and services 115900 126603 104332 75222 77218 172014 322331 188784 364817 
Irade surplus (•) -10130 -12527 -2376 25428 35021 22580 10160 1714? 4953 
Net external factor payients 18411 28393 38432 34869 37628 48001 65808 50276 73234 
Net external financing 28087 40347 40717 8793 1878 25085 55026 32791 6765? 

(Coefficients uith respect to exports of goods and services and percentages) 

Iiports of goods and services 109,6 111.0 102,3 74,7 68,8 88,4 ?6»? 91,7 98,7 
Trade surplus (+) -9.6 -11,0 -2,3 25,3 31,2 11,6 3,1 8,3 1,3 
Net external factor payaents 17,4 24,? 37,7 34,6 33,5 24,7 1?,8 24,4 1?»B 
Net external financing 26,5 35,4 39,Q 8,7 1,7 12,? 16,5 15,? 13,3 

Source: ECLAC, on the basis of official data. 
§/ Argentina, Bolivia, Brazil, Chile, Coloabia, Costa Rica, Doainican Republic, Ecuador, El Salvador, Guatemala, Haiti, 

Honduras, Mexico, Nicaragua, Panata, Paraguay, Peru, Uruguay and Venezuela. 
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Table 12 

LAÏBi AHESICA AHB ÏHS CMIBBEAM <18 CÜU>1S8IES)a/: EVOLÜTIOH OF THE EXÏE8KAL DEBT AM) ITS FINANCIAL SIBVICÎÎÎS 

I Scenario 1.0 | Scena?je 2.0 
1980 1981 1982 1983 1984 | 1 

I 1990 1995 I 1990 1995 

(Millions qf_dollars at current prices) 

Interest paid on the external <febt 21031 31483 39567 35550 39479 48709 67589 51562 76487 
Psycsnts of prifteigal en tha 
external dgiit 18244 21433 22208 23S38 23864 56269 77239 38177 51033 
Total servicing of the external debt 39275 52916 61775 59388 63343 104978 144828 89739 127520 
Gross inflea of foreign capital 41204 59603 43407 284S0 3 m s 88091 144951 79333 133829 
Net conferibution of foreign capital 11692 Ì0W0 -17002 -29947 -27316 -154% 3535 -8692 10728 
External debt 220231 275322 315610 340638 355431 474429 692151 500162 779318 

(Coefficients with respect to exports of qoods and services and percentages) 

Interest paid on the external debt 20.2 28.0 39.4 35.9 35.7 25.3 20.6 25.4 21.0 
Payeents of principal on the 
external debt 17.5 19.1 22.1 24.1 21.6 29.3 23.5 18.8 14.0 
Total servicing of the external debt 37.7 47.1 61.5 60.0 57.3 54.6 44.1 44.2 35.0 
Gross infloss of foreign capital 46.2 53.0 43.3 28.8 30.6 45.8 44.2 39.0 36.7 
Net contribution of foreign capital 11.2 8.9 -16.9 -30.3 -24.7 -8.1 1.1 -4.3 2.9 
External debt 209.9 242.8 311.4 341.1 322.5 246.8 210.8 246.1 213.7 

Source: ECLAC, on the basis of official data. 
§/ Argentina, Bolivia, Brasil, Chile, Colombia, Costa Rica, Boainican Republic, Ecuador, El Salvador, Guateaala, Haiti, 

Honduras, fiexico, Nicaragua, Paraguay, Peru, Uruguay and Venezuela. 
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Table 13 

LATIN AMEBICA AND THE CARIBBEAN (18 COUNTRIES»!/: EXTERNAL DEBT AND NET CONTRIBUTION 
OF EXTEIM. LOANS, 1983-1995 

I Scenario 1.0 | Scenario 2.0 
1 — 
1 Basic 1.1 1.2 

- 1 -
1 Basic 2.1 2.2 

External debt at 31 December 1984 355.4 355.4 355.4 355.4 355.4 355.4 
External debt at 31 Beceaber 1995 692.1 547.7 543.5 779.3 628.5 619.7 
Increase in external debt, 
31 Bsceaber 1984-31 Deceaber 1995 336.7 192.3 188.1 423.9 273.1 264.3 
Interest paid, 1985-1995 558.6 414.2 520.7 596.5 445.7 556.7 
Mat contribution of external loans, 
1985-1995 -221.9 -221.9 -332.6 •172.6 172.6 -292.4 

Source: ECLAC, on the basis of official data. 
a/ Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, 

El Salvador, Guatemala, Haiti, Honduras, Hexico, Nicaragua, Paraguay, Peru, Uruguay and 
Venezuela. 
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U S I A&BJGA AMD BSE CARIDBEAR (19 (MffRIES)a/: Btt&SE CK C U 1 1 M A C C « 

1 S c e n a r i o 1 . 0 ft/ 1 S c e n a r i o 2 . Ob/ 1 
1984 1 I 1 9 9 0 1 1 9 9 5 1 1 9 9 0 1 1 1 9 9 5 1 

I 
1 lasic 

— - — r 
1 L I 1 h 2 1 tele J L I J 1.2 

"r 
1 Basic j 2.1 J 

1 
2.2 1 Basic! 2.1 1 

1 
2.2 1 

(ffilHear> si ¿ollm at curreat or; Legs) 

Exports ef gssds 
and s-smees 112239 194593 194593 202264 332410 : 132« » 7 6 205933 205933 214069 369770 369770 398857 
Imports of ss84s 
and services 77218 172014 172014 172014 322331 J 122331 322331 188784 188784 188784 364817 364817 364817 
Trade 
surplus (i) 33021 23380 22580 30250 10160 10160 36345 17149 17149 ¿5286 4953 4953 34040 
Net external 
factor pycants 37628 48001 349Î6 45477 65IÖ3 41752 §1373 50276 367S0 47652 73234 47343 57624 
Net estenal 
financing 1878 25085 12000 14891 55026 30970 14406 32791 19295 22030 67659 41768 22962 

(Coefficients with respect to exports of qoods and ! services and percentages) 

Iaports of goods 
and services 68.8 88.7 88.4 85.0 96.9 96.9 89.9 91.7 91.7 88.2 98.7 98.7 91.5 
Trade 
surplus (•) 31 s 2 11 s 6 11.6 15.0 3.1 3.1 10.1 8.3 8.3 11.8 1.3 1.3 8.5 
Net external 
factor payoents 33.5 24.7 17.9 22.5 19.8 12.6 14.3 24.4 17.9 22.3 19.8 12.8 14.4 
Net external 
financing 1.7 12.9 6.2 7.4 16.5 9.3 4.0 15.9 9.4 10.3 18.3 11.3 5.8 

