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SUMMARY 

T h e  I..at:Lr7 A m e ~ i c a n  c e g i o n  c a r r i e s  a h e a v y  d e O t  ".r_o e x o o r t  

r - a t i o .  ] " h a t  r - a t i o  c a u s e s  c : o n c i i t i c ,  n s  w h i c h  t h r e a t e n  U.'.iii;o 

n a . t i c ~ n a )  s e c u r i t y  i n t e r e s t s .  

High ¢iet)t to., e~.'oort, ratios cause domestic econom.tc ,~r.oL,Jth 

im0ediments and increase in~lationarv pressures 1nese in 

turf, encourage higher' ta;.es and duties~ hamper investment° 

an~ discour-age job creation° The end domestic resu'i'I i ~of 

E a t - i n  A m e r ' i c a n  c o u n t r i e s  i s  a d e c r e a s e  i n  g e n e r . a i  1 i v i n , ~  

concJi~ions with a resu]tant increase in the ins'!:.a~:,ii itv o~: 

the government in power. 

U.S. national interests are threatened by: 

-- Decl inin~ U.S. markets in Latin America 

-- Loss o; U.S. domestic jobs 

.... Negative e;;ects on U.S. tra(Je deficit 

-- increasing tensions between U.S. (creditor.) and 

Latin American (debtor) governments 

• -- Increases in drug E, roduction in Latin Ame~ica in 

r - e s o o n s e  t o  h i g h  u n e m p l o y m e n t  

-- Instabi]itv -- to include nuciear nro] i~:er~atlc, n~ 

t.errorism, and population pressures -- in ~roximitv 

to !:he continental U.S. 

i " he  g o a l  o~ t h e  U . S .  i s  t o  b r i n g  a b o u t  an  o r d e r l y  d e c r e a s e  

i n  t h e  d e b t  a n d  d e b t  s e r v i c e  o~ L a t i n  A m e r i c a n  ( - o u n t r : i e s .  



ISSUE DEFINITION 

in an era o.f <inite and decl ining resoL!rces whic:h ,.'::an De 

aHoc:atecl, the U.S. must ~ind ways in Latin Amer. ica tc.~" 

-- stimulate economic growth so that there i.~r. an 

imDr-.o,..-'ement in caBabil ity to service autstar'~din,::~ 

Id e I-~ ,t.L i 

-- reverse capital ~1 ight so that new ~unds~. ape 

available ~:oP investment 

--- Peciuce debt and debt service rec~u.iPements 

BACKGROUND/ A N A L . Y S I S / C U R R E N T  F'OL]:CY 

8ackqround R a p : t a l l y  incr'eased t_..:atirl ('l(neP~.Ean ,:::teb'~.: I:>egan i n  

the ear]v 19205 witr, the OPEC increases in ol! r.)Pi,::es. Some 

debt clii:-F].cu]ties occurred in the ?C,s bu.t the o',,er-aii 

atom]era did not emerge unti] 1982 when m~_st o~ L.atin America 

had to Pesc:hedule extePna] debt. Latin Amer'icap, debt ~,.,as 

$ 1 6  b i l  I i o n  i n  19"7,.':.:,, r o s e  t o  i 6 i  b i t  1 i o n  i n  i 9 7 8 ,  a n d  t h e n  

e.'...'.ploded t o  3 6 0  b i l l i o n  i n  1;~'83. W i t h  t h e  P e s t r u . c t u P i n q ~  o-F 

debt. in 1982/3, new caaital be.,:ame .scarce but debt did 

increase to 441 bill ion bv 1988. Since thenoveral ] debt 

Jhas ~allen s]ightly to 426 bi]lion do]iars. Dependent ,.-.~n 

the country, between 80 and 9:3 percent o~: a ~,I clerkS.: is 

c~Pivate]v he]d. 

In tr~e late 1970s anO early 8([~s, e'..'.change rates in most 

i_atin American countries were cNePvalu~e~-l. ]'his 



over-val uat ion o~ curr'encv 1 ed to 1 a~ge treacle c~e-i: it.: its anti 

caF..,].tai ;iight. The worid economy 0u.rir;g that ~:,er. iod was 

under'going deter, ioration. Inter'est fates inc,~easeci 

dr-amatica1iv, economic activity decl ined, and tea1 c,.-~mrnodit'< 

or'ices p lun~meted. 

