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MEMORANDUM 

NATIOIAL SECURITY COUNCIL 

·April 20, 1982 
INFORMATION 

MEMORANDUM FOR NORMAN A. BAILEY 

SUBJECT:. 

SUBJECT: 

ROGER w. ROBINSON,, J~Ol 
Comments Related to Federal Reserve Staff 
Paper on IMF dated 4/5/82 for Meeting of 
International Monetary Group on 4/20/82 

As per our discussion of 4/19, please find below some brief 
comments/questions concerning the Federal Reserve Staff proposal 
referenced above after a "once over" reading. 

1. Overall, I concur with the general thrust of the paper 
propos•in·g some type of new permanent "second tier" facility of 
IMF support for the increasing number of insolvent semi-developed 
and developing non-oil producing countries.. However, the scope 
of the potential "shock" to ·the international financial system 
caused by this rash of sovereign debt reschedulings, in my 
judgment, has been substantially underestimated. As a result, 

i 

the prescription recommended does not provide sufficient amounts 
in the new permanent "facility" to cushion . the financial community , 
particularly the private commercial banks, from the domino impact 
of substantial risk assets .frozen in questionable reschedulings. 

2. In order to achieve a consensus view on the approach 
the U.S. should adopt to restructure or enhance the capabilities 
of the IMF, a major educating effort .will have to be undertaken 
concerning the nature of .. the emergent challenges confronting the 
international financial system. The problem largely involves a 
fundamental shift in the method of .recycling petrodollars that 
has been in force since . the oil price hikes of 1973. Cormnercial 
banks (via London merchant banking activities) are withdrawing 
rather· precipitously from untied balance of payments lending 
to the vulnerable category of countries referenced above due 
to having largely reached. internally determined exposure ceilings and 
the assessment of inordinate risk attached to continued sovereign 
lending during a period when their tr,ditional funding sources 
are uncertain and volatile, i.e., U.S. banks cannot bridge 
Yugoslavia's . financial short-fall . if the FRG, UK and Swiss 
banks refuse to fully participate and .vice versa. Although most 
of these vulnerable countries have implemented austere stabiliza
tion programs, it will probably take between 4-10 years until 
the major economic adjustments entailed can close current account 
deficits and thereby sharply curtail or eliminate borrowing 
requirements. During this "window" period, the IMF, which is 

,,, 
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not constrained by caneideration for private shareholders, 
has to be reinforced and restructured to offset this sharp 
reduction in available financial resources. 

3. Consistent with the above scenario, the proposed new 
perm~ent "facility" would probably have to be implemented 
in tandem with a large increase in quota subscriptions, perhaps 
from SOR 60 bill-ion to. SOR 125-150 billion. The new permanent 
"Restructuring Facility" (possible name for new facility) would 
probably have to be at least SOR 25 billion or. higher if a 
method is found to consolidate other IMF facilities (i.e. SAMA, 
the Oil Facility). into the "Restructuring Facility." To support 
and "fine-tune" these high . figures will require considerable 
research,but at this preliminary stage it may suffice to examine 
the growing crisis in commercial bank exposure to sovereign• 
borrowers. At present, Poland, Costa Rica, Senegal and Romania 
are engaged in rescheduling discussions with Argentina, Yugoslavia, 
the . Ivory Coast and possibly Mexico waiting in the wings. In 

) addition, about a dozen other countries are either already in 
reschedulings or will be imminently. It is probably no exag
geration to estimate the assets involved at between $75-100 billion 
(of course only a portion of this is rescheduled in any given 
year). The top U .s .. commercial banks probably have between $400-
$'1 billion in "classified" sovereign risk assets and therefore are 
rapidly approaching the threshold of sustaining substantial 
bal.ance sheet damage. 

4. The extent of ti.s. leverage should be key in determining 
our level of suppo.r .t for the structure and size of any new 
permanent facility. The impending disruption of the international 
financial system is already l'aced with security dimensions and therefor 
the need for the Administration to differentiate among countries 
who are to receive funds , amounts, and terms · and conditions (i.e. 
Hungary differentiated in Eastern Europe and a fire-wall constructed 
around Yugoslavia to offset continued Eurodollar market denial). 
We should support a "case by case" determination in all of these 
categories with particular emphasis on terms and conditions to 
discipline economic programs, the level of data disclosure, and 

· potentially moderate geo~political behavior. Pursuing our policy 
objectives within the "neutral!' context of the IMF would also 
be more palatable on Capitol Hill than seeking untied emergency 
aid to countries such as Yugoslavia on an ad hoc basis. 
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MEMORANDUM NON- LOG 

