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DEPARTMENT OF STATE' 

Wasnin11ton, O.C. 20520 

October 18, 1984 

ME."10RANDUM FOR t1R. ROBERT C. MCFARLANE 
THE WHITE HOUSE 

Subject: Presidential Reply to Argentine President Alfonsin 

On September 24, President Raul Alfonsin of Argentina 
wrote to President Reagan to transmit the Mar del Plata 
communique. The communique sets forth the agreed position of 
11 countries whose representatives met at Mar del Plata, 
Argentina, September 13-14 to discuss the debt crisis. 

The draft reply thanks President Alfonsin for transmitting 
the communique, assures him it will receive careful and serious 
consideration, and notes that debt issues will be discussed at 
the spring 1985 meetings of the IMF/IBRD Interim and 
Development Committees. 

Charles Hi 
Executive Sec 

UNCLASSIFIED 



SUGGESTED REPLY 

Dear Mr. President: 

Thank you for your letter of September 24 transmitting the 

~ar del Plata communique. As we discussed in New York, I share 

your concerns about the effects of the debt problem on the 

economies of developing countries. I appreciate the serious 

and responsible approach many governments are taking toward 

their external payments problems, most recently exemplified by 
I 

Argentina's successful conclusion of an a3reement with the 

International_ Monetary Fund. 

You may be sure that the -United States Government will 

give the most serious and careful consideration to the points 

raised in the Mar del Plata communique. We look forward to 

discussions of debt-related issues at the -spring meetings of 

the Interim and Development Committees as agreed at last 

month's IMF/IBRD annual meetings. 

Sincerely, 

Ronald Reagan 

His Excellency 

Raul R. Alfonsin, 

President of the Argentine Nation, 

Buenos Aires. 
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NUEVA YORK, 24 de septiembre de 1984. 

Senor Presidente: 

Como es de su conocimiento el 13 y 14 
de septiernbre pasado, se reunieron en Mar del Plata, Republica 
Argentina, los representantes de la Argentina, de Bolivia, del 
Brasil, de Chile, de Colombia, del Ecuador, de Mexico, del Pe
ru, de la Republica Dominicana, del Uruguay y de Venezuela. 

Al termino de la reunion se di6 a co
nocer el Comunicado de Mar del Plata cuyo texto le hago llegar 
en nombre de los Jefes de Estado de los paises participantes. 

Hago propicia esta oportunidad para 
saludarlo con mi mas alta y distinguida consideraci6n. 

A Su Excelencia 
el Senor Presidente 
de los Estados Unidos de America, 
Sr. Ronald W. REAGAN 
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COMUNICAOO DE MAR DEL PLATA 

Los Cancilleres y Ministros responsables del 
~rea financiera de los pa!ses firmantes del Consenso de 
Cartagena, reunidos en Mar del Plata, los d!as 13 y 14 de 
septi~mbre de 1984: 

1. Senalaron con preocupaci6n la p€rdida del 
sentido de urgencia en los pa!ses industrializados respec
to de la soluci6n de la crisis del endeudarniento externo, 
mientras se agudiza el empobrecimiento en los pa!ses en 
desarrollo. Manifestaron que si bien hasta ahora, nose ha 
producido una desestabilizaci6n severa del sistema finan -
ciero internacional, se profundizan las consecuencias de 
esa crisis sobre sus pa!ses. 

Ante estos hechos, cuyo tratarniento reclama 
un arnplio enfoque pol!tico ,. coincidieron en: 

a) Ratificar la vigencia del Consenso de Cartagena, 

b) Reiterar su solidaridad ante el ·problema del endeud~ 
miento de Am~~ica Latina y 

c) Reafirmar su determinaci6n de continuar realizando 
consultas, con la frecuencia necesaria, en el marco 
del Mecanismo de Consulta y Seguimiento. 

2. Sefialaron que el incremento de las tasas de 
inter€s registrado apenas conclu!da la Reuni6n de Cartage
na, agrav6 las consecuencias negativas derivadas de su ni
vel excesivarnente ' elevado. A pesar de la detenci6n de los 
incrementos observados desde fines de junio, la estabiliza 
ci6n de dichas tasas a los niveles actuales, que sobrepa = 
san varias veces los promedios hist6ricos, dificulta la 
ejecuci6n de proyectos en el carnpo econ6mico y mantiene vi 
gentes problemas de endeudamiento externo e interno que im 
posibilitan un manejo adecuado de las pol!ticas de desarro 
llo de la regiOn. Lo anterior confi rma l a urge n c i a d e que 
la comunidad internacional, y en especia·l los gobiernos de 
los pa!ses industrializados, adopteti acciones que permitan 
retornar a niveles razonables de tasas reales de inter~s. 

3. Advirtieron que las manifestaciones de recu~ 

./ 



peraci6n de la actividad econ6mica, continuan concentradas en 
algunos pa!ses desarrollados los que siguen apiicando pol!ti
cas que afectan las perspectivas de crecimiento de la mayor!a