Source: ECLAC, on the basis of official data. 
a/ Argentina, Bolivia, Brasil, Chile, Colombia, Costa Sica, Dominican Republic, Ecuador, El Salvador, Guatemala, Haiti, 

Honduras, Rexico, Nicaragua, Panata, Paraguay, Peru, Uruguay and Venezuela, 
b/ includes the basic scenario and its two variants. 
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Table 15 

LATIN AMEBICA AND THE CâRIBlliN (18 M ï B I I S > § / : SOLUTION OF THE E X K Œ M BEBT AND ITS FINANCIAL SERVICING 

} S c e n a r i o 1 . O £/ | S c e n a r i o 2 . 0 b / 
1984 I 1 9 9 0 I 1 9 9 5 | 1 9 9 0 | 1 9 9 5 

I Basic I 1.1 I 1.2 J Basic | 1.1 | 1 . 2 | Basic | 2.1 | 2.2 | Basic | 2.1 | 2.2 

(Alliens of dgUars at cirent prices) 

Interest paid m the 
external debt 39479 48709 36549 46873 67589 45245 55689 51562 38999 49677 76487 52338 6374f 
Paysents of principal 
on the external debt 23864 56269 50642 54149 77239 61659 63536 38177 34392 36827 51033 40995 42601 
Total servicing of 
the external debt 63343 104978 87191 101021 144828 106904 119224 89739 73391 86504 127520 93333 10635É 
Gross inflow of 
foreign capital 33865 88091 70304 76390 144951 107027 92841 79333 62986 67910 133829 99641 8331c 
Net contribution 
of foreign capital -27316 -15486 -15486 -22916 3535 3535 -21815 -8692 -8692 -16554 10728 10728 -17355 
External debt 355431 474429 416778 445874 692151 547786 543528 500162 443815 472762 779318 628461 619733 

(Coefficients with respect to exports of goods and services and percentages) 

Interest paid on the 
external debt 35.7 25.3 19.0 23.5 20.6 13.8 15.7 25.4 19.2 23.5 21.0 14.4 16 
Payaents of principal 
on the external debt 21.6 29.3 26.3 27.1 23.5 18.8 18.0 18.8 16.9 17.5 14.0 11.2 10, 
Total servicing of 
the external debt 57.3 54.6 45.4 50.6 44.1 32.6 33.7 44.2 36.1 41.0 35.0 25.6 27, 
Gross inflow of 
foreign capital 30.6 45.8 36.6 38.3 44.2 32.6 26.2 39.0 31.0 32.2 36.7 27.3 21, 
Net contribution of 
foreign capital -24.7 -8.1 -8.1 -11.5 1.1 1.1 -6.2 -4.3 -4.3 -7.8 2.9 3.0 -4, 
External debt 322.5 246.8 216.8 223.3 210.8 166.9 153.7 246.1 218.4 224.0 213.7 172.3 157, 

Source: ECLAC, on the basis of official data. 
a/ Argentina, Bolivia, Brazil, Chile, Colosbia, Costa Rica, Doainican Republic, Ecuador, El Salvador, Guateaala, Haiti, 

Honduras, Mexico, Nicaragua, Paraguay, Peru, Uruguay and Venezuela, 
b/ Includes the basic scenario and its two variants. 
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Table 16 

LAiIH ¡ M I C A &UD ÌHi CAMBBiAN (19 COUMTSISS>a/: KVESTKEHI, SAVINGS AND EXTERNAL RESOURCES 

(CcsiYicients m t b restaci io EBP, <M ssrcmtexss) 

i S c e n s r i a 1 . 0 i >/ 1 S c e n a r i o 2 . o y 
\ m 1 1 9 9 0 I 1 9 9 5 1 1 9 9 0 1 1 9 9 5 

1 
|Basic | 1.1 j 1.2 

"1 
Ifosic | h i | 1.2 

"1 
|Basic 1 2.1 | 2.2 

'1 
(Basic 1 2.1 | 2.2 

Gross domestic investcsnt 17.1 20.4 20.4 20.4 22.9 22*9 22*9 22.7 22.7 22.7 24.7 24.7 24.7 
Gross dßusstic saving 23.1 24.0 24.0 24.0 2 S a 2 25.2 25.2 25.8 25.8 25.8 26.8 26.8 26.8 
Net external factor paysents 4.9 3.6 2.6 3.4 2a8 1.8 2.2 3.5 2.5 3.3 2.8 1.9 2.2 
Teras-of-trade effect -1.4 -1.9 -1.9 -1.3 -1.9 -1.9 -0.8 -1.9 -1.9 -1.3 -1.9 -1.9 -0.7 
Gross national 
saving c/ 16.9 18.6 19.5 19.3 20.5 21.6 22.3 20.5 21.4 21.2 22.1 23.1 23.8 
Net external 
financing c/ 0.3 1.8 0.9 1.1 2.3 1.3 0.6 2.2 1.3 1.5 2.5 1.6 0.8 

Source: ECLAC, on the basis of official data. 7 

a/ Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Doainican Republic, Ecuador, E1 Salvador, Guateaala, Haiti, 
Honduras, Mexico, Nicaragua, Panaaa, Paraguay, Peru, Uruguay and Venezuela, 

b/ Includes the basic scenario and its tuo variants, 
c/ Includes net private transfer payments. 
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IV . STRATEGIES FOR A SOLUTION 

S t r a t e g i e s f o r f i n d i n g a s o l u t i o n t o the problem can have two types o f o b j e c t i v e s , 
w h i c h a r e n o t m u t u a l l y e x c l u s i v e : t o ga i n t ime w h i l e the shortcomings o f the w o r l d 
economy which gave r i s e to t h e problem c o r r e c t themselves n a t u r a l l y , or to r e l i e v e 
t h e debt burden ( n a t u r a l l y t o a s u b s t a n t i a l ex ten t ) . 

The f i r s t t ype o f s t r a tegy i s based on t h e assumption t h a t a recovery o f the 
w o r l d economy i s j u s t around the corner and t h a t t h i s would c o r r e c t r e a l i n t e r e s t 
r a t e s and the terms o f t r ade t o such an ex ten t as t o make t h e problem d isappear . I n 
o r d e r f o r s t r a t e g i e s o f t h i s type to be success fu l , two r e q u i s i t e s must be f u l f i l l e d : 
t h e r e must be recovery i n the wo r l d economy, and t h i s , i n i t s t u r n , must be r e f l e c t e d 
i n s u f f i c i e n t improvements i n i n t e r e s t r a tes and the terms o f t r a d e , as w e l l as i n 
t h e volume of t r a d e . 