NATIONAL SECURITY COUNCIL 

INFORMATION 

MEMORANDUM FOR WILLIAM P. CLARK 

FROM: 

SUBJECT: 

NORMAN A. BAILEY 7lf, 
Bank Credit Analyst 

Thank you for sending me the April 1982 issue of the Bank 
Credit Analyst. The analysis is brilliant and right on track, 
particularly the following excerpts: 

"The U.S. and world economy is now approaching the 
moment of maximum danger. A stampede for liquidity 
at this point would .result in a mass liquidation of 
asset ·holdings, pushing many prices, already depressed, 
to ridiculously low levels. •The financial system 
would be very quickly bankrupted, followed closely by 
a great many property owners and many industrial 
corporations ..•• In fact, liquidity would be greatly 
reduced, if not eliminated altogether." 

* * * 
"Mass liquidations have been avoided so far, but without 
eliminating the probl em. Debt burdens have continued 
to mount and the debt structure has become ever more 
fragile •.•• The longer such an approach continues the 
greater the fraility and the more potentially vulnerable 
the financial system and the economy becomes." 

" •.• for the moment there is a worldwide attempt to 
turn back the inflationary tide primarily through the 
use of restrictive monetary policy. Only time will tell 
how successful that attempt will be, but one thing is sure. 
It imposes extreme pressure on the economy, particularly 
on debtors, and there is the danger that a very fragile 
financial system will break with catastrophic consequences 
for the whole economy . • • it is not clear tha t t he 
Administration is f ully aware of the risks it is taking." 

* * * 
"Gradually, piece by piece, the international financial 
jigsaw puzzle is coming apart, and in the process destroying 
the assumptions on which it was built up in the first place." 
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"Russia is in no position to bail out Poland and may 
yet go into technical default as well .... The Russians 
have been consistent throughout. If their behavior is 
now unacceptable we have to ask why on earth they were 
allowed to go into debt on such a massive scale in the first 
place." 

" ... in the present deflationary environment, this is an 
extremely dangerous time to try to change direction -- just 
when the vehicle is starting to run out of control ... 
the major change required is a tightening of the conditions 
under which credit is granted, both internationally and 
domestically." 

"As in the number of technical defaults (reschedulings) 
increase ... the financial sector could become extremely 
vulnerable." 

* * * 

"The financial system, both internationally and domestically, 
is highly fragile ... For the moment it looks as though 
the system can be held together, although some companies, 
countries and financial institutions are likely to go under~' 

cc: Henry Nau 
Gus Weiss 
Roger Robinson 



BRAZII.rUNITED STATES BUSINESS1EN 'S OONFERENCE 

Washington, D. C. 

May 12 - 13, 1982 

Speech by Antonio Gebauer 

Senior Vice President, M:::>rg~ Guaranty Trust c:ompany of New York 

President, Brazilian-American Cllamber of Camerce 

"Brazil: A Banker's Perspective" 

In today's increasingly troubled 'ttiOrld, international lending 

requires thorough analysis of a wide range of interrelated political and 

econani.c variables if a banker expects to distinguish between mre and 

less attractive lending opportunities. In my address to you today, I 

would like to focus en five of these variabfes and consider how they 

have affected Brazil and how the country has responded to them over the 

past several years • First, we nrust take stock of the country's internal 

resources, both natural and human - its assets, if you will. Second, we 

need to understand the external enviroment in web the country mist 

operate. Next, it is essential to assess the manner in web the country 

is managing its econ.any, especially with respect to resource development 

and adjustnent to the external envirorment. Fourth, we nust consider 

the financing requirements arising £ran . both internal policies and 

external forces as well as the country's ability to service its existing 

and projected financial obligations. Finally, we need to appraise · the 

manner in wiich the country manages its financing program, in particular 

its external borrowing activities. 

I shall be very brief on the subject of Brazil's internal resources, 

recognizing that the people attending this ccnference are quite familiar 

/ 



with Brazil and that there is an abundance of published material on this 

particular topic. Suffice it to say that Brazil has been blessed with a 

tremendous variety and ~th of natural resources mi.ch very few countries 

can match. These include a large land mass, a temperate climate, varied 

and abundant mineral deposits, vast hydro resources and enough arable 

land both to satisfy the dooestic demand for focxi and to export large 

quantities of agricultural products. In addition, the country's population 

is large and, by developing country standards, llell-educated. These 

factors lead the prospective lender to conclude that Brazil does indeed 

have the potential to continue its development of a vigorous and diversified 

econany mider appropriate management. 