Higher. interest r.ates in or.editor nations increased debt 

service bu.rdens c,n the debtor nations. Fie(:] ining economic 

actJ. vJ. tV caused real decreases in ecor~omies and t~;us r-eal 

decreases in gross domestic 0. roduct. Lower. commodJ, ty ~.~rices 

resulted in i ower e',.'Dort ear-ninqs in Latin American 

coLmtPies thereby 1ower. ing GI]F'. 

[ h e  s e c o n d  h a l - F  o~  t h e  8C, s s a w  a r e v e r ' s a l  ,-,-F mar~v ,::,-F t h e  

a d v e r . s e  e ; . . ' t e r . na ' i  c o n d i t i o n s  w h i c h  L a t i n  Amer.  i ( : a n  (_l,..-~-btor 

n a t i o n s  w e r e  E a c i n g .  I n t e r - e s t  P a t e s  c,n l o a n s  t : e i i ,  w c ) ~ t d  

economic activity increased, and, bezause the (:~ol i a~ ~ was 

d e E ) r - e r - i a t . e c l ~  e ' - : : O o r t s  ~hJ. c h  ~er~e  t i e d  t o  t h e  dc, l i a~  .... b e c a m e  

.,-n o r- e com.r . ,e t  i t i v e  /.Jn.~ , ]~ t -~ "~ ~ l • u n ..-:....._ y E, I "~ i m a r , ¢  e ~..'. p E, r" -12 E, r~ c ) , ]  LI. C t 

C,r . i , :e=.  c o n t i n u e d  t : o  ~ a l ] .  T h i s  l e a  tc ,  a l o s s  i n  e : . D o r ' t  

r - e v e n l . . t e s  w i t h  a r e s u l t a n t  c o n t i n L ~ e l : . t  i n c ~ e a s e  .. . .  a t  a s ' i o w e r ' .  

~]ac:e -- in ,debt r-.atios. 

Analysi.s. i]ebt held by ~;or, eign countt-~ies :i.s ci:i...i:-i::ic:uit, t,:~ 

d~-,al ~ i t h  b'< d e b t o r  n a t .  i,::,n-.-o. ~ ) e b t  i s  h e t d  iF, c'_Lr-.r'.E,ri'-:'f o ' t : r~er  

t h a n  domes~ : i , _ -~  a n d  t h e r e , : o r e ,  t h e  c l a i m  . - ~ g a i n s t  d~.-~btof  

n a t i o n s  r e D r e s e n ~ - s  a r . e a l  c i a i ~  w h i c h  c a n n o t  b e  i n - F i a t . e d  



awa,~,', Acl:u.'~.i g o o d s  a n d  s e r . v i c e s  must .  I.-,e cieJ i;,e~,-=,d ~.o 

, - ]e r ;e r ' .a te  - F o r e i g n  e , . : . change  r ' ~e , : : essa rv  t o  r . e t i r - e  a n d  s e r v i ( : e  

d e i - : t ,  R, ' -~s.  .. ] t a n t J  v , d o m e s t  i , - .  I i v i n a _  s ~ . a n d a r ' c ' , ~ : : _  . . . .  ~ . .  -~ : . . - - , - r - : , a~  ~..~.~ . 

)Zebt represents a real dr-ain c.~-F resour-,-es 4:tom c.iebtcT.,r 

na~iion..~.. In i988 there was a net trans.Fer- o~: ~:3C iz~iiiion out 

c,~ Latin America. Inct~.rr-ing --~dditional dec, t bb'.rd.en .-'v.-.-.-.. a 

mean.-:_, o, ~ somead ing out bL~.t-den over t i iTte .].B l'lC, i. l .÷!r~ oQt i on 

becaJse o-F credit unworthiness. Gcowth is a means o-F 

0ecr.easing debt burden bL't" cannot be used c,e,=au-..=-.e growth 

r.eouir'es increased imports o÷ cac.~itai ,a. oods and intermediate 

Dt~odu.c~-s° Simolv stated, i:here is not enougin <or..,.'eiq~.n 

e::,change ,:aF.~ztal or foreign investment caplital avaiia~,ie for' 

t . h e  J. M D o t ~ t s .  