The second type of s t r a t e g y i s based on less o p t i m i s t i c assumptions rega rd ing 
t h e performance o f the w o r l d economy and i t s c a p a c i t y to be r e f l e c t e d i n s u f f i c i e n t 
improvements i n b o t h i n t e r e s t r a t e s and t r a d e . I f these less o p t i m i s t i c assumptions 
p r o v e to be t r u e , the debt problem would n e c e s s i t a t e an i n t o l e r a b l y heavy degree of 
ad jus tmen t by t he debtor c o u n t r i e s , so tha t t he debt problem i n e f f e c t would not be 
s o l v e d except through a p o s s i b l y s u b s t a n t i a l r e d u c t i o n , produced by d i r e c t means, i n 
t h e burden o f s e r v i c i n g i t . 

S t r a t e g i e s of the f i r s t type l end themselves more t o case-by-case t rea tmen t . 
Those o f the second, however, r e q u i r e a t l e a s t a combinat ion o f gene ra l t reatment 
w i t h case-by-case approaches i n s p e c i f i c aspec ts . 

A. STRATEGIES DESIGNED TO GAIN TIME 

The measures wh ich have been adopted f rom 1982 onwards are o f the type c l e a r l y 
des igned t o g a i n t ime u n t i l the normal f u n c t i o n i n g o f the wo r l d economy so lves the 
problems o f i n t e r e s t r a t e s , terms o f t r a d e and t r a d e volumes. These measures 
c o n s i s t p r i n c i p a l l y o f t he case-by-case r e n e g o t i a t i o n o f the e x t e r n a l debt , the 
s t r e n g t h e n i n g o f the I n t e r n a t i o n a l Monetary Fund and i t s c a t a l y t i c f u n c t i o n i n the 
f i n a n c i a l marke t , and c l ose c o - o r d i n a t i o n among c r e d i t o r s . 

Successive rounds o f r e n e g o t i a t i o n o f t h e e x t e r n a l debt have g radua l l y 
c o r r e c t e d some o f t h e i n i t i a l shortcomings i n the r e n e g o t i a t i o n process. Thus, 
a l t hough the f i r s t round o f r e n e g o t i a t i o n o p e r a t i o n s , c a r r i e d out i n 1983, gave 
more t ime f o r t he payment o f a m o r t i z a t i o n commitments on pa r t o f the deb t , i t 
i nc reased the cos t o f the l a t t e r by r a i s i n g spreads and commissions. Subsequent 
rounds have e l i m i n a t e d these surcharges and even, t o a l i m i t e d e x t e n t , reduced the 
c o s t of the debt by accep t i ng changes i n the i n t e r e s t ra tes used f o r re fe rence 
purposes, s m a l l e r spreads over i n t e r e s t r a t e s , t he r e d u c t i o n o r e l i m i n a t i o n o f 
commissions and o t h e r expenses connected w i t h the r e n e g o t i a t i o n process, the 
p l u r i a n n u a l reprogramming o f a m o r t i z a t i o n commitments, longer per iods o f grace and 
m a t u r i t i e s , and the p o s s i b i l i t y o f changing the cu r renc ies i n which the debt i s 
expressed. The World Bank has increased i t s c o - f i n a n c i n g a c t i v i t i e s and f o r the 
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f i r s t t ime has g ran ted p a r t i a l guarantees wh ich shou ld reduce the count ry r i s k and 
s t i m u l a t e a l a r g e r f l ow o f f i n a n c i n g f rom p r i v a t e sources. The f a c t i s , however, 
t h a t the l a t t e r has s u f f e r e d a d r a s t i c r e d u c t i o n . Tables 17 and 18 summarize t he 
r e s u l t s of the va r i ous debt r e n e g o t i a t i o n rounds. 

Not much more can be expected f rom the case-by-case r e n e g o t i a t i o n process. 
The economic r e s u l t s of 1984 d i d g i v e a sensa t i on t ha t the debt problem might be on 
the way to be ing so l ved " n a t u r a l l y " , bu t the f i g u r e s f o r 1985 g i v e a comple te ly 
d i f f e r e n t p i c t u r e : the terms o f t r a d e have con t inued t o d e t e r i o r a t e and w o r l d t r a d e 
i s not expanding, w h i l e the c u r r e n t i n t e r e s t r a t e s represent an excess ive burden 
f o r deb to r s . 13 / 

The evidence seems t o i n d i c a t e t h a t growth ra tes o f over 4% per year would be 
r e q u i r e d i n the OECD c o u n t r i e s , t oge the r w i t h the r e d u c t i o n o f p r o t e c t i o n i s t 
tendenc ies, the p r o v i s i o n o f a d d i t i o n a l f i n a n c i n g , and some r e d u c t i o n i n i n t e r e s t 
r a t e s , i n order to so lve the debt problem g r a d u a l l y i n t h i s way.14/ A l though growth 
ra tes of t h i s order are n o t unknown, i t i s excess i ve l y r i s k y to base on them a whole 
s t r a tegy f o r s o l v i n g the debt problem. 

B. STRATEGIES FOR REDUCING THE DEBT BURDEN 

This type o f s t r a tegy can f o l l o w one o f two pa ths : t h a t o f l i m i t i n g debt s e r v i c e 
payments as a f u n c t i o n o f c e r t a i n g i ven c r i t e r i a on payment c a p a c i t y , and t h a t o f 
d i r e c t l y reduc ing such payments. F i n a n c i a l l y , bo th these approaches are s i m i l a r i n 
t h a t the debt s e r v i c i n g commitments exceeding the e s t a b l i s h e d l i m i t s a re a l lowed t o 
b u i l d up i n d e f i n i t e l y . 

The r e d u c t i o n o f the debt can be e f f e c t e d e i t h e r by reduc ing i n t e r e s t r a t es 
(below those of the market) or by d i r e c t l y reduc ing the p r i n c i p a l . I n t h i s case, 
t oo , bo th procedures a re f i n a n c i a l l y e q u i v a l e n t , a l though they d i f f e r as regards 
t h e i r account ing t rea tmen t . The r e d u c t i o n o f i n t e r e s t r a tes would be r e f l e c t e d i n 
the balance sheets o f the c r e d i t o r i n s t i t u t i o n s on ly w i t h the passage o f t ime , 
whereas the reduc t i on i n the p r i n c i p a l of the debt wou ld be r e f l e c t e d immediate ly 
and t o t a l l y i n the balance sheet . Th is d i f f e r e n c e may be impor tant f o r t he c r e d i t o r 
i n s t i t u t i o n s and t h e i r s t a b i l i t y . 

