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Dukakis' 
Guide 
For the 
Democrats 

HILTON HEAD, S.C.-Thie la the 
place where Democratic governors 
come to think over their problems. In 
1970, when they met here, their chat• 
lenge waa how to wtite a charter for 
their ~rty and draft new nominating 
procedures and rules. This year the 
question was bow their party should 
addreas the "two economies" issue: 
the divergent fates of have and 
have-not families, classes, industries, 
communities and regions. 

Say one thing for the Democrats: in 
16 years, they have learned what la 
important. They may not have the 
answer- to the emerging economic 
challenge, but to be pondering it is a 
damn sight better for them than the 
silly party rules questions that con­
sumed so much of their thought in the 
1970s. · 

ThP. wnrkina tlnrnmAnt lnr th .. 
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THI J/ ~SIIINGTON POST 
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WEDNESDAY, AUGUST 27, 1986 A19 

Rudiger Dornbusch · 

The Bradley ' Plan: A Way Out of the Latin Debt Mess 
The Latin debt problem is stuck after America is' running a huge trade surplus 

four years of wishful mismanag~ment. not out of export lust, but because of the 
The Baker plan baa backfired in that ~ · libliticat~ ~ threatJ that en-
has become a COWJr for commercial f6Nie ~ture de&t ~ 1nte bual-
banks to pull QUt of debt rescheduling by ness end of · the deal is this: for every 
leaving the bat to multilateral a~.-: dollac.'o('iltere« WI colJea, ·,;. ·toee a 
with zero net benefit to the debtor,s or dollar of trad¢, Latin Ame~~ put its 
U.S. trade ·1ntereata. Sen. Bill Bradley's -labor. on Ille to ~ t1S, firms 
propoenl for limited, targeted, trade- 1n· ·oor rnarbta ancfln thelri. :·~Already 
linked debt relief ~gnilea thiit more ~ ~ , a,n, -~•• U.S. 
than U.S. banking intereata are at1take, · ~ are oqw hit bf ~1-d •rlceta 
He advlncee two-reellatic objectiYeli:to ind '""i..t ,World~ ~1)Ul' own 
... _i .. trade conceealo In ~ - .... 1.,1:~~ .:...~~-:::e.r .. In• """&""' na .. _,.. UVIA ~~· .•• n 
for limited and highly selective, . ~'~ ~ '' ll:llna pc)W• 
rellef, and to turn around the offlclelb' er, mar;, U.St e,cpoiti\ and JIii of an 
aulated debt collection proceae that baa Import iamllionfrom the~ 
become a major foreiin policy llabllity, UntlmelY debt .Nl'Ylcie ·• 1nvo1vea 

Two features of today's debt coUec- troUble lril;.1d1bWmca.~1tre..gooda 
tlon prooeea are Important to under- for exporta or to cut'dowil-~ ,1pend-
atand. First, debte are being eervlced to . Ing, ~~ -~ ~ wagee 
the detriment of U.S. trade inter91t!, have ~ ~cut ~. ~o&Qyercent 
Second, debt is being aervlced by a_deep for .-mplj fn ~t~ption 
cut in Latin America's investment pro- per capj~·.l\tll-4eclineflha.rPJy, ·But the 
grams. For both reasons the preeent brurlt ~ :the ~teillq'~ _fallen on 
debt strategy works to the detriment of investment., The_. numtlielJc":ate scary: 
broad U.S. interests. ., from 1983 to' 1985 b)veeqnint,aH ratio 

Debtors can pay Interest only If tMy of GNP fell by fl~~ points 
eam the dollara with which to pay- below Ute avera,e.oUHe,pnvioureeven 
they have to sell more to us and buY Iese felU". That decline coc1.- almost 
from us. And Indeed they have. Since exactly to the ~ in'the trade 
1982, U.S. trade with Latin America balance, In ot~ ~ ~rica 
has experienced a awing of fully $15 pays lntffl!et ~ .ehatpx- · levels 
billion not even counting eervlces. Latin of lnveetment 1n IOllie net 