, 

let us turn our attention, again briefly, to the second major 

variable: the external envirorment and· its impact on Brazil. In recent 

years, this envirorment has changed rapidly and, in several respects, 

adversely for Brazil. 'Ih:ree important developments are especially worth 

mmtioning. First, world oil prices increased over 250% between the end 

of 1979 and early 1981. '!his imposed a heavy burden on Brazil, vhich 

depended on oil for 41% of its total energy consumption at the beginning 

of this period. The country's oil import bill ji.mped £ran $4.2 billion 

in 1978 to llell over $11 billion in 1981, alm::,st a 40% caq>OUnd annual 

growth rate. 

Second, dollar 1ntere~t rates became extreoely volatile by historical 

standards and reached record highs in response to relentless inflationary 

pressures and the tightening of U. S. m,netary policy. The resulting 

high interest rates had a severe irq:>act on Brazil, one of the world's 

major borrowers. The country's gross interest payoents on its external 
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debt rose £ran $3.3 billion in 1978 to $10.1 billion in 1981, a 45% 

canpound annual growth rate. 'lllis was -well above the 12% canpound 

annual growth rate of the country's gross long tenn extemal debt over 

the sane period. 

Finally, industrial countries entered into econcmi.c recession in 

1980. 'lhis resulted in lower demand for many of Brazil's traditional 

exports of agricultural, mining and mmufactured products, a decline in 

the prices of many camodities mi.ch Brazil exports and an intensification 

of protectionist pressures abroad. Although the recession in North 

.Aaerica may be close to bottcming out and Western Europe is showing 

tentative signs_ of recovery, the extent and speed of the eventual 

ecan:,mic impr0\7eIIlmt in these countries is far from clear . A significant 

pick-up in many of Brazil's export markets will not likely occur until 

late this year, and even then may not prove to be very robust. 

'lhis constellation of unfavorable extem.al developments - increased 

oil prices, high interest rates and -weak export markets - canbined with 

the strong intemal growth of the Brazilf:an econany, produced a sharp 

rise in the country's external financing requirements and a sinultaneous 

lessening of its debt servicing capability. By late 1979/early 1980, 

lenders becane concerned about Brazil's domestic econanic managenent and 

extemal financial position. 'Ihrough its reluctance to lend and demands 

for larger spreads to canpensate for the perceived increase in risk, the 

international banld.ng camunity effectively ccmnmicated to Brazil the 

need to adjust to the changing external conditions. 

Brazil DEt this challenge, although the process of adjustlnent 

proved to be a mixture of CCIDpranise and innovation. C.onsider the case 



of energy: although petroleum remains the single mst important source 

of energy for the country, it has declined as a percentage of total 

energy consumption. 'Ibis reduced dependence en oil was the result of 

continued efforts by Brazil to implement the energy policies fonwlated 

after the first oil shock of 1973: __ ~ :fundamental strategy remains the 

generation of sufficient foreign exchange to pay for the country's 

petroleun imports wle at the ·scll'.m tine undertaking long tenn projects 

to substitute these imports with darestic energy sources. These projects 

include enhanced danestic production of oil, with average annual production 

increasing over 17% to 220 thousand barrels per day in 1981, limitation 

of the growth of danestic oil consumption, aggressive exploitation of 

Brazil's hydro-electric resources and the development of non-conventional 

sources of energy, particularly alcohol, coal and, to a lesser extent, 

nuclear energy. ?-breover, the country has for several years implemmted 

a well-balanced and broadly-based import substitution program designed 

to render Brazil less dependent on imported steel, non-ferrous netals, 

fertilizers , heavy equipment and pulp and paper. 

thfortunately there is less that Brazil ·can do to reduce the adverse 

effect on its balance of paynents of volatile and high interest _rates as 

they relate to the country's external debt. Al though there has been 

IIllCh discussion regarding the high spreads ~ch-Brazilian borrowers 

mJSt pay, their overall effect on the balance of payments is 

relatively insignificant canpared to that of the high base rates -

LIBOR and prille ~ Brazil has, however, made some useful interest 



rate-related policy adjustments. In view of the present high level 

of external interest rates, the Brazilian goverrment has raised domestic 

rates to even higher levels in order to encourage offshore borrowings 

and hence maintain a steady inflow of foreign capital. ?-bre specifically, 

Brazil has adopted a very restrictive nxmetary policy and limited the 

expansion of domestic credit, resulting in high real domestic rates. 

lhi.s policy seeks to maintain the attractiveness of foreign currency, 

mainly dollar, financings to Brazilian borrowers. Being restrictive in 

nature, it also discourages dooestic consumption and has brought rates 

of growth to mre realistic levels given the country's internal and 

external capabilities. This curtailmant of _danestic econanic activity 

has permitted the country to reduce its imports. This, in turn, . has had 

a material .positive impact on the balance of trade and the current 

account deficit. 