Over- the past seven years~ debtor adjustment pro#]rams were 

e>'~ecte.,..~ to iml.-~r.ove credit wort.hiness r.)f debt,.)rs and a'i low a 

r-etuPn ~io v,.-)Iu.r-~taPy !ending by creditor's. This rlas no~. 

haDDened. Now there is ~eal concer-n that cc:n,~itic, ns may 

detet~ior-a~.e fur-ther.. Investment has dec] ined sharr~Iv. This 

:in 1:.ut~n has effectiveiy decapital ized the =ouni:rie'.s. 

ivjar-,v debtor nations have attemp.~ted to fun t'r'ade sur.r~luses t,.') 

earn do1lars to service debts. This is done primariiy by 

der_',reciatin~ their ,=ur-renc:ies to gain com0etiti..-eness~ 

restr, i,_-tir~g imE, omts, and expanding e.'.'oorts as much as 

rJossibJe. All o~: these actions enci u0 being 0e,~cei".-.,e,:.1 as a 



t : h P e a t  t o  w o r . l d  t r a d e .  C o _ . n : r i e s  w h i c h  u s e  t h e m  c,~-i.:en i - ,ave 

t h e i r ,  o ; . . ' : oo r ts  r . e s t r i c t e , J  i,-, t h e  LI . . . .  c; m a r k e t s ,  r"~~='-~=..r ...... ~(::4 t i o n _  .. 

in t.Lrl-, lowers their abilitv to sePvice debts° 

There is also bad news or-,. the creditor side oT tne eclt..tation. 

P r i v a t e  creditors ape increa.r, ingiv seeking to have r_a,'-::l:,avers 

take over- more o-F the creditor, burden either- tnPc, u,:#n 

g,:bver.nmeP, t eYoanded i oans or guarantees. 

D e f a u i t  or~ l o a n s  i s  a l s o  a v e r y  r e a l  p r o b l e m ,  i :)e- i :aL,. i t  b y  

d e b t o P  n a t i o n s  w o u l d  make  a o m e s t i c  c a p i t a l  s c a r c e r ,  a s  t h e  

l o a n s  a p e  w P i t t e n  o ~  t h e  b o o k s  and  t h e  c r e d i t c : r s  v a l u e  i s  

d e c r - e a s e d ,  A d d i t i o n a l l y ,  r e r . ] u . d i a t i o n  o.F l o a n s  cot . . [ id  v e r v  

w e ~ i  be  t h e  c a t a l y s t  ~:oP a b a n k i n g  c r i s i s  o~ ma jc . , r  

,c, r o D o r t i o n s .  E v e n  i.F a b a n k i n g  or. i s i s  c o L t l d  be  avePi :e , : : io  t i n e  

c o s t  o< m o n e y  w o u ] d  ] i k e i y  i n c r e a s e  d r a m a t i c a l  ] v  a n d  c a u s e  a 

s ] o w d o w n  o {  i n v e s t m e n t  i n  t h e  d o m e s t i c  U . S .  ec :or ]amv. .  

The  d e b t  b u P d e n  i s  i n c r e a s i n g  t e n s i o n s  b e t w e e n  t h e  L J : S .  ar id  

c ieb l :o .  ~ n a t i o n s ,  i m p o s i t i o n s  p l a c e d  an d e b t o r ,  n-.~.l: ion 

e , - o n o m i e s  t o  d e a l  w i t h  d e b t  b u r d e n  D o s e  a t h P e a t  t ~  t i q e  

gc, v e r m m e n t s  o~ t . h o s e  n a t i o n s .  F e a r  o~ r a d i c a ' t  iz.::.~t:i.c,n i s  

gr'c, w i n g .  D e b t  r e d u c t i o n  i s  r e o u i r e d  t o  e a s e  o o l  i t i , : : : a i  

t e n s i o n s  and  i m p r o v e  L a t i n  A m e r i c a n  d o m e s t i c  m.- , rket . : - ; .  T h i s  

i n  f u r ' . n  wot . t ]d  a ]  l o w  t h e  L a t i n  A m e r i c a n  C O L t n t r i e s  t o  bu.v mc::r-.e 

i m a o r t s  { r o m  t h e i r -  d o m i n a n t  t r a d i n g  E, a r . t n e r  t o  t h e  n , : ) P t h .  