't;• ,.:\ 1, I • 
...:,,,_ - .;., 

investment baa fallen to zero or eveo, with write-downs of principal and inter­
turned negative, Argentina being a dse est, and less than 3 percent was ser­
in, PQint. l;bat is frightenlq beca.~ . .• Yjc«t .on tho orip1'l contracta of the 
there: JI ~ -e,cpanaion in ciCJICity, afld• · principal outatandin1. And Latin Ameri­
jobs ~ite a strongly growing labor- . ca pr~red. 
force~ The supply ■Ide le~ · 1 By ~ debt lel'Wle Latin 
llli Q(lt, but it is the supply side that A-..... -- nain...l room to 't uch 
muet ~tel)' pay the bllla, Debt relief .· nu-- ..,..-.. lfOW • m 
would mean that Latin America baa the hiaher ra~ than the depreaeion-etrlck--
rt!IOURlN to Invest. Instead •d eenin, en lndUltrial countriel. The trade IW'• 
ahoel In t111 United Statee, Latin Ameri- pluaea were not enou,ll to provide re-
ca111i· coul!l· keep· them and aleo buy IOUrcel for both arowth and lntereet 
mac:ldnee from ua. . . peymenta. But once countriel walked 

WlUfam Cline (op,ed, Julf 16) bM 1W1Y from theJr debta, there WII plenty 
araued that thlnp are improvina ..;th left to support an impraelve period of 
aul(k:lent certalno/ k> make hancin,-ln arowth and lnduatriallatio Juet the 
the belt ltrltel)', Debt relief would ame happena today: new money is 
erect inlurmountable obetaclel apln■t a needed to roll over bad debta, not to 
return· to wluntary lending. Countriel pow. Latin America can chooee be-
that blclc out ol debt ~ .now, tie · tween two optiorla. One ii to keep on 
aaya, will be on the lidellnee ol the tame lhrinkln8, at the rlak ol extreme aoclal 
of lnternadonal finance for the' N1i01_1 • and political lnatabWty, the other la to 
and beyond. But hla argument carriee . -challenge the creditora to a more equita­
little ~. Debtora In criala nor- · ble prosram ol debt eervice. 
mally derault, and they get by ~th it, . Latin America contem !ates thit lat• 
That happened moat recently III the . P 
1930I when· all of. Latin America wrote ter option, aa ii apparent from the 
down 1p debtl, eervlced them In 1etal Mexican tremor■ and from the ■econd· 
currency or almply failed to pay. The band market for Latin debt& Bank loans 
Forelan Bond Holdera Protective Coun• to Brull~ in thla market at 74 centa 
ell reported In 1949 that of the whole, ol on the dollar, thole to Mexico at 58, 
Latin America'• debt, half was In corn- Araentlna'e at 66 and Peru'a at only 23. 
plete default. 45 percent WU .-viced Theee prioet do not lial8l the Imminent 

return of volwitary lending; they rather 
suggest loans in need of repair. 

With indecent eagerness we have 
provided a tax haven for Latin Aimrican 
capital flight while forcing real wage 
cuts and miaery in an effort to Cl0illect 
timely and full interest for our banks. To 
believe that there are abeolutely no 
foreign policy costa to this traveaty ii 
naive. The banka feel that nobodJ 
ahould make wave& They ~ U. 
■tatua quo on the rationale that aconec 
or later the taxpayer will have to be 
brought In to let the banks off the boolc. 
The Bradley proposal rules out thil 
option and propoees instead to r. the 
plug on the mlnd1eaa mugging. advo­
cates a ~ve, long-term trade 
and payments relation with our third- : 
largest trading partner. It recotnizet . 
that by helping the debtors we can onlr •­
gain: the debts, with eome relief, wlD bf", 
worth more because default is much le9I •· 
likely. Because of relief, there la. ~ , 
for more U.S. trade and jobs, What ii 
more, all of it adds up to good foreiill 
policy. The proposal now requiree legie. · 
lative support to make it operational. . ; 