1 . L i m i t a t i o n s on debt s e r v i c i n g accord ing to the 
d e b t o r ' s payment capac i t y 

There are a number o f proposals which t a c k l e the debt problem from t h i s a n g l e . The 
most impor tan t of them are t h a t desc r ibed i n the Oaxtepec Communique and t h a t put 
i n t o p r a c t i c e by the Government of Peru. 
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Table 17 

LATIN AMERICA AND THE CARIBBEAN (13 COUNTRIES) : REPROGRAMMING OF THE EXTERNAL DEBT 
WITH THE PRIVATE BANKING SYSTEM, 1982-1985 a / 

( M i l l i o n s of d o l l a r s ) 

F i r s t round 1982/1983. Second round 1983/1984 T h i r d round 1984/1985 

M a t u r i t i e s New 
c r e d i t s M a t u r i t i e s New 

c r e d i t s M a t u r i t i e s b / New 
c r e d i t s 

Amount Years Amount Amount Years Amount Amount Years Amount 

A r g e n t i n a 13 000 Sep 82-83c/ 1 500 - - - 13 500 82-85 
B r a z i l 4 800 83 4 400 5 400 84 6 500 - -

Costa R ica 650 82-84 225 - - - 280 85-86 
Cuba 130 Sep 82-83 225 - - - 82 85 
C h i l e 3 424 83-84 1 300 - - 780 5 932 85-87 

Ecuador 1 970 Nov 82-83 431 900 84 - 4 630 85-89 
Honduras 121 82-84 - - - - 220 85-86 
Mexico 23 700 Aug 82-84 5 000 12 000e/ Aug 82-84 3 800 48 700 85-90 
Panama 180 83 100 - - - 603 85-86 
Peru 400 83 450 662 84 J u l 85 - - -

Dominican 
Repub l i c 568c/ 82-83c/ - - - - 790 82-85 

Uruguay 630 83-84 240 - - - 1 600 85-89 
Venezuela - - - - - - 21 200 83-88 

75 

714; 
37 Id / 
200 

60 

Source: ECLAC, on the b a s i s o f o f f i c i a l data and i n f o r m a t i o n f rom v a r i o u s n a t i o n a l 
and i n t e r n a t i o n a l sources. 

a / For each round, the f i r s t column r e f e r s t o the t o t a l amount of m a t u r i t i e s 
reprogrammed, the second to the m a t u r i t y years r e s t r u c t u r e d , and the t h i r d to the 
a d d i t i o n a l c r e d i t s g ran ted by the p r i v a t e banking system as an i n t e g r a l p a r t of the 
r e s t r u c t u r i n g o p e r a t i o n . The t a b l e does not i n c l u d e i n f o r m a t i o n on the maintenance 
of s h o r t - t e r m l i n e s o f c r e d i t and b r i d g i n g loans au tho r i zed by the Un i ted States 
Department of the Treasury , the Bank f o r I n t e r n a t i o n a l Se t t l ements , e t c . 
b j I n some cases the f i g u r e s i n c l u d e m a t u r i t i e s a l ready reprogrammed i n 1982-1983. 
c / The agreement was never s igned , and the m a t u r i t i e s were i nc luded i n the new 
agreement f o r 1984-1985. 
o j The va lues correspond to 1985 and 1986, r e s p e c t i v e l y . They i n c l u d e US$ 150 
m i l l i o n u n d e r w r i t t e n by the World Bank, 
e/ P r i v a t e sec to r commitments. 
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Table 18 

LATIN AMERICA AND THE CARIBBEAN (13 COUNTRIES) : TERMS OF RESCHEDULING OF THE EXTERNAL 
DEBT WITH THE PRIVATE BANKING SYSTEM, 1982/1985 a / 

F i r s t round 1982/1983 Second round 1983/1984 T h i r d round 1984/1985 

Spread . Spread „ . Spread 
m Conmrxsr— _ Commis- m Commis-over ¿Term . , over Term . , over Term . , 

L I B O R « ) S 1 ° n LIBOR (%) S 1 ° n ^ L I B O R « ) 8 1 0 n 

Argen t ina 2.16b/ 6 .8b / 1.25b/ - - - 1.44 11.5 0.15 
B r a z i l 2.32 8 .0 1.50 2.00 9.0 1.00 - - -

Costa Rica 2.25 8 .0 1.00 - - - 1.66 9 .4 1.00 
Cuba 2.25 7 .0 1.25 1.88 9 .0 0.88 1.50 10.0 0.38 
C h i l e 2.16 7.0 1 „25 1.75 9 .0 0.63 1.42 12.0 0.08 
Ecuador 2.28 6 .7 1.25 1.75 9 .0 0.88 1.39 11.9 -

Honduras 2.38 7o0 1.38 - - - 1.58 11.0 0.88 
Mexico 1.95 7.6 1.05 1.50 10.0 0.63 1.13 14.0 -

Panama 2.25 6 .0 1.50 - - - 1.40 11.7 0o05 
Peru 2.25 8 .0 1.25 1.75c/ 9 .0c / 0 .75c / - - -

Dominican 
Republ ic 2.25 6 .0 1.25 - - - 1.38 13.0 -

Uruguay 2.25 6 .0 1.41 - - - 1.38 12.0 -

Venezuela - - - - - - 1.13 12.5 -

Source: ECLAC, on the bas i s o f o f f i c i a l data from the coun t r i es and i n f o r m a t i o n f rom 
n a t i o n a l and i n t e r n a t i o n a l sources. 

a/ Ca lcu la ted as a percentage o f the t o t a l amount of the t r a n s a c t i o n and p a i d on a 
one- t ime bas is on s i g n i n g the loan c o n t r a c t . Each column shows the c o n d i t i o n s agreed 
w i t h the banks f o r the reprogrammed m a t u r i t i e s and/or new c r e d i t s . When the coun t r y 
nego t i a ted both the reprogramming of m a t u r i t i e s and the g r a n t i n g o f f r e s h resou rces , 
the f i g u r e represents a weighted average of the two elements. 
b / This agreement never came i n t o f o r c e . The corresponding m a t u r i t i e s were f i n a l l y 
i nco rpo ra ted i n t o the agreement fo rming p a r t of the t h i r d round, 
c / This agreement has not been f i n a l i z e d . 
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The Oaxtepec Communique proposes, on the bas is o f the p r i n c i p l e o f "growth 
f o r payment", t h a t r u l e s shou ld be l a i d down p r o v i d i n g f o r t he s h a r i n g o f r i s k s 
between c r e d i t o r s and debtors and a c e i l i n g shou ld be e s t a b l i s h e d on ne t t r a n s f e r s 
by the debtor c o u n t r i e s , t o ensure a c e r t a i n minimum l e v e l o f growth o f the product 
i n those c o u n t r i e s . Th is procedure wou ld enable economies to be safeguarded from 
the e f f e c t s o f d r a s t i c v a r i a t i o n s i n t h e i r terms o f t r a d e , sudden drops i n the 
v a l u e o f t h e i r e x p o r t s , and /o r d i f f i c u l t i e s i n ga i n i ng access to markets because 
o f unforeseen p r o t e c t i o n i s t b a r r i e r s . 1 5 / 

The Peruv ian s o l u t i o n c o n s i s t s o f d e f i n i n g a c r i t e r i o n o f payment capac i t y as 
a percentage o f e x p o r t s . I n the s p e c i f i c case o f Peru t h i s percentage was f i x e d 
a t 10%, w i t h payments to i n s t i t u t i o n s which p rov ide t h e count ry w i t h net a d d i t i o n a l 
f i n a n c i n g over and above the payment commitments be ing exc luded from t h i s l i m i t . 