S t P e n c j t h e n i n g  o# L I . S .  L a t i n  m a P k e t s  w o u ] a  imE~r,:we o u r  



Oaian~-e oT traoe. Domestic market imorovements in Latin 

America wouici have favorable imoacts on environmental 

COF~oern'..E.. hum._~.n 0evel ,.-.,pment con,_-eros, and te(-l-,nc.,l ogv 

r_ PansY: er'. 

The .i. moact oT the debt c-risis in 1981-3 caused measurable 

e<~.ects which could be e;..traooiated to the present sit.,_:ati,]n 

should the burden not be reduced, in tr, e Linited States, the 

Commerce De0artment has estimated that each :~! biii ion in 

~-i . . . . .  )if) L,.r i n g t h e 81  - 3 e.'..,:oc:,rts s u s t a i n s  a o p r o ; - , ' i m a t e i  y ~ . . . .  ..-: C:, ~.) j o l : , s ~  

r e c e ' _ ~ s i o n ,  d e c ' t  i n i n g  L I . S .  e ; . : o o r t s  t o  L a t i n  A m e r i c a  a c c o u n t e d  

~ :o r  a i o s s  o f  n e a r l y  4 ( ] (~ .00C ,  j o b s  a n d  .an a d c i i t i o n a t  5 0 0 ~ 0 0 C ,  

n a v e  b e e n  l o s t  s i n c e .  I t  i s  c l e a r  t h a t  e c : o n o m ~ c  ~ r o g r e s s  i n  

d e v e t o o i n g  n a t i o n s  h a s  b o t h  a d i r e c t  a n d  .an i n d i r e , ; : : ~ ; ,  i m o a c t  

on r_he economic oerformance oT the United States° 

C)n a macro level ~ the U.S. ecor-,c.~m~- is tied into ti-',e l ar-..~er 

worid economy. If the world economy takes a d,.-)~..~nvJaro 

piun,..J.e~ the U.S. economy suffers as markets are reciu.~.~ed 

(:aoitai dries u.D~ interest rates rise, and defaults go uo. 

C _ 2 u r r e n t  U . S .  P o ]  i c y  T h e  U . S .  h a s  s h i f t e d  T r o m  a i~)a-~ir--.~:i..~-(-:, 

rJC)i :L,.-y" of encouraging debt restructuring to one whic-h wr:[~-e~-. 

clo~.,n debt and helps refinance loans. F:',.~licy is r-,o,~J q#c:,verr",ecJ 

bv t.he Brady olan which was announced in March o.F :i':?(-~.9o 



]:n q e n e P a ]  , t h e  p ] a n  c a l l s  E o r  o r . e d i t o r .  L .... r~ .... t-n a, : j r .ee t o  

v c ) i u . r l t a P i i v  Pedu.c:e t h e  ',,a.iLLe : ~  t h e i P  c l a i m s  b y  * ' : _ . t : i n .~  

aPinciDa] or- intePest in Pet'.(Pn ~,-,r- guar-antees on the 

Pemaining BoPtions of their, debt.° DuPing negotiations 

between banks and debtaP nations, banks ape or.esented with 

oDtions ~:or debt r-eduction. They may ~-hoose one o< those 

O.r.,tior','S OP they may decide to hold the tc~ta] clebt in the 

hope that they will u]timatelv be Pea]aid. 

T h e  P o i e  o< i n t e r n a t i o n a i  ~ : i n a n c i a i  i n s t i t u . t i o r ,  s i s  t o  

o P o v i d e  < i n a n c i n g  ~oP  g u a r . a n t e e s .  F i n a n c i n g  c a n  t a k e  t h e  

;or.m o< coi ]ater.al on the r.edu.c:ed vaiue o; the debt c:,r" by 

giving debtoP govePnments ~inancial suDooPt dir'ecE1v ~oP ~:he 

r-e.F..,unchase o< their- debt. 

Under. the pi an, deb.r, woul d be han,:.~led on a case D,.." case 

basis. Each debtoP countr.y negotiates se0aPatelv with its 

c P e , ] i t o r ( s ) .  A t - J d i t i o n a i " l y ,  t h e  p l a n  s t i t _ ~ u l a t e s  t l n a t  

e c o n o m i c  r . e T o P m s  u n d e r  t h e  s u . F . , e r . v i s i o n  o-F t h e  W o r . l d  Eiank an,d 

t h e  I n t e P n a t i o n a l  M o n e t a P y  F u n d  ( I M F )  m u s t  b e  ! Ju t  i r ,  t .o  o l a c e  

Dr- lo t ' .  t o  a d e b t o m  c o u n t r . y  P e c e i v i n g  r .e l  l e t  L :nder .  ~.ne ~ ] !aF , .  