Tiu writ,r, a profeuo, of tcOMMW •. 
at MIT, was port of a wo,ki"ll "°"' 
that help,d Sen. Brad{ey dev,loj lu 
proposals on tral.U and debt. 
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INFORMATION 

MEMORANDUM FOR 

THRU: 

FROM: 

STEP~~- D 

STEP~Nr~ ~R 

July 15, 1986 

NatfSecMJIN, 
hulNn 

SUBJECT: The Bradley Plan for Latin Debt Relief 

In a speech in Zurich on June 29, Senator Bill Bradley outlined a 
bold alternative to the Baker Plan for managing Latin American 
debt. Bradley's thesis is that Latin debt is too large to allow 
sustainable e·conomic growth. Key elements of his 3-year recovery 
package are as follows: 

o Interest rate relief of 3 points per year on all official 
and commercial debt • . 

o Forgiveness o~ principal of 3 percent per year. 

o No new commercial lending. 

o Lending by multilateral development institutions of $3 
billion per year (as in the Baker Plan). 

The Bradley proposal also differs from the Baker Plan in several 
other respects. For example, Bradley would allow each debtor 
country to design its own economic recovery package; the Baker 
Plan calls for packages negotiated with the IMF. Attached at Tab 
Bis a table comparing the Baker and Bradley proposals. 

Analysis 

The Baker Plan -- and established Administration debt policy -­
is built on the premise that debt forgiveness will hurt debtor 
co~ntries more than it will help, because future new lending will 
dry up in the face of bad credit ratings. 

Bradley rejects this premise. He believes that debt forgiveness 
will improve the flow of new credits as economic growth picks up 
and as capital flight slows. Bill Cline of the Institute for 
International Economics argues (see Tab S) that Bradley is 
wrong; banks are not likely to voluntarily take loans off the 
books, and there is no way to force them to do so. Moreover, 
Cline concludes that the cost to the banks would be extremely 
high -- cutting annual profits in half and reducing capital by 17 
to 25 percent. 
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Debt forgiveness cannot be ruled out for some country in the 
future. Mexico is the most likely candidate, since it will be 
extremely difficult for Mexico to halt the growth in (let alone 
reduce) its $100 billion stock of debt. However, the plan now 
being developed with the IMF calls for economic restructuring 
that could help Mexico realize its impressive potential without 
drastic steps. That plan deserves solid U.S. support. 

The second-guessing of the Baker Plan by Bradley and others is in 
part due to the slowness of the Plan to take shape. In fact, all 
the elements of the Plan were never meant to be in place at once. 
The Administration faces a challenge in delivering the U.S. share 
of the proposed $3 billion annual lending by MDB's in the current 
budget environment. 

Conclusion 

The Bradley Plan is based on a faulty reading of the impact of 
forgiveness on commercial banks' willingness to extend new loans 
in the future. Debt forgiveness is not appropriate now. 

Attachments 
Tab A - Table (Comparison of Baker-Bradley Plans) 
Tab B - Article by Bill Cline 



Issue 

Coverage 

Time Period 

New Commercial 
Lending 

New Multilateral 
Development Bank 

Lending 

Interest Rate 
Concessions 

Forgiven Principal 

Economic Recovery 
Plan 

Implementation 
Process 

U.S. Bank 
Regulations 

A COMPARISON OF THE BAKER AND BRADLEY PLANS 

Baker Plan 

15 major Third World debtors -­
mostly Latin America 

3 Years 

$20 billion over 3 years 

$9 billion over 3 years 

None 

None 

Negotiated between debtor 
country and IMF/IBRD 

Country-by-country 

No change 

Bradley Plan 

15 major Latin Debtors 

3 Years 

None 

$9 billion over 3 year 

3 percentage points 

3 percent per year 

Developed by debtor 
country 

Annual "Trade Debt 
Summits" 