There a re two o the r types o f proposals wh ich f i t i n t o t h i s same genera l 
c a t e g o r y : those which propose the changing o f s e c u r i t i e s i n respect of t h e debt 
i n t o s e c u r i t i e s on p r o d u c t i v e c a p i t a l , and those wh i ch propose t h e convers ion o f 
p a r t of t he e x t e r n a l debt i n t o l o c a l cu r rency . The f i r s t o f these cons i s t o f the 
conve rs i on of t h e debt i n t o shares and o t h e r s e c u r i t i e s on the c a p i t a l o f t h e 
e n t e r p r i s e s o f t he debtor c o u n t r y , so t h a t the i n t e r e s t payments would be 
t r ans fo rmed i n t o rem i t t ances o f p r o f i t s l i n k e d e x c l u s i v e l y t o t h e r e a l p r o f i t s of 
t h e e n t e r p r i s e s , w h i l e t h e payments o f p r i n c i p a l wou ld disappear as such and would 
be conver ted i n t o remi t tances o f c a p i t a l . I n view of the magnitudes i n v o l v e d , the 
r e l a t i v e l y widespread a p p l i c a t i o n of t h i s type o f p roposa l wou ld mean a s u b s t a n t i a l 
change i n the s t r u c t u r e o f ownership i n the debtor c o u n t r i e s . The convers ion o f 
p a r t of t h e debt i n t o l o c a l currency cou ld have s i m i l a r e f f e c t s , and i t cou ld a lso 
tend to accentuate pressures tend ing to cause a d e f i c i t on the t r ade account o f the 
ba lance o f payments, s i nce t h e l o c a l currency would probably be d i r e c t e d towards 
t h e a c q u i s i t i o n o f c a p i t a l s e c u r i t i e s and i n t e r n a t i o n a l l y t r a d e a b l e goods. 

2. Reduct ion o f t h e p r i n c i p a l o f t he debt 

Var ious s o l u t i o n s have been put f o rward , based on t he r e d u c t i o n o f t h e t o t a l amount 
of t h e p r i n c i p a l o f t h e d e b t , which would have t he e f f e c t o f reduc ing the burden of 
s e r v i c i n g i t even i f i n t e r e s t ra tes were not a d j u s t e d . The a n a l y t i c a l bas i s f o r 
the proposals f o r reduc ing the p r i n c i p a l l i e s i n the f a c t t h a t the longer the delay 
i n the recovery o f the terms o f t r a d e and the r e d u c t i o n of i n t e r e s t r a t e s , the more 
the problem of t h e payment of t h e debt becomes one of " so l vency " r a t h e r t han 
" l i q u i d i t y " ; i n accordance w i t h the p r i n c i p l e of c o - r e s p o n s i b i l i t y i n the genera t ion 
o f the deb t , the e x t e r n a l c r e d i t o r s shou ld thus bear some p a r t of t he corresponding 
loss o f c a p i t a l . 

The proposa ls put f o rward i n c l u d e the p a r t i a l or t o t a l convers ion o f t h e 
ou t s tand ing e x t e r n a l debt i n t o o the r f i n a n c i a l or r e a l asse ts , through market 
mechanisms, m u l t i l a t e r a l p u b l i c a c t i o n , or u n i l a t e r a l a c t i o n . Such convers ion 
would be e f f e c t e d a t a v a l u e below the nominal va lue of the deb t . 

One fo rmu la which has been put fo rward i s t h a t of promot ing the es tab l ishment 
of a secondary market where t h e banks cou ld t r a d e t h e i r debt s e c u r i t i e s . This 
method was w i d e l y used d u r i n g t he Great Depression of t he 1930s i n connect ion w i t h 
t r a n s a c t i o n s o f bonds, which made up the major pa r t of the debt a t t ha t t ime. A t 
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p resen t , t h i s method has been a p p l i e d above a l l i n the case o f the smal le r 
c r e d i t o r banks, and i t would rep resen t a r e l i e f f o r the debtor c o u n t r i e s on ly i f 
they themselves recovered t h e i r debt paper a t va lues below those of the marke t . 

Another s e r i e s of proposa ls suggests the t r a n s f e r o f bank s e c u r i t i e s to a 
m u l t i l a t e r a l agency wh ich would change them f o r bonds w i t h a longer term and a 
lower value than the present s e c u r i t i e s . 

3 . Reduct ion o f i n t e r e s t r a t e s 

Under the present banking r u l e s , the p roposa ls based on the d i r e c t r e d u c t i o n of the 
p r i n c i p a l of the debt would have an immediate impact on the s o l i d i t y of the c r e d i t o r 
i n s t i t u t i o n s . Th is was one of the r e s u l t s , f o r example, of what happened du r i ng 
the Great Depression o f the 1930s. The proposa ls p r o v i d i n g f o r a r e d u c t i o n i n 
i n t e r e s t r a t e s are f i n a n c i a l l y equ i va len t to those i n v o l v i n g the r e d u c t i o n of the 
p r i n c i p a l , bu t t h e i r e f f e c t on the c r e d i t o r i n s t i t u t i o n s can be spread over a long 
per iod of t ime, inasmuch as these i n s t i t u t i o n s are not o b l i g e d by the e x i s t i n g 
r u l e s to r e f l e c t the e n t i r e e f f e c t o f a drop i n the c a p i t a l va lue o f t h e i r 
ou ts tand ing accounts. 

There i s one type of p roposa l wh ich , a l t hough l i m i t e d i n scope, would make i t 
poss ib l e to reduce the i n t e r e s t r a t e s charged t o deb to rs w i t h o u t n e g a t i v e l y a f f e c t i n g 
c r e d i t o r s . Th is t ype o f proposal i s based on the g r a n t i n g o f a m u l t i l a t e r a l 
o f f i c i a l guarantee i n respec t o f the e x t e r n a l deb t : a guarantee wh ich would permi t 
the banks to reduce the i n t e r e s t charged i n r e t u r n f o r the g r e a t e r s e c u r i t y of t h e i r 
p o r t f o l i o thus ach ieved. 