Perhaps the m:,st impressive aspect of Brazil's adjustment to unfavorable 

external conditions has been its ability to generate healthy export 

growth in the face of sluggish econani.c activity in the industrialized 

nations. Between 1979 and 1981, the value . of Brazilian exports increased · 

fran $15.2. billion to $23.3 billion, a 24% canpmmd annual growth rate -

remarkable, given the generally depressed econanic conditions abroad. As 

a result, the country was able to reverse its $2.8 billion balance of 

trade deficit in 1980 to a $1.2 billion surplus the following year. 

This perfonnance was achieved through an aggressive export praIDtion 

program, including fiscal incentives for a wide range of industries and 

f O 



very attractive export financing terms. At the same t:ine, the growth of 

imports was held down. Brazil now seems mre willing to retrench and 

accept lower rates of econanic growth in the interest of containing 

import demand. '!his is evidenced by a 3 1/2% decline in real GDP in 

1981 and anticipated future growth rates of 3 to 5% per aru:un as ccxnpared 

to a 7% canpound annual growth rate fran 1975 to 1980. '!he country's 

strong export orientation, h~ver, should allow it to take max:im.lm 

advantage of the industrialized econanies' eventual recovery and higher 

demand for Brazilian goods and services. 

'!he international banking camunity responded to Brazil's successful 

adjusbmnt effort by increasing its lending to the country. · Brazil 

borr~ over $17 billion in 1981, enabling 'it to meet all of its financing 

needs and to increas~ its level of reserves by $600 million to $7.5 

billion at year-end. M:,reover, Brazil has closed transactions totalling 

$6 billion through the first four m:,nths of 1982. Together with a $2 

billion carryover fran 1981, this represents nearly 607. of the country's 

$15 billion external borrowing objective for the current year. '!he fact 

that spreads remain high does not reflect a negative perception of Brazil's 

creditworthiness by foreign banks so much as the size of the country's 

amrua1 borrowing require:nents, the high level of Brazilian exposure in 

UDSt major banks ' portfolios and increasing uncertainty in the area of 

international lending. 

Although the present international envirOI1Dent is somemat brighter 

than the picture I painted earlier, there· is little scope for Brazil to 

relax its adjustnent efforts. Oil prices have 1declined and could fall 



further, at least in real terms, over the next year or two. Despite 

strong efforts by Saudi Arabia, certain other OPEC members may be forced 

by currently~ market conditions and dooestic financial pressures to 

break the fragile OPEC ranks. vbrld oil demand could remain low over 

the next six to nine nnnths due to continuing sluggish econanic activity 

in the major oil-consuming countries, the seasonal drop in consumption, 

the existence of ample oil inventories and further conservation and 

substitution. !bi.s scenario ~d, of .course, alleviate some of the 

pressure on Brazil's balance of trade and hence its external borrowing 

program. 'lhe country's oil import bill will remain high, hcM?ver, since 

Brazil will continue to be a large petroleum importer, at least in the 

forseeable future. 

Interest rates have also declined £ran earlier peaks and are projected 

to fall further, although they are likely to remain at high levels by 

historical standards. In the United States , the recent sharp reduction 

in :inflation and protracted weakness in many sectors of the econany have 

contributed to this expectation. In Europe, growing concem over Utlelq)loymmt 

has made mst goverrments anxious to reduce their interest rates in 

order to st:im.llate investment and production. A major caveat to this 

expectation of lo~r rates is that any decline could be 

seriously limited by failure on the part of the industrWized 

COlll'ltries to resolve their budgetary problems. 'Ihe outcam of current 

deliberations on the U.S. budget taking place in Congress will be 

particularly important. As with the case of imported oil, a decline 

in rates ~d have a ben...,eficial, albeit limited, i.q)act on Brazil's 



current account balance and external. financing requirements • To 

illustrate, a 1% decline in LIBOR would save the country about 

$500 million in anrrual interest payments. 

