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leader's orders whether it be a democracy [their
type] or other government. The one thing they re-
spect is power and the U.S. has that.

I would appoint a committee to study the
debt situation, like the old Hoover Committee in the
Defense Establishment or the Committee on Social Se-
curity. That bipartisan committee would recommend
to the World Banks that the debt be "segregated" and
extended to a 30-50 year pay out combining interest
and principal. I would do two other things based on
that agreement:

(a) For the banks: I would have the FDIC
and the other supervisory authority (the State if
it's a state bank, the Comptroller if it's a nation-
al bank) agree that the banks in question be allowed
to carry those debts in the first category -- that
is "performing” so nothing has to be written off and
no reserve has to be set up. If the banks ever get
to the point that all these debts are considered
"performing” or good debts, the reserve for bad
losses go down and earnings go up and the stock of
the banks go up. The banks can be pushed on that.
If they don't agree, then the agencies can be
"pushed™ to force higher reserves. My experience
with the large New York banks is that they are very,
very poor politicians and they need some strong
guidance,.

b) For the countries: They, of course,
will be delighted with (a) but I don't trust them to
continue paying. There must be a mechanism built in
that rewards them if they pay and punishes them if
they don't. 'The way to do that would be to estab-
lish a new series of development bonds at the World
Bank for Third World debtor nations. They would be
entitled to pew loans on a long term basis from the
l -
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B i due on the
repayment of the old debt -- once paid they would be
entitled to Y dollars in new loans. The new money
from the World Bank must be contingent on paying the
old. The only way, in my opinion, to insure these
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three countries continued repayment is to use this
approach, otherwise some wise guy will find a way
not to repay. This kind of approach politically, in
my opinion, is good for the U.S. and these coun-
tries. And we should take the initiative to do

this.
My best.

Sin¢erely,

Encls.
LWL:mns
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The markets

Interest rates remained high on austral free-credit markets. High rates in part
reflect the authorities’ tough mo1 .ary policies, but are also due to the still
wide credibility gap among market participants.

The Central Bank has been imposing incremental reserve requirements on banks tc
sterilize the extra liquidity resulting from capital inflows. By these means,
austral rates never fell below 6% per month.

1t, even with such rates, the parallel/official exchange rate gap has beer
hovering between 15 and 20%Z. This : ::ms to be the best possible trade-off, giver
the present level of confidence. Easier credit and lower rates would lead to 2
larger exchange gap. A smaller gap would seem to require even higher austral
rates.
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Bank of Boston 1issues Argentina Newsletter occasionally as a service to
customers and friends interested in general, informal commercial coverage on the
region. We welcome your comments and suggestions. Although Bank of Boston makes
every effort to insure that information contained herein 1is accurate, this
Newsletter is inter :d for informational purposes only, and the Bank does not
assume responsibility for its contents. Not to be quoted or published.














































either the World Bank or at private institutions, where the
borrowings from their new facility would be dependent upon
the country making its repayment schedule on its old debt.
This would be a "carrot and stick"™ approach to make sure
that if an agreement was signed with country X and its cre-
ditor banks to repay the old debt, their new borrowings be
dependent on that repayment. In other words, if on June 1lst
a payment on the old debt is due, it's pa’~ or the country
cannot draw on its new facility. And I would require all
past quotas on the o0ld debt due until you could borrow on
the new one -- cumulatively. A plan such as this or similar
to this would do so many things that I don't have room to
list them all:

1. It would solve an unsolvable problem and stop a
coming disaster for the nations and the banks.

2, It would allow the banks to reduce their reserve
for bad ¢ »ts and permit them to carry their Third World
debt as good loans, increasing capital, dividends - even
bonuses.

3. The countries would not only have breathing
space but have no excuse for not getting their houses in or-
der.

4. The effect on American exports would be like a
storm. Psychologically, the shut doors for markets would
open and we would have a market for the products we do best
—— heavy industry which is shut down today.

5. Lastly, the political result to the United
States, the western free world and to the concept of free
trade would be enormous. We have a Monroe Doctrine that has
not been mentioned in years. As we used a Marshall Plan
after World War II, we would be able to show the developing
countries that we not only have economic capabilities but
‘1te” lectual responsibility and intere¢ t in them.

CONCLUSION

There is no point in trying to blame anyone. Both
the banks and the nations themselves were guilty of perhaps
gross negligence in lending and borrowing these funds. No







