Other proposa ls aim more d i r e c t l y a t a r e d u c t i o n of i n t e r e s t r a t e s even though 
t h i s would a f f e c t the c r e d i t o r i n s t i t u t i o n s . They p rov i de f o r the a p p l i c a t i o n to 
the ex te rna l debt o f mechanisms s i m i l a r to those a p p l i e d when a c r e d i t o r bank has 
to n e g o t i a t e w i t h a debtor e n t e r p r i s e wh ich i s hav ing d i f f i c u l t i e s i n pay ing . 

A t h i r d type of proposa l i s connected w i t h the es tab l i shment o f a s p e c i a l 
f i n a n c i n g f a c i l i t y , or the expansion o f some e x i s t i n g f a c i l i t y , which would f i nance 
increases i n i n t e r e s t r a t e s when these exceed t h e i r h i s t o r i c a l l e v e l s but would 
p rov ide t h i s f i n a n c i n g a t a lower r a t e than t h a t o f the marke t . Thus, as the debtor 
c o u n t r i e s cou ld cover the payment of t h e i r h i gh i n t e r e s t r a t e s w i t h cheaper funds , 
the burden of the debt would i n e f f e c t be reduced. 

A s i m i l a r mechanism i s t h a t p r o v i d i n g f o r the automat ic c a p i t a l i z a t i o n o f 
interest when t h i s r i s e s above c e r t a i n c e i l i n g r a t e s . Th is c a p i t a l i z a t i o n , t oo , 
would l i g h t e n the debt burden prov ided t h a t the c a p i t a l i z e d i n t e r e s t d i d not i n 
t u r n generate i n t e r e s t commitments a t the market r a t e . I f i t d i d , i t would merely 
be a way o f postpon ing the problem, a l though i t would s t i l l make i t poss i b l e to 
share the f i n a n c i a l burden o f the postponement of payment more e q u i t a b l y among the 
c r e d i t o r s and would avo id repeated n e g o t i a t i o n s . Proposals f o r the c a p i t a l i z a t i o n 
of i n t e r e s t may exper ience d i f f i c u l t i e s i n the Uni ted Sta tes on the grounds of 
runn ing counter to the p r e v a i l i n g r u l e s i n t h a t c o u n t r y , bu t not i n a number of 
European c o u n t r i e s , where t h i s i s a r e l a t i v e l y f r equen t mechanism. 
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The c a p i t a l i z a t i o n o f i n t e r e s t i s e q u i v a l e n t to the use o f i n s t r u m e n t s o f 
v a r i a b l e t e r m , wh ich a r e used i n v a r i o u s c o u n t r i e s f o r mortgage l o a n s . Through 
these i n s t r u m e n t s , i t i s p o s s i b l e t o use v a r i a b l e i n t e r e s t r a t e s w h i l e 
m a i n t a i n i n g a c o n s t a n t l e v e l o f s e r v i c i n g payments by v a r y i n g t he number o f u n i t s 
o f t ime ove r wh ich the debt s e r v i c e must be p a i d . I f i n t e r e s t r a t e s r i s e , the 
i n t e r e s t commitments o f t he d e b t o r r i s e a l s o , b u t t h e i nc rease ' i s o f f s e t by 
s m a l l e r payments o f p r i n c i p a l , w i t h the d i f f e r e n c e b e i n g t r a n s f e r r e d t o t he f u t u r e . 
Thus, t h e h i g h e r i n t e r e s t payments a r e absorbed t h rough t h e s lower payment o f 
p r i n c i p a l , whereas a f a l l i n i n t e r e s t r a t e s a c c e l e r a t e s t he r a t e o f payment of the 
p r i n c i p a l . T h i s t ype o f i n s t r u m e n t i s o n l y o f v e r y l i m i t e d a p p l i c a t i o n i n t he case 
o f r e s t r u c t u r i n g o f the e x i s t i n g e x t e r n a l d e b t . Such r e s t r u c t u r i n g n o r m a l l y leaves 
v e r y l i t t l e room t o use t h e p r i n c i p a l as a b u f f e r mechanism, s i n c e a l l t h e 
m a t u r i t i e s a r e reprogrammed i n t o t h e f u t u r e . I t m igh t be a t t r a c t i v e , however, f o r 
f u t u r e new l o a n s on d i f f e r e n t terms f r o m the l oans e x i s t i n g a t p r e s e n t . 

The fo rmu las p r o v i d i n g f o r t he c a p i t a l i z a t i o n o f i n t e r e s t when i n t e r e s t r a t e s 
exceed t h e i r h i s t o r i c averages have an a d d i t i o n a l advantage: l i k e t he f i n a n c i n g 
f a c i l i t i e s se t up f o r t h i s purpose, they h e l p t o reduce t he impact f o r t h e debtor 
c o u n t r i e s o f changes i n i n t e r n a t i o n a l i n t e r e s t r a t e s . As these changes have become 
a source o f v e r y s e r i o u s e x t e r n a l impacts f o r t h e debtor c o u n t r i e s , t he d e s i r a b i l i t y 
o f i n t r o d u c i n g some b u f f e r i n g elements i n t o the i n t e r n a t i o n a l economic system i s 
c l e a r . I f t h i s were done, i t would m a i n t a i n reasonab le freedom of economic p o l i c y 
f o r the i n d u s t r i a l c o u n t r i e s , w h i l e a v o i d i n g t h i s hav i ng a n e g a t i v e e f f e c t on the 
d e v e l o p i n g c o u n t r i e s . 

C. THE BAKER PLAN 

A t the m e e t i n g o f Governors o f the I n t e r n a t i o n a l Monetary Fund and the Wor ld Bank, 
h e l d i n S e o u l , Korea, i n October 1985, Mr . James Baker , t he S e c r e t a r y o f t h e 
T reasu ry o f t he Un i ted S t a t e s , put f o r w a r d a proposed s o l u t i o n f o r the debt problem 
o f a g roup o f c o u n t r i e s , c o n s i s t i n g o f seek ing ways o f a c h i e v i n g an a d d i t i o n a l 
expans ion of about 3% per year i n the t o t a l debt d u r i n g t h ree y e a r s . The f i n a n c i n g 
would come f rom the i n t e r n a t i o n a l commercia l bank ing system and the m u l t i l a t e r a l 
development banks, i n r e t u r n f o r i nc reased c o n d i t i o n a l l y gove rn ing the use o f 
these resou rces by the d e b t o r s . As t h e p r e v a i l i n g r a t e s o f i n f l a t i o n a re ove r 3%, 
t he Baker P lan would make i t necessary t o reduce the r e a l l e v e l o f t he debt and 
would o n l y f i n a n c e about o n e - t h i r d o f the i n t e r e s t t h a t the deb to r c o u n t r i e s have 
t o pay a t p r e s e n t . The r e s t would have to be covered through a f a v o u r a b l e t r ade 
account ba lance , wh ich would mean a s u s t a i n e d t r a n s f e r o f r e a l resources f rom the 
debtor t o t h e c r e d i t o r c o u n t r i e s . 
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This plan also involves the extension of still undefined macroeconomic 
conditionally to all sources of financial resources, which might generate serious 
difficulties in the use of those resources and give rise to high risks due to the 
possibility of errors in defining the terms of the conditionality. 