Although the ~rldwide econani.c recession appears to have bottaned 

out and recovery is expected to begin later this year, it will be mderate 

at best. Real GNP for all industrial cOlmtries is projected to grow no 

toore than 1% in 1982. In this envirorment, unemployment may continue to 

rise. This will .lead to increased pressure on govenmmts to shift 

their policies £ran fighting :Inflation to canbating unemploynent and 

protecting danestic industry fran foreign caopetition. Brazil has an 

interest in the continuation of the fight against inflation, for only by 

wringing out inflation can the industrial countries establish the basis 

for sustained econanic growth. 

We can see, therefore, that the canbination of these recent de

velopmmts - the reduction in oil prices and interest rates and the 

prospect of sare recovery by the Wastern econanies - will benefit 

Brazil's balance of paynents and tIDderately reduce its need to borrow 

abroad. Foreign borrowing requirements, ~r, will remain large and 

Brazil nust continue in its efforts to lessen its wlnerability to 

adverse external developments. 

I.et us now turn to the fifth and final element of this overview of 

Brazil fran a banker's perspective: the country's management of its 

financing program, especially abroad. Brazil's general approach to 

external borrowing has traditionally been very sensible. 'lhe Banco 



Central has sought to exert a high degree of discipline over Brazil's 

foreign borrowing program. It has coordinated not only goverrment and · 

goverrment-gua.ranteed borrowers in tenns of airount and position in the 

queue but also, to the extent possible, the intemational bank syn

dicates in an effort to ensure a sm:>oth, steady and successful series of 

transactions in the uarket. All mjor public and private sector borrowers 

and regulatory agencies have naintained very good relations with the 

international banks: the channels of ccmnmication have remained open 

and access to information has been good. 'Ihis has facilitated the 

lenders' decision-making processes. Although this approach to external 

borrowing has been largely dictated by the sheer volune .of· Brazil's 

annual financing requira:nents, overall the country has dem:mstrated an 

ability to manage its obligations in a truly professional manner: 
Moreover, Brazil has historically applied the proceeds of its foreign 

borrowings judiciously, either enhancing the basic infrastructure of the 

country (for example in the areas of transportation and camunication), 

or pursuing projects -of national interest (such as financing the developrrent 

of h;ydro-electric and non-conventional sources of energy) or sponsoring 

internationally-oriented projects wrl.ch will generate substantial foreign 

currency earnings (such as Ca.rajas). 'Ihis entire approach to borrow.i.ng 

by Brazil is one that mst international bankers warmly endorse. 

't<hen one considers the principal sources of Brazil 1s foreign borrowing, 

one is immdiately struck by the oveooelming dominance of the international 

banking camunity as a provider of funds. As of December 31, 1981, over 



73% of the country's total long-tem foreign debt of $61.4 billion was 

CCJDPOSed of Law 4131 and Resolution 63 loans, the great majority of 

which had been provided by foreign banks. It is almst certain that 

Brazil will continue to rely on this market for mst of its future 

extemal borrowing requirements ·. 

Although Brazil's foreign financing needs may becare progressively 

smaller, several factors will probably affect the country's ability to 

satisfy these needs in its traditional market. For example, the growth 

rate of the banking canmmity's capital will pose a real limitation on 

the am,unt by mich it will be willing to increase its exposure to 

Brazil. 1he very large portfolios of Brazilian paper already held by all 

mjor international banks should also constrain the country's ability to 

access this market. 

These factors argue in favor of a strategy that would mre widely 

diversify the sources of Brazil's foreign borrow.i.ngs. '!his may entail 

a greater reliance on foreign currency-denanina.ted private placements , 

especially :Eran Anerican, Japanese and Middle F.astern investors, the 

bond markets in Furope and the Far East and cross-border lease transactions. 

A diversified borrowing strategy would help Brazil maintain its access 

to the camrarcial bank ma.rket. It would also underscore the maturity 

and sophistication that the country has achieved as an international 

borra..ier. '!his strategy might even include utilization of the long date 

forward foreign exchange market to hedge long-tem non-dollar liabilities. 

To the extent that such a hedging technique may help the major Brazilian 

borr~rs feel mre canfortable in accessing various foreign currency 

markets, it is ·l«>rth exploring further. 



.. " 

Brazil's adaptation to trying and unpredictable international 

econanic conditions has been truly remarkable. Its officials have 

managed the country's financial affairs with the care and discipline 

that :inspires confidence in the international financial camunity, and 

continued application of lell..:thought-out econanic policies should 

foster continued growth. 'll1e fut:ll:re of Brazil - a nation exceptionally 

rich in resources of every kind - £ran the banker's perspective appears 

brighter than ever. 