Regulatory Review 
Board created to 
consider easing bank 
regulations 
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Bradley~s .beht Plan Won't Work :, ... · · 
With hia~tiall•• ~tect \epla,. Onl; one country on the Baker tiat-Boliv- ,;·~~..;;_,future date. So tbe Bradley 

tor fr~y itreogtheaed bi, -~ on do- la-:teema cloee to needlq the kind ol bank- . • plan would IOt ,_. to avoid ".e!U~clebt 
meatic tax reform, Seo. Bll'.M (D-NJ.) 

1 
ruptq,type measures propoeed by Bradley/ oo· o&cr.,Jiii" ket: flaw he cites iq~tho!Wir 

has now tumed bia •ttentioa tb;tbe ~- and ita debt ia tiny. Despite their difficulties iiiffiiuve. · ,; 
tiooal debt problem. At a ~ -Zuricb meet- Iteming min IQw oil prieea (Mexico, Ni,e- . The ahort-tetm gains for debtori would be 
ing, Bradley critici.ed the '~ :"Baker ril. Ecuador) and commodities (Argentina, amall and uncertain. The Bradley plan would 
Initiatwe• strategy ·of . Tr-, ~ 01Ue, Uruguay, Peru), moat of the other permit a one-time increase ~or 
James Baker, under which 15 ,.._ debtor debtor countries would do far better to follow imports 1w Die 15 !,!Da!!lklliec1...r ~c211D_!allliwtia..m-....--~-lll•-
countries would receive~O in .new Baker than Bradley. . "GNP pins by perhaps half. The-Mt pin ol 
lending from foreigq baob '8 Illian in : The Bradley proposal glouea .ovet ."an im- ljffly l ll'I'oent in the GNP would moet Uke1y 
additional aupport frpm . . -~ -· portant detail: There would •m to be ug be ~ dlan offllet by future powth 1QNea 
ment banka over three· Y'/lft ,q:lllaae tqt ~DWP that c:oold fo&ice_ baoi• ii wociated witb damage to the COUQtlT.I _a;ed-
policy reforma on trade, ~ pd in l_!Jgyiib cJajlPI, While the baob might be it repu~ · · .. 
state enterprises. ~ ~ Mlatead preaaured into abstaining from .attempts to The eoet of the rro,oa•I would N hlalr fef 
that for a three-year period, -.. amwally eeiae aaaeta and expocta, and · they might the_ballkL FOf the nine largeat U;S. ...., 
forgive 3 percentage pomta. GC ,....._ and write clown the debt .in their· books, they · ~•would eliminate half o( tbtl IDDlfll 
extinguish 3 percent of· ~ ·Md b; ···- almoet certainly would retain '*ir claim to profits, and would COl_!lJ>!~~~!Y . .i,Unwwte prof-

the debtor countriea. Moreover, financial 
marketa could be adveraely affected, and 

· induced increaaea in U.S. interest ratea could 
eaai1y offaet lite 50,000 or eo jobs likely to be 
generated by extra U.S. exports. 

The fact•.~ today ~xico alone~ 
flash · t of m. The 

o pncea · ted the problem on 
oil ~ . (Iii.de from Venemela) 
Mexico ia tt.,: ' -~ debt that ia large 
by interoatl ataadards. Mexico's 
protracted with the International 
Monetart . doee to coocluaion, 
and the aat . ' · -., ia the arranaemeot 
of" fioeodal ~ • froat the banks. 

ico's external ao-
. r.,:.:--- . 

coun 
these countriea. In ~tum, ' ~ fOWltrlee eventual repayment of ~ and accWDll-" ifiifregulatoaj a•thor1ties re<1uiNd-banb to 
would undertake economic ;_..··of their late interest. If the couatrY. .~r sought to · eeE uide loan .Joie reserv~~ciiiii interest loo lowerlnb!nllf -ntea plus higher QOIH>il 
own design. , · ' . . enter capital markets a~ iltt ·would have to aiia pniiclpil loaei would reduce the capital expotti ibodf~te for a significant 