Sign~.;icantiv, the BPadv !plan r.ecognizes tinat when de,:::,t 

buPden ~ets so high that it cannot be paid, it must foe 

Peduced before or.edit woPthiness can be r.egaine~.~. ]i~- also 

Peco.~nizes that .~tr.etchinq out payments o-.'eP time is 



u n l  i k e l , -  t o  h e l d  .--;t imu . i  a t e  e c o n o m i e s  e n o u g h  t o  me:-..~tor~e 

p.~,: : ,~)er-tv .ar id r e d u c e  d e b t  thmoL~q_h g m o w t z h .  

T h e  wa,.:..-s t,.-) r e d u c e  d e b t  t i n d e r  L-Ine E, i a n  a r e :  

.... b u . v b a c k s  

- . -  c o n v e m s i o n  o< d e b t s  i n t o  b o n d s  w i t h  l c ,  we~ ~ p r ' - i n c i o a i  

(z,m IFFEeY~est 

- - .  e x c h a n g e  o f  d e b t  f o p  e q u i t y  

Undem the buyback o0tion~ debtom COL,.nt~ies use ca'..sr, r.e.--,'_=.er.,.,es 

i.-,] r.eo:.:mchase some debt fr~c,m cr.editor.s at. dis,:.-.ount-.e~.1 o~ic;es. 

Ti-,e ciisco,...:nt [)mice is a..¢ailable thro_,gh se:.c.ondacv ~r,a~ket.~:.. 

ancl is based on the expected Pett:mn on ~-he debt. For ~ 

ex:amole, Br.azii ian 0ebt sells fore 33 cents on the ,:'Ic, ilar. in 

the secc, ndacv mamke~-s. At that pmice~ Br-azil is able to 

m e t i r ' e  (3 d o l l a r s  ,:.-,f d e b t ;  ~om e v e m v  d o i i a c  i t .  J..=.'es i t ,  a 

b _ , v h a c k .  ] i f  B r a z i l  a u a l  i f  i e d  a n d  d e s i r e d ,  i t  c . o u . l d  h o t ' r o w  

T, DI- ,ev t m o m  t i n e  I M F ,  met . i .~ -e  d e b t  a t  e r . a t i o  o f  3 t...:, ! .  a n d  

- -  ir~ t.r~e e n d  - - .  o w e  t h e  n e w  d e b t  t o  t h e  IMF- .  

iOebt conversion r-educes debt by ,zor, vePting it into, a new 

asse~--. Countcies negotiate with their-, cPeditors tc, .,::c)n'~,er.t 

debt into new secuPities which mequime a ],:)we, ~- sem'..,'i,:_-ir, g (-,.; 

t.he Oebt. This might be negotiated at I c.~wem inter.est r..-,.t:es 

in r, etumn ~c,m gu,.amantees that the new ciebt would be s.aTer ~ 

than t.he old debt. This cou.ld be done with collatema] 

t h ; ~ o u g h  the Womld Bank. 



F~eb~i-eo..~i1..y swao is a debt. r.edu(:tion measur'e that. hel os 

• -.tim,Jla'i-e the debtor r',ation's econom,/° "i'he dei-,'~.c~r, nation 

r'er:,Ltr'chases outstanding debt using 1o,_-.~,I c-, r-.r.er-,.c-.,,, 7".-,m 

sei i er. is then r.eOL,.ir.eO to in,xest that root ,e- ,  i n t o  i - r , e  .d,z:,b'L-.of 

n a t i o n .  ] - h e  i n t e r e s t  h e r e  i s  t h a t  t . n e  s e l l e r '  .i~. i i k e i , /  fJC:, 

Lne a t r -~ iF.d p._~.~ty w h o  p u t . c h a s e d  t h e  d e b t  a t  ,-3. ,:Je~.I:, d i . ~ s c - , _ n t  

f r o m  t h e  o r i g i n a t i n g  b a n k  a n d  n o w  s e l l s  i t  a t  a h i g h e r -  r'.-,.t.e 

t o  t h e  d e b t o r  n a t i o n  a l b e i t  i n  l oc.-~l c u r - r - e n c y o  "rJ,,:,~ m r ' o b l  =-.,m 