TIIANK IDU. 
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Total Eastern Burope 
and Non-oil LDCs 

F.astern Europe 
Non-oil LDCs (in-

cludinq Mexico) 
Brazil 
fic.:dco 
Argentina 
Poland 
India 
Korea 
Algeria (2) 
Indonesia (2) 
Turkey 
Egypt (2) 
Israel (2) 
Venezuela (2) 

LOC. +. IE£ 
WORLD DEBT BURDEN 

Total External Debt 
(billions of US Dollars) 
1973 1981(1) I Change 

106.5 
9.7 

96.8 
14.0 

8.5 
5.0 
2.8 

10.5 
3.8 
2.9 
5.2 
3.0 
2.2 
4.5 
1.5 

505.2 
67.2 

418.0 
75.0 
67.5 
36.0 
26.0 
17.3 
16.7 
16.0 
14.9 
14.9 
13.1 
12.6 
10.9 

374.4 
592.8 

352.5 
435.7 
694.1 
620.0 
828.6 

64.8 
339.5 
451.7 
186.5 
3~6.7 
495.5 
180.0 
626.7 

Debt/Exports 
(Percent) 

1973 1981(1) 

89.2 
93.3 

88.8 
200.0 
177.1 
116.2 
112.0 
297.5 
~5.4 

119.3 
158.8 

94.1 
156.5 
152.7 

29.9 

106.8 
210.0 

100.9 
277.8 
225.0 
260.0 
464.3 
203.5 
72.3 

106.8 
67.3 

223.2 
142.0 
118.2 

48.6 

Debt Service/Exports ' ,~ 
(Percent) 

1973 1901(1) 

14.4 22.1 
20.s 58. 2 . 

14.0 20.6 
35.0 72.0 
36.0 4C.O 
27.0 49.9 
19.0 157.0 
18.7 11.7 
15.1 12.3 
12.2 23.9 

6.3 8.0 
6.8 11.6 

40.2 18.9 
16.0 11.2 

6.0 13.2 

Exposure of u.s. Banks(]) Exposure of European Banks(]) U.S. Bank Exposure as 
(Billions) (Billions) Percentage of Total 

Latin America 
Other Non-oil LDCs 
Eastern Europe (ex-

cluding Yugoslavia 
Yugoslavia 
Poland 
Brazil 
Mexico 
Arqentina 

S5.S 
28.9 

5.1 
2.6 
2.1 

15.2 
18.1 
7.5 

92.9 
69.9 

37.9 
7.9 

12.6 
31.2 
28.5 
15.5 

37.3 
29.3 

11.9 
24.8 
14.3 
32.7 
38.8 
32.6 

(1) Country data is for 1980 with the exceptions of 1981 data estimated for Mexico, 
Brazil, Argentina and Poland. ·· 

(2) Excludes debt of private sector entities. 
(J) Ihcludes guarantees. Data as of June 1981. 

. . 
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PRESS GUIDANCE 
(White House, Depaxtments of Energy, State, . 

Treasury, Federal Reserve) 

The United States will have no press announcement or 

Conference concerning the modification of the existing 

contract between PE.MEX and the Department of Energy for 

purchase of crude for the Strategic Petroleum Reserve. 

If asked, the following points shouldfbe -.pade
1

for 

the press: 

1. The agreements reached this weekend were 

a modification of the long-standing 

United States-Mexican crude purchase 

arrangement. 

2. The arrangement was modified simply to 

provide an expansion of the purchase 

capabilities by the Department of Energy, 

and which provided an opportunity for an 

advance payment the Mexicans wished at 

this tillle. 

3. The mix of Isthmus and Maya crude was 

revised. 

4. As part of the ~greement, the Mexicans 

secured a cormnitment from the United States 

for $1 billion in CCC credits during the 

fiscal year beginning October 1, 1982. 

• 
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PRESS GUIDANCE 
(White House, Departments of Energy, State, 

Treasury, Federal Reserve) 

The United States will have no press announcement or 

conference concerning the modification of .the existing 

contract betw~en PEMEX and the Department of Energy for 

purchase of crude for the Strategic Petroleum Reserve. 

If asked, the following points should be ~ade for 

the press: 

1. 

2. 

The agreements reached this weekend were 

a modification of the l~ng-standing 

United States-Mexican crude purchase 

arrangement. 

The arrangement was modified simply to 

provide an expansion of the purchase 

capabilities by the Department of Energy, 

and which provided an opportunity for an 

advance payment the Mexicans wished at 

this time. 

3. The mix of Isthmus and Maya crude was 

revised. 