The Bradley plan amounta ti> ndical, un. dell wit,b this backlog. It ia ,elily>ly that haoka · of tlae,e banb ~ 17 to 25 perceat. clepeodi"I ~ tbnl~~ revenue. lfowever, · 
tested medicine that could do mop damage would voluntarily forgive • the amounts in· on tax offeets.. · · poli6cil~exico have puabed ita 
than the diaease. Ita .cen~ ia ~ ~vi:.. QIRlltton, beciuiie there woul!l,be ~ 1ndeed, the Bradley plan seema to miaa a authorities , .. ,!f"f doeer to insisting oo 
~ion . of temporary_ ~e,'e'f tq_ cl4bton at the for them to espect the~ pr~tt central ~ because the baoka .are lever- some form (il · • · · · relief, a poeition 
~ of nei1'IY""$$0 ~ M »Mt, ot npyrpent of die ft!IIIDldtt to outweigh aged, uain, other people's m<>D..t, a great the Bradley _ "teoda to legitimise. Foe 
~tlioiit conij,eoaatacil"1iltl.e ~ bJ in- ~7firect ~ and becauae they could deal ol damqe can be done to~ bub Mexico'•· · · ~~!L~ more &ralti· 
duatrial-couotr ~~ -,Becluee the expect ~ity prices antt other factora w , ~t provi4in, "1l()re than ~ fqi: , tionafii _ _ .. :...a;,1~e..would aeem to 
plan would daman OOUll~ ntina, for I . . . • • . • • . ' 1,e . . - . c:oncessional ~-
years to come ~ ~ oily limited .. • __._,,.._~....... ' . · Il a new· · - tive polffically, 
growth~ f« ~ - , ~ c:iountriel· it . · _ ·~ · an_ biat'rumenl ---1~ paymeota to oil 
~be~ ·"- . . ~ · pncee.--~ market value (by pro-ne BnilleJ ...,.,... _. \not ~o recog- · -• ··,. · · · -': · · · · ·.-' :, "'R p ......,, '6- _vicling·•-- ;.,,.,.,...- above intematimt-
• tliat ......,-~o( tM fl47 billion debt · :. .~ '. · Rt, al inten1t•~ price of oil eoan) while 
ped. tc ~ W.'8 - • ] 5 6 8akec . ~ l ~o O Offerins a:::iFst (at rates temporarily 

. toantr1ea• ..... IJt-lliltkd t:bat demonstra- . r ~tsr . below Jllllrtret ~ 
bly do nOt ,.eed debt)elfef at dUi time. Brazil, · · · ~- Sen. 8nlley ._. oite of our most talented 
which alone owee $71 Wllloii, aitrently enjoy1 "'- ··. '.; : • · · · , la~ ~ ._proposal on debt would be 
a trade surp1ua el $13 billion and rapid dome&- · ··. ~ ., :-. : 1

: ;.n;: ~' ' · · · ... coun~:Whereaa the ~er initia-
tic growth (8 percent la8t year). Venezuela, ' '• · · ' · ' · ' tive ·ii~ to all debtor countries, the 
with $26 billioo bank debt, flolciS foreign · B~ pllil it-Wt is a surgical instrument 
reaenes of $16 billion, aocl eYeO with the that abolllcl be reserved for only the most 
collapee in oil prices! · should have on.!IJ_. ememe -Cllel~ Aa currently formulated. the 
~.! deficit in it! external arrt>unialfollow- plan opt only "politicises debt" -a goal the 
ioja large surplw1 iJl 1985). An upper tier rA Cartagena Group of Latin American debton 
countries includiq Brgl, Ve- C.alom- has uoaucceaafully sought for· two years-but 
bia, Yugoslavia, ancftbiI~~. aeems ,_!ll'.i~ ~'"11'-I.Tl.i~~- - .. -, riska inftictinc long-term injury on the very 
far- from- need,,ii-~ cooceeaiorial relief pro- ·,i countriel it • deligned to help. 
posed by Bradley. Yet thia tier accounts for 
43 percent of ~ bank 'debt and 39 percent of 
the population of the' 16,Baker countries. 