~4i~:h this arrangement is that ,,4hen the ne~ inv~:-,-s~-menf " is 

[,-d~:~..,e ~ i t  i n c r e a s e s  t h e  . . . . . . .  m o n e t a r , , '  s u o o t  v ~, .J i i -h in  hJ-,e ~:--o,..ntr.v 

ancl  r -esL t i  i t s  i n  i n f l  a t .  i o n a r v  o r e s s L t r e s .  1 o  r-educ..:.~ ~.i-,._=,.t. 

e f f e c t ,  t h e  d e b t o P  n a t i o n  i s  e ; . ' o e c t e d  t o  f i( ] .-7~t ~:~ D,])r~,:-i ].s'.-".-:.L~.e 

i 'c, i q e J o  s o a k  L[O t h e  m o n e f a r y  i n c r e a s e .  T h e  e n o  r " e s , _ t i t  i s  

t . ~ - a d i n g  i n t e r n a t i o n a l  d e b t  f o r  d o m e s ~ : i ( -  d e b t °  ~..-;z~,:-.=;,_,.~e I o t a ]  

c ! e b . t s  t -enc l  t o  c a r r y  h i g h e r '  i n t e r e s t  r a ~ - e s  t h a n  t h e  o r " . i , g i r , a ]  

barqK de i . ~ , t s ,  i n t e r e s t  p a y m e n t s  m a y  r i s e  i n s t e a d  ,';:f T a i i . ,  

The most significant point in the Brad,.., olan is th.-~.t, it 

states that overal! debt must actual1,/ be redu,-ed and ,,:;i\..'es 

• -~. ~:r.amework through which initial negotiations can star't.. 

Sever.ai 0r-oblems arise with the Brady olan. Major-. 

objections ap0ear from creditors. ]he Tit-st is a r'eiuc:tanc:e 

to; I_~.-ovicie some of the funds for debt reduction t.r"ansTer-..~-,. 

This r-el L:ctance .stems from a wariness at having ai ~-.eadv been 

stung once. The second obje(:tion is to the re,:su.est of the 

Brady plan for creditors to voIL:ntarilv amend the ter-ms of 



their- agreements through waivers. The banks do r,o'~_ e~nbrace 

the ~.~aivev~s which i-~i11 exoedite debt v~eduction. The l as~- 

~.]bje,.-;tion is that banks have to rece_~r.d i osses jt.tst-, as other- 

commanies ci,.-~. As they a.~e Pesc, onsible to their-. 

stoc:ki-,o]de~s, they ape r.eluctant t(~ voluntaPi'Iv re,.'.~uce ,::~e~-,to 

OL-he~- r~.~rooiems h a v e  a l s o  -_=.Lu~~:aced. B a n k s  a r e  e - F 4 : e c t i v e i v  

eFiZ(Di._l.f'<E4~.~lee]i t o  h o l d  Ol_lt a s  " lOng a s  D o E - s J . b ] e  iFI t h e  hor-,e.7-, t i q a t  

a n o t h l e r  c r ~ e d i t o r  • w i l l  P e d u . c e  d e b t .  aF~d t h e r ~ . , b v  cJt~i-..,e L.J.r. Z, !_V.,.e 

sec,z, n d a ~ v  D P i c e  o f  t h e  ~ e m a i n i n g  d e b t .  A n y  a g r ~ e e m e n t  t o  

r~edu.c-e d e b t  mu_~t ou.t. t h e  b a n k  i n  a b e t t e r "  p o s i t ] . o r ~  ~'-h~'~.rl ] . f  

i l l  ~- .em.ained w i t h  t h e  o ~ i q i r l a i  d e b i - .  A..m. b a n k s  h o i d o L J . t ,  t h e  

s e c c ] r i d a r ' v  p r ~ i c e  o+ t h e  d e b t  i n c . ~ e a s e s  t o  aopr ' , - ,a(zh 100% a.s 

,:zr.edi4L ~-~orthiness is restored. l-her-efor~e~ banks ar.e 

u.n~:~iii~ng to be the finst to negotiate debt Pedu.c:tion. This 

is ~::rio~n as the free eideP ef4:ec.-t. 