4. As part of the agreement, the Mexicans 
' -

secured a commitment from the United States 

for $1 billion in CCC credits during the 

fiscal year beginning October 1, .1982. 



MEMORANDUM 

NATIONAL SECURITY COUNCIL 

August 24 ,. 1982 

INFORMATION 

MEMORANDUM FOR WILLIAM P. CLARK 

FROM: NORMAN A. BAILEY~ 

SUBJECT: The Course of the U.S. Economy 

Please note that when Chairman Volcker looked into the 
abyss and flinched, .i.e., lowered the discount rates, the 
markets responded immediately. As I have frequently stated 
before, the element of the Administration's economic program 
that has -been missing all along has been the monetary. My 
fear is that Volcker has waited too long; that the solvency 
position of the American economy has become so impaired that 
his last-minute injection of liquidity will not prevent a 
financial crisis. 

The whole affair, however, emphasized the peremptory necessity 
· for reform of the federal reserve system. That the country's, 
not to mention the Western world's economic (and therefore 
social and political) future should be subject to the personal 
whim of Volcker and his colleagues is simply unacceptable. 

cc: Tom Reed 
Carnes Lord 

~a Weiss 
~ger Robinson_:) 

' 
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~-Monetarism Died Last Week, · ~~:~--
~_And the· Markets Are CeJehrating /_ ,_.,.J 
' Mooetariem, .. we have mme to aee it t.m lnlenlt - almolt - aceeded 

practiced by the Federal Reeerve Board 5 percent. : 
. aince October 1979, died OD ~. Oct. Preaident Reagan'■ llljlply-eide tu in-

. 5. The - - ·ceJemated OD Wall ../4~=- cent.iveoc:ouldpgtpoaibly_,!,amidthia 
s- in tbe ~ that followed with eu- .- -r moaetary chaa&. The bamnc of tbe BOk1 
pboric leaill in the value of tbe nation'• - ..____ price from elecaon day. 1980 to the aprinc 
stock, and tbe party has &pilled DYi!? into ·- of this yur compered to the - 1110118-
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THE WHITE HOUSE 

WASHINGTON 

October 25, 1982 

( \y" 
MEMORANDUM FOR THE HONORABLE R. 'r. MCNAMAR 

The Deputy Secretary of the Treasury 

SUBJECT: Attendance at Debt Meetings 

I understand that an informal group meets in your office 
on Tuesday and Thursday mornings to monitor the international 
debt situation. · If you· would, and if helpful, I would ap
preciate it· if Roqer Robinson of my staff could attend these 

·meetings. · Roger is very knowledgeable on the subject, having 
been Vice President in charge ot reschedulings for · the Chase 
Manhattan Bank prior to joining th• NSC s1:aff. · He would, of 
course, observe strict confidentiality with reference to those 
discussions • . 

FOR THE .PRESIDENT: 

V · William · P. Clark 

-



MEMORANDUM 

NATIONAL SECURITY COUNCIL 

October 18, 1982 

ACTION 

MEMORANDUM FOR WILLIAM P. CLARK . 

FROM: NORMAN A. BAILEY~ 
SIGNED 

SUBJECT: Roger Robinson's Attendance at Debt 
Situation Meetings at Treasury 

7128 redo 

An informal group meets -in Tim McNamar's office on Tuesday 
and Thursday mornings to discuss the international debt crisis. 
The attached memo (Tab I) .. from you. to Deputy Secretary McNamar 
asks him to have Roger Robinson invited to ·attend those meetings. 
I believe this is important to keep .us informed of what .is going 
on within the government, and especially the Federal Reserve on 
this issue. Tim .invited me to atte_nd·, but I want to · get Roger 
into this issue. · 

RECOMMENDATION: 

That you sign the attached memo (Tab Z) to Deputy Secretary 
McNamar. 

. . Approve Disapprove ----

cc:. Roger Robinson 

Attachment 
Tab I Memo to McNamar 

~ 
/ 

}J 



MEMORANDUM 

ACTION 

MEMORANDUM FOR 

FROM: 

SUBJECT: 

7128 

NATIONAL SECURITY COUNCIL 

October 14, 1982 

Roge Robinson's Attendance at Debt 
Situat on Meetings at Treasury ~. J. ~ , 

·1:i ~~ 11(.V',Y+- . 
An informal group meet n Tim McNamar's office on Tuesday 
and Thursday mornings e attached memo (Tab I) from you 
to Secretary Regan asks hi to have Roger Robinson invited 
to attend those meetings. believe this is important to 
keep us informed of what i• irig on within the government( 
an_.g_especially the Federal Re erve o~ this is!uer·- r.,;,..,.,. -c;.. .;;aJ~-.
~ 1 ~-:a.,..~~~-,,-~-~=,•~ ,e-4-4,:,tt. . 