• 

Tu ""11# u" M.tior-fallow at the lnstituu 
for lntmtalinal ~ 
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DISTRIBUTION: BURG-01 Q.!fil:.fil HUGH-01 NORT-01 RAY-01 TILL-01 
\IIGG-01 /007 A2 

\/HTS ASSIGNED DI STR I BUT I ON : 
SIT: 
EOB: 

OP IMMED 
STU28 l 7 
DE RUEHBU #2050/01 0662817 
0 872 0152 MAR 86 
FM AMEMBASSY BUENOS A I RES 

TO SECSTATE 1/ASHOC IMMEDIATE 1156 
TRE ASURY 1/ASHOC IMMEDIATE 

UUCLAS SECT I ON 01 OF 02 BUENOS Al RE S 02850 

PASS FEDERAL RESERVE BOARD AND NY FED 

E. 0. 12356: N/ A 
TAG S: EF IN, IMF, AR 
SU BJECT: G- 24 PREPARES POSITIONS FOR APRIL IMF/IBRO 

MEETINGS 

REFS : BUENOS Al RES 1482, 1452, 1495, 1667 

1. SUMMARY : THE G-24 MET IN BUENOS Al RES MARCH 6 TO 
FORMULATE POSITIONS FOR THE APRIL IMF/IBRD MEETINGS. 
PRE SIDENT ALFONSIN SPOKE AT THE OPE NING SESSION, 
DEL IVERING A TOUGH DECLARATION OF THE GOA ' S POSIT ION 
OH FOREIGN DEBT . DESPITE RECENT GOA PROGRESS 111TH THE 
IMF ON ITS ECONOMIC PROGRAM, ALFONS IN' S SPEECH 
CONTAINED THE SAME CONFRONTATIONAL RHETORIC THAT OTHER 
GOA ECONOMIC OFFICIALS HAO ALREADY EXPRESSED PUBLICLY 
IN RECENT \/EEKS (SEE REFS) REGARD I NG THE NEED FOR 
"GREATER RESPONSIVENESS" FROM CREDITOR COUNTRIES AND 
INST ITUTIONS TO HELP OVERCOME THE CURRENT DEBT 
CRI SI S. IN HIS CAPACITY AS G-24 CH AIRMAN, ARGENTINE 
ECOHOMY MINISTER SOURROUILLE BRIEFED THE PRESS AT THE 
CONCLUSION OF THE MEETING, GIVING DETAILS ON THE THREE 
MAJOR AREAS OF DISCUSSION: FOREIGN DEBT, RESOURCE 
TRANSFERS, AND INTERNATIONAL MONETARY SYSTEM REFORM. 
THE FINAL COMMUN I QUE OF THE MEET I NG IS NOT YET 
AVAILABLE . ENO SUMMARY 

2. PRESIDENT ALFONSIN ADDRESSED THE OPENING SESSION 
OF THE G-24 MEETING HELD IN BUENOS AIRES ON MARCH 6, 
US ING THE OCCAS ION TO FORCEFULLY RE ITERATE THE BASIC 
ELE MENTS OF THE GOA POSITION ON FOREIGN DEBT. 
ALFOflSIN SAID THAT THE DEBT CRISIS ll lll INEV ITABLY 
DEEPEN UNLESS EXISTING CONCEPTS ON CONDITIONALITY OF 
LOA NS ARE MODIF IED TO TAKE INTO ACCOUNT CHANGING 
ECONOM IC CO NDIT IONS AND INDUSTRIAL COU NTRIES ACCEPT 
TH EIR RESPONSIB ILITY FOR ADOPTING ADEQUATE ECONOMIC 
POL 1CIES. ALFONSIN SAID ThAT "THERE \/ILL NOT BE PEACE 