Never the less , t h i s proposa l c o n s t i t u t e s the f i r s t impor tan t new development 
i n the hand l ing o f the debt on the p a r t o f the c r e d i t o r c o u n t r i e s , and i t 
recognizes the need f o r conscious a c t i o n on the p a r t o f the governments of the 
c r e d i t o r c o u n t r i e s i n o rder to seek a s o l u t i o n t o the debt problem w i t h i n the con tex t 
of economic growth i n the deb to r c o u n t r i e s . 

/V. THE 



- 48 -

V. THE CARTAGENA CONSENSUS 

A group o f 11 L a t i n American c o u n t r i e s , i n c l u d i n g a l l the main debtors o f the r eg i on , 
has begun t o c a r r y out a j o i n t e x p l o r a t i o n of t he e x t e r n a l debt problem and t o seek 
c e r t a i n common bases f o r a s o l u t i o n wh ich , as f a r as p o s s i b l e , does no t i n v o l v e any 
d i s t u r b a n c e o f normal f i n a n c i a l markets . These c o u n t r i e s (A rgen t i na , B o l i v i a , B r a z i l , 
C h i l e , Colombia, the Dominican Repub l i c , Ecuador, Mexico, Peru, Uruguay and Venezuela) 
meet r e g u l a r l y , bo th a t the t e c h n i c a l l e v e l and a t the l e v e l o f f o r e i g n m i n i s t e r s and 
m i n i s t e r s r espons ib l e f o r economic p o l i c y , w i t h the suppor t o f a temporary s e c r e t a r i a t , 
t o seek common p o s i t i o n s and paths f o r d ia logue w i t h the c r e d i t o r coun t r i es and 
i n s t i t u t i o n s . The p o s i t i o n o f t h i s group o f c o u n t r i e s has been e v o l v i n g g radua l l y 
towards i n c r e a s i n g l y s p e c i f i c proposals aimed a t r e c o n c i l i n g economic growth 
o b j e c t i v e s and the t r a n s f e r s o f r e a l and f i n a n c i a l resources. 

The member c o u n t r i e s of the Consensus have put fo rward an emergency proposa l f o r 
t he n e g o t i a t i o n s on indebtedness and growth which prov ides i n p a r t i c u l a r f o r the 
r e t u r n o f i n t e r e s t r a tes t o t h e i r h i s t o r i c a l l e v e l s , an increase i n the f l ows of 
f unds , and d i f f e r e n t i a l t rea tment o f the c u r r e n t and f u t u r e debt w i t h the o b j e c t of 
making the l a t t e r sub jec t t o market c o n d i t i o n s , whereas the former would be sub jec t 
t o p r e f e r e n t i a l c o n d i t i o n s f rom the d e b t o r ' s p o i n t of v iew. As a c r i t e r i o n i t i s 
proposed t h a t the r e a l l e v e l s o f c r e d i t p rov ided by the commercial banking system 
shou ld be ma in ta ined , w h i l e the re should be a net annual increase of 20% i n the 
resources channe l led to the reg ion by the m u l t i l a t e r a l development agencies. I t i s 
a l so suggested t h a t the Compensatory F inanc ing F a c i l i t y o f the I n t e r n a t i o n a l Monetary , 
Fund shou ld be expanded t o cover the impact o f exogenous f a c t o r s such as the 
d e t e r i o r a t i o n o f the terms o f t rade and the cont inued prevalence o f h i g h i n t e r e s t 
r a t e s . The Consensus c o u n t r i e s s t ress the need t o avo id c o n d i t i o n a l i t y p r o v i s i o n s 
wh ich make i t an o b l i g a t i o n to ad jus t the economy i n the c o n d i t i o n s o f e x t e r n a l 
imbalance p r e v a i l i n g a t p r e s e n t . A t the same t i m e , the c lose r e l a t i o n s h i p between 
f i n a n c i n g and t rade i s po in ted o u t , as w e l l as the need to put an end to p r o t e c t i o n i s t 
measures which impede the access of debtor c o u n t r i e s t o the main wo r l d markets . The 
p roposa l a l so r e f e r s to the need to l ay down a c e i l i n g f o r net t r a n s f e r s of resources 
l i n k e d w i t h a minimum t a r g e t o f growth of the p r o d u c t , and i t i nc ludes the p o s s i b i l i t y 
o f s e t t i n g l i m i t s on debt s e r v i c i n g as a f u n c t i o n o f expor t income. F i n a l l y , the 
p roposa l dec la res t h a t un less the proposed se t o f measures i s adopted the reg ion 
cou ld be faced w i t h an ex t remely se r ious s i t u a t i o n which would leave i t no o p t i o n but 
t o l i m i t i t s ne t t r a n s f e r s o f resources i n o rder to avo id g rea te r s o c i a l and p o l i t i c a l 
i n s t a b i l i t y which cou ld reverse the processes of c o n s o l i d a t i o n o f democracy.16/ 
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V I . CONCLUSIONS 

The e x t e r n a l debt o f t he c o u n t r i e s o f t he r e g i o n has grown b o t h f o r e x t e r n a l reasons 
( r a p i d expansion o f p r i v a t e f i n a n c i a l marke ts , low i n t e r n a t i o n a l i n t e r e s t r a t e s ) and 
as a r e s u l t o f domest ic economic p o l i c i e s . The e x t e r n a l debt became a major prob lem 
as f rom 1981 and en te red i n t o c r i s i s i n 1982 because o f the sharp i n c r e a s e i n 
i n t e r n a t i o n a l i n t e r e s t r a t e s , t he p a r a l y z a t i o n o f w o r l d g rowth , and the severe 
d e t e r i o r a t i o n i n the terms o f t r a d e . Consequent ly , r e s p o n s i b i l i t y f o r t he debt 
problem must be shared b o t h by the deb to r c o u n t r i e s and the c r e d i t o r c o u n t r i e s and 
i n s t i t u t i o n s and \ the m u l t i l a t e r a l agenc ies . 