RECOMMENDATION: cy-• . · 0. .. _ .. -#':-
. . . ~ -»u, ~ . 

That you sign the attached memo .. · ab ·'I) to"-SecretaryM ftegw1 
. . 

Approve 

cc: Roger Robinson 

Attachment 
Tab I Memo to Regan 

\ 
' 



MEMORANDUM FOR THE 
Th 

SUBJECT: 

THE: WHITE HOUSE 

WASHINGTON 

7128 

;,v 
ONORABLE. ~ r. ;:::-- ~ ( 
cre7-y of the Treasury ~ ~ jµ).-I 

_ _ e _ at Debt Meeting~~~ ~ 

I understand that an i ormal grouP, eets in·, "'liim ~s 
office on Tuesday-and ursday m nings to monitor the 

· international debt situ ion. would ·appreciate it if 
-Roger Robinson of. my sta f•ee•£s .be ia•••ed be. attend. these 
meetings. Roger is very nowledgeable on the subject., having 
been Vice President in ch rge of reschedulings for the Chase . 
Manhattan Bank prior to j 'ning the NSC staff. He would, of 
course, observe strict 'dentiality. with reference to those 
discussions. 

, FOR THE PRESIDENT: 

Clark 
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New York Times, October 36, 1982 

Bankers Saia 'to Plan 
Meeting'-on World De.ht 

' 'f'•, 

ByROBERt A. BENNE'IT 

About 30 nigh-level international 
bankers are scheduled to meet Pri• 
vately in New York today in an effort 
to avoid a liquidity crisis among the 

• lesser-developed countries, banking 
sources said yesterday. 

A number of these countries, espe
cially in Latin America, are being 
squeezed financially because many 
banks around the world~ particularly 
-smaller, 1ones, are refusing to renew 
maturing loans. There are fears) de. 
scribed by some bankers as unrealis
tic, tJiat these countries will be unable 
to pay their debts. The fea:rs can be-

. come sell-fulfilling if many banks pull 
back, stripping the countries of money 

' needed to pay creditors. 
The bankers meeting today at the 

VJ.Sta Hotel are expected to explore 
. ft1S to persuade banks throughout 
the world- not to draw back on their 
~. and actually increase them. 
· '"Die immediate liquidity problem 
arises from the increasing unwilling• 

; 'ness of the international financial 
community to lend,'' Wflli.atI:i. S. 
Ogden. -vice chairman of the Chase 
Manhattan Bank. told a luncheon 

, meeting yesterday-of the Manhattan 

:1nsu~fe of Policy Research. Mr. 
· Ogden is co-chairman of the group 
that Will meet today. The other co
chairman is Peter Leslie, of Barclays 
Bank. Another key participant will be 
George J. Clark, executive vice presi
dent of Citibank. The sources said that 
there also will be representatives of 
the International MonetarY Fund, the 
World Bank and the Federal Reserve 
Bank.of New York. 

Few if any of the banks, which are 
amtmgthel\'orld's largest, that will be 
represented at the meeting are be
lieved to have reduced their foreign 
lending, the. ~ said. But they 
hope to come up with ways to per
suade other banks not to retrench. 

Asked whether the big banks might 
decide to impose financial pressure on 
banks that do not cooperate, one 
banker replied, "that's not how things 
are done today. It's more likely we'll 
try to create a warm feeling for not 
pulling back - make them feel like 
they're part of a bigger thing." 

· To the small group invited to it, the 
meeting has become kn(Jwnas Ditdlly 
11. The first such meeting was 1ast 
May in Ditchly Park, outside London. 

That meeting was called by Mr. 
Ogden because a number of -brtema
tkinal bankers had begun to realize 
that many lesser..cleveloped countries 
with · large foreign debts would en
counter difficulties meeting pay

· meots. ' 

Since then, such countries as Mex• 
lco and Argentina- two of the largest 
borrowers - 'have not been able to 
meet their debt commitments, and 
there are fears that other latte bor· 
rowers will have similar problems. · 

The first Ditchly meeting focused gn 
the difficulty banks have in determin. 
ing just how much any country has 
borrowed. Because the banks do not 
trade such information among them
selves, they depend on information , 
provided by the borrowers. Often the 
countries themselves have bad no 

• satisfactory information about the 
ll.lDOUnts they have bot10weijl or when 
their debts would mature. 
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