JF l~TERNATIONAL RELATIONS CONTliUE TO BE DOMINATED BY 
AN UNJUST ORDER; NEITHER WILL THERE BE ROD,!1 FDR 
CO.OPERATION IIIJHQUT THE MIii XO REFORM 1NIEBNAT I ONAL 
Su.:_EMS . " ALFONS IN WARNED THAT, WITHOUT INTERNAT IONAL 
COOPERATION, DEBTOR NATIONS IIOULD BE "CONDEMNED TO 
SEE K SOLUTIONS THAT COULD AFFECT THE STABILITY OF THE 

SYSTEM THAT \IE ARE ALL OBLIGED TO SERVE ." ALFONSIN 
CRITICIZED INDUSTRIAL COUNTRIES FOR MAINTAINING 
DEFLATIONARY POLICIES ANO UNFAIR, PROTECTIONIST TRADE 
PRACTICES 1/HICH HAO PRODUCED A VERTICAL OECL INE IN 
COMMODITY PRICES. COMBINED 111TH THE OBLIGATION TO PAY 
CONTINUED HIGH INTEREST RATES ON FOREIGN DEBT, 
DEVELOPING COUNTRIES HAO BECOME NET EXPORTERS OF 
CAPITAL TO INDUSTRIALIZED NATIONS. ALFONS IN 1/ARNEO 
THAT THIS SITUATION, PLUS THE DECLINE IN OFFICIAL 
DEVELOPMENT ASSISTANCE , PRODUCED CONDITIONS WHERE 
"LIBERTY ITSELF IS IN DANGER DUE TO THE GROIIING 
TENSIONS GENERATED BY I/ANT, MISERY AND HUNGER. " 
ALFONSIN EXPRESSED SOME HOPE, HOIIEVER, BY NOTING "THE 
GREATER 1/ILLINGNESS TO CONSIDER INTERNATIONAL MONETARY 
REFORM AND GREATER ACCEPTANCE OF THE POLITICAL ASPECTS 
OF DEVELOPING COUNTRIES ' FOREIGN DEBT PROBLEMS." BUT, 
ALFONSIN ADDED THAT FINAL SUCCESS 1/0ULD REQUIRE THAT 
"INTEREST RATES RETURN TO THEIR HISTORIC LEVELS AND 
COMMODITY PRICES INCREASE TO ACCEPTABLE LEVELS. " 

3. AT THE CONCLUSION OF THE G-24 MEETING, ECONOMY 
MINISTER SOURROUILLE, THE CURRENT G-24 CHAIRMAN, 
BRIEFED THE PRESS ON THE MAIN ISSUES DISCUSSED: 
FOREIGN DEBT, TRANSFER OF RESOURCES, AND INTERNATIONAL 
MONETARY REFORM. 

A) FOREIGN DEBT: SOURROUILLE SAID THE G-24 COMMUNIQUE 
\/ILL REFER TO THE COMBINED NEGATIVE EFFECTS OF HIGH 
INTEREST RATES, LOW COMMODITY PRICES AND 
INDUSTRIALIZED COUNTRY PROTECTIONIST POLICIES, AS WELL 
AS THE ASSYMETRY IN PRESENT ADJUSTMENT EFFORTS 1/HICH 
PLACES ALL OF THE BURDEN ON DEBTOR NATIONS . 
SOURROUILLE SA ID THAT THE G-24 1/0ULD SUGGEST A SYSTEM 
OF APPLY ING DIFFERENTIATED INTEREST RATES FOR "OLD" VS 
"NEIi" DEBT AS ONE MEANS OF OVERCOMING CURRENT 
PROBLEMS, AND HE STRESSED THE NEED FOR APOLITICAL 
DIALOGUE 111TH CREDITOR GOVERNMENTS TO WORK TOI/ARD THIS 
SOL UT ION. 