I n c o n s i d e r i n g p o s s i b l e s o l u t i o n s f o r the problem, a d e c i s i v e f a c t o r i s the 
v iew taken o f the p rospec ts f o r the w o r l d economy and i t s e f f e c t s on the deb to r 
c o u n t r i e s . The p o s s i b l e s o l u t i o n s can be c l a s s i f i e d i n two main g roups : the 
" n a t u r a l " o r "spontaneous" s o l u t i o n s , and those wh ich i n v o l v e the need t o t ake d i r e c t 
a c t i o n to l i g h t e n the debt s e r v i c e burden . 

Dynamic growth o f the w o r l d economy which succeeded i n i n c r e a s i n g t r a d e , 
reduc ing p r o t e c t i o n i s m , r a p i d l y improv ing the terms o f t r a d e and reduc ing i n t e r n a t i o n a l 
i n t e r e s t r a t e s would make i t reasonable t o adopt measures whose main aim i s t o put 
o f f the problem and ga in t ime u n t i l i t so l ves i t s e l f . A scena r i o o f t h i s t ype 
j u s t i f i e s measures designed t o improve the l i q u i d i t y o f deb to rs by pos tpon ing payments 
o f p r i n c i p a l and r e f i n a n c i n g o r c a p i t a l i z i n g a t market i n t e r e s t r a t e s a s i g n i f i c a n t 
p r o p o r t i o n o f the i n t e r e s t commitments. 

I f , i n c o n t r a s t , i t i s f ea red t h a t g rowth o f t he w o r l d economy w i l l \ b e s low f o r 
a number o f y e a r s , then measures designed t o g a i n t ime would no t o n l y be i n s u f f i c i e n t 
bu t would a l s o be c o u n t e r p r o d u c t i v e , s i n c e they would on l y h e l p t o aggravate the 
u n d e r l y i n g prob lem. I n the l i g h t o f r ecen t expe r ience , and t a k i n g i n t o account t he 
p r o j e c t i o n s made i n respec t o f t he w o r l d economy by the main i n t e r n a t i o n a l agenc ies , 
t he scenar io f o r e c a s t i n g f e e b l e w o r l d economic a c t i v i t y c l e a r l y seems t o be the most 
p robab le . Consequent ly , the search f o r s o l u t i o n s t o the debt problem shou ld be 
centered on those which l i g h t e n the burden f o r the d e b t o r . 

Recent exper ience has a l so made c l e a r the need t o i n t r o d u c e i n t o t he 
i n t e r n a t i o n a l monetary system c e r t a i n s t a b i l i z i n g elements wh ich can reduce t he 
n e g a t i v e impact on the deve lop ing c o u n t r i e s o f the economic p o l i c i e s adopted by the 
i n d u s t r i a l c o u n t r i e s . I n t h i s f i e l d , the expansion o f the IMF Compensatory F inanc ing 
F a c i l i t y seems an a p p r o p r i a t e p r o p o s a l , a l t hough i t w i l l undoubted ly be o f l i m i t e d 
magni tude. Th is measure c o u l d be supplemented by o the rs o f a t r a n s i t o r y n a t u r e , 
i n c l u d i n g the automat ic c a p i t a l i z a t i o n o f i n t e r e s t commitments when market i n t e r e s t 
r a t e s exceed t h e i r average r e a l h i s t o r i c a l l e v e l s . 

I t cou ld a l s o happen t h a t the s i t u a t i o n o f the w o r l d economy i s no t such as 
t o pe rm i t a c l e a r cho ice between o p t i o n s . I n such a case, i t would be i n the i n t e r e s t 
o f the debtor c o u n t r i e s t o promote those s o l u t i o n s which seem t o come c l o s e s t t o 
ensur ing a r a p i d way out o f the problem w h i l e m a i n t a i n i n g the normal f u n c t i o n i n g o f 
the i n t e r n a t i o n a l f i n a n c i a l system. I n v iew o f t h i s , the s imu l taneous a p p l i c a t i o n 
of v a r i o u s p roposa l s , i n c l u d i n g t he acceptance o f c e r t a i n l osses by c r e d i t o r s , the 
l i g h t e n i n g o f the burden o f i n t e r e s t payments, the p r o v i s i o n o f a d d i t i o n a l f i n a n c i n g 
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and the l i m i t e d convers ion o f the debt i n t o c a p i t a l might w e l l form a co -o rd ina ted 
se t o f measures capable o f secur ing the o b j e c t i v e . The i n t r o d u c t i o n o f machinery 
t o s t a b i l i z e the w o r l d economy i s a l so h i g h l y t o be recommended i n t h i s case. 

Whatever the s o l u t i o n s f i n a l l y adopted, t h e i r p o l i t i c a l f e a s i b i l i t y w i l l be 
r e l a t e d t o the degree o f s a c r i f i c e they impose on debtors and c r e d i t o r s . The 
former have made a g rea t adjustment e f f o r t i n the l a s t few years which has been 
p a r t i a l l y wiped out by t he p e r s i s t e n t d e t e r i o r a t i o n i n i n t e r n a t i o n a l c o n d i t i o n s . 
I t i s i n the i n t e r e s t o f a l l the p a r t i e s i n v o l v e d i n the problem t o seek a b e t t e r 
d i s t r i b u t i o n o f the burden t o pe rmi t s u b s t a n t i a l l y more r a p i d growth r a t es f o r the 
debtor c o u n t r i e s . Wi thout growth , t h e r e i s no hope' whatever t h a t t he debtors 
w i l l be ab le t o f u l f i l t h e i r e x t e r n a l commitments no rma l l y . Growth would s t rengthen 
the debtor n a t i o n s , and by the same token i t would cause the c r e d i t o r s ' p o r t f o l i o 
o f i n t e r n a t i o n a l f i n a n c i a l assets t o recover t h e i r va lue . 

The v u l n e r a b i l i t y o f the coun t r i es o f the reg ion to e x t e r n a l impac ts , 
accentuated by the r a p i d growth of the debt i n the pe r i od 1970/1981, has h i g h l i g h t e d 
t he need t o seek ways — b o t h a t the i n t e r n a t i o n a l and the domestic l e v e l s — t o 
cushion the shock o f such events . 

The a c t i o n taken i n t h i s d i r e c t i o n must i n c l u d e a d d i t i o n a l e f f o r t s to increase 
n a t i o n a l sav ing and t o r e t a i n i t i n the r e g i o n , and t o ensure the most e f f i c i e n t 
p o s s i b l e use o f the a v a i l a b l e resources . 
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