)Z,.<_--,.smite ~-he di~:ficuities discussed . a b o v e ,  ther.e ace r~eal 

Dos'-.ib.1.1 ities within the ÷ramework of the Br~adv r ~ t a n .  

Comt)ined with a new awameness o-F ma~.~ket.s orovioed by c)u.~ ..... 

S ,..3 t..t "(Z ~" ~ ~ .. ,, .... n neiqhbo~s and the emphasis ,_-,f F'residen4£ )~,t..tsh s 

r~ec:enl i proposal to develoc, a treading b]oc: in the Amer'icas. 

lihe B~.adv p'lan should begin to have some c).f the (~es:i.~.~,:md 

e-P ~ eE ~_" s .  



RECOMMENL]AT I ONS 

The B~aay Dian gives real a~omise. Some debLo~ ~ nat. ions are 

c,~mr:,iving with the economic r-e1=orms which must be monito~ed 

~..!ndeP izhe c, lano While thev do dampen the domestic living 

standards among some o4 the pooL!lace, they have n,]t pr.c:,c!uc:ed 

the br-aconian ef;ects which have caused riots in the past. 

]r,,is is encou.ragJ, ng becau.se re£orm oaves the way 4c)r' der_.,t 

reciu(:tion u.nder the c, l an. 

As evident 1:rom the creditors' objections to the L) ian, it. is 

vit.a'i to get Peal debt ~eduction started in ord,~.~ ~ ~or the 

alan to ~ain the momentum which cou.ld cau.se ~r-ee mar-.ket 

e~::on.,.::,mie'.~ to kick in and make further debt reduct, ion a 

r.:;o..-_=..sibii itv. I recommend the ~o'I lowing additional change~.; 

~ ,r,.:_~.de t o  U . S .  ' t o  s t a r t  d e b t  r e t  i e f .  

Mandatory p a r t i c i p a t i o n  'Fhe UoSo T l ~ e a s u r y  ier~al.~:m,:.~r-,t ;r,J.:.~: 

m, a k e  o a ~ - t i c i o a t i o n  b y  a ] ]  b a n k s  i n  d e b t  r -educ t i . , . : , n  m a n d a t o r . ! / .  

T h e  percentage 04 debt he]d by each o r . e d i t o r "  w o u ] d  d e ' ~ - e r . m i n e  

i:.-.e r _ , e r c e n t  oT d e b t  r e d u c t i o n  r ~ e o u i r e d  o.F e a , - h  b a n k .  ih: , , .s 

WC.'.L,.i ,:.t ,~ 'esul  t i n  e o u i v a ]  e n c e  o~ r - e d L : c t i o n  4 o r  e a c h  -~.nd 

o..~,e~come s t o c k h o l d e r  o b j e c t i o n s .  T h e  t : ~ e e  r . i o e r  et:4:ect-. ~.J~DtJ.]CJ 

elect'ease also. 

Favorable treatment for credi tors The U oS. Tr-easLu."'v 

)Z~eD.a~~_mc~nt m u s t  g i v e  c r e d i t . o r ' s  4 u i l  s c o ~ e  o~ -,~' ie::.:: ibi i  i t .~  .~ t o  

g a i n  a ( i v a n t a g e  ~r 'om d e b t  r . e d u c t i o n ,  lhe::.:_.e s h o u l  ,::i i n c l  :.~de~ 



ai:  t h e  i e a s t ,  . ~ a v o P a b i  e t P e a t m e n t  u n d e P  t a x  i a~,~--] ~ o P  

w P i t e - o ~ : - F s .  P e e s e n t  a c c c . , u . n t i n g ,  p P a c t i c e s  u .ndeP U . S .  t a x  

l a w s  a1 l o w s  t h e  w P i t e - o f f  o f  o n l y  t h e  cu . r -Pen i :  v a l u e  o f  t h e  

i n v e ~ - . t m e n t  b e i n g  w P i t t e n  o f f .  T h i s  m e a n s  t h a t  a b a n k  v~c).L~ld 

o n l y  b e  a l l o w e d  t ;J  d e d u c t  t . he  d e b t  P e d u . , : t i o n  a t  ' t h e  

s e c o n d a r . v  m a P k e t  v a l u e .  T h e  v ~ P i t e - , . ~ : f  s h o L f l d  b e  a t  ]o~e,.-:l at: 

.,;ace vai L..'.e fop max /mum in,.-.ent ire. 

Reasonable accountinq practices Fine [.J.E;,, sh,::iLlid f-..~t.3!:] 

a]  ],_-:~v;ing b a n k s  t o  ( : a P P y  h i g h - r i s k  a n d  " t P o u . b l e d "  i o a n s  or-~ 

t h e i r  B o o k s  a t  f a c e  v a l u e .  R e q u i r i n g .  b a n k s  t o  w r i t e  ] o a n s  

dc,~,~n t(:, a c t u a l  m a P k e t  w o P t h  w o u l d  b e  a " s t i c k "  to,  e n c o u P a g e  

debP_ P e d L ~ , : : t i o n  n e g o t i a t i o n s .  

C r e d i  t o r  r a n k  o r d e r  a n d  p r e f e r e n c e  ! J . S .  [~ol :i.l:v s h c ) u . i d  

P e a u ] . P e  a. r a n k  o r d e r  a n d  p a v b a c k  p P e ~ e r - e n c e  oPoc.iPam t o  

en..::OLi.Page c r e d i t o r s .  U n d e r  t h i s  s y s t e m ,  b a n k s  w i n i c h  

p a r t i c i p a t e  ir'f d e b t  P e d L . i c t i o n  w o u l d  take: ,  P)P].OP].tv iFl 

Peoavment guarantees over banks which do not oaPt. lciDate. 

OEher" creditc~Ps ~ou]d not be paid until the r'enegotiai:ed 

"loan had been ~ully serviced oP Pe[~aid. All other (:r-.ed.1.~_,:.nP-.~ 

~?ouirJ shape equal l y in whatever payments ~*JePe 'le~:t a-~ter, the 

senior (Penegotiateo) loans had been serviced, This ~,:)u:.',:~ 

qive creditors Peal incentive to participate, 

C r e d i  t o p  c o n s o l  i d a t i o n  S m a l l e r  L-r 'ed i t r . :JPs s h o u l d  i:)e 

encou.Paged to se] l their debt on tine se~-ondaPv market or- to) 



c e r i s e 1  i d a i : e  i t  v-Jitt-, l a r g e r  c r - e d i t o , ~ s .  T h i s  ~,.4o.,...~id c ~ e a t e  a 

s~-~~or~ger . , . - . a r t e l  o~ c r e d i t o r s  b J i t h  w h i c h  t o  d~,E,i .~u~cJ r 'eciu,:: :e 

free r i d e r ,  e-f~ects. 

Cap i tal fl i qht reversal it is essential to r'eve~'se tlne 

caoital fiight from Latin America. UoS. contr.ibcv~.ions t-o 

tnls shoLCld include removin,T! subsidies to L.I.So or-.educer.s 

~hat ~educe comoetitiveness of Latin 0rodu.cer's and ,::~E)ening 

U oS~ markets to goods from L..atin America under the 

Enter.or~ise for the Americas. 

T a r q e t  d e b t  r e |  i e f  D e b t  r .edL, .c~t i .~n shc~u. ld  b e  t a ~ ' ~ e t . e c l  t , : )  t h e  

l e~.-ei o~ d e b t  ~ J h i c ~  c a n  b e  s u p o o r . t e d  b y  i n c : i i v i c ~ c ~ a i  

coun~:r, ies. The target shoulcl ~.ravide sunlit, lent. r.el ief to 

ai Io~..~ .F,..-J,~ su.st.ained gPowth ~oJhiie ensuring that t.he ~-.emaining 

aei:Jt can be serviced. 

CONCLUSION 

]he Brady plan and Bush administration's Dasition holE:is ou.t 

real hooe for Latin American debt reduction, Wit.h a 

continent rich in natural resaurces and resil ien'~ ecor~on',,ies 

OesE) ite repeated abuse~ debt reduction can be achieved and 

GDP can grow sa that debt which remains (:an be serviced° 

Once debt is reduced, credit worthiness (.-an be restored .~nd 

stretchout programs can be instituted. Under those 



oro,~rams, vibr'ant and growing economies CaN OU.tgr(]bJ t'hE, J.r' 

,.-Je~)t Dr'ob~ eros. 