Bl TRANSFER OF RESOURCES: THE G-24 DOCUMENT \/ILL CALL 
FOR INCREASED OFF ICIAL LENDING TO DEVELOPING COUNTRIES 
IN ORDER TO REDUCE THE PREPONDERANT ROLE COMMERCIAL 
BANK CREDIT NOii Pl AYS IN FI NA~G GROWTH FOR MANY 
DEVELOPING COUNTR IES . SOURROUILLE SA ID THAT THE GROUP 
HAO REEXAMINED THE BAKER DEBT INITIAT IVE AND FOUND 
BT 
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TO SECSTATE WASHDC IMMEDIATE 1157 
TREASURY WASHDC IMMEDIATE 

UNCL AS SECTION 02 OF 02 BUENOS AIRES 02 0 50 

P ASS FEDERAL RESERVE BOARD AND NY FED 

E . 0 . 1 2 3 5 6: N / A 
T AGS : EFIN , IMF , AR 
SUBJECT: G-24 PREPARES POSITIONS FOR APRIL IMF / IBRD 

SOME POSITIVE ELE ME NTS , E.G., THE NEED TO CO NSIDER THE 
DEBT PROBLEM WITHIN THE FRAME WOR K OF ACHIEVING 
ECONOMIC GRO WTH . HOWEVER , SOURROUI LL E SAID THE 
RESOURCES INVOLVED IN THE BA KER INITIATIVE -- ABOUT 10 
BIL L ION DOL LA RS PER YEAR FOR THREE YEARS -- WOULD BE 
INSUFFICIENT , P ARTICULARLY SINCE "ONE COUNTR Y ALONE IS 
G..QlNG IQ NEED ABOIIT TfolPT MIJCH . " THE G-24 WILL CALL 
FOR INCRE ASED WORLD BANK LENDING , WITH ITS T ARGET SET 
AT A "" 4 P-Ef1C~N T Al'~l~U A L IC>IC9EASE I bl b. ENDING ACTIVITIES 
TO REACH AN ANN UAL VOLUME OF 21 . 5 BILLION DOLLARS BY 
199 0 . SOURROUILLE ALSO SAID TH AT WORLD BANK LENDING 
SHOULD NOT BE TIED TO SPECI AL CONDITION ALITY CRITERIA 
OR LIN KED TO IMF CONDITIONALITY. 

C) REFORM OF THE INTERNATIONAL MONETARY S YSTEM: THE 
G-24 WILL PROPOSE THAT THE IMF EST ABL ISH A WOR KING 
GROUP ON THIS SUBJECT, TO BE COMPR I SED OF BOTH 
DEVELOPED AND DEVE L OPING NATIONS . THE G-24 WILL 
PROPOSE THAT THE GROUP OPERATE ON A CONSENSUS BASIS 
RATHER THAN BY WEIGHTED VOTING. 

4 . THE TEXT OF THE G-24 COMMUNIQUE WA S NOT RELEASED 
ON MARCH 6 DUE TO " TECHNICAL REASONS. " FULL TEXT WI LL 
BE CABLED TO WASHINGTON AS SOON AS AVAILABLE. 
BUSH NELL 
BT 
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WASHINGTON, D.C . 20506 

CONFIDcU'i'I.\L ATTACHMENT 

MEMORANDUM FOR RAY BURGHARDT 
PHIL HUGHES 
JACKIE TILLMAN 

FROM: STEPHEN I. 

January 21, 1986 

Following the Cartagena roup meeting in Montevideo, I 
requested a Treasury analysis of the counterproposal 
(Tab A) . 

I hope you find it useful and would appreciate any comments 
you might have on either the analysis or the policy. 

<::OHFIBEM'TI:M .,..:a .. TTACHMENT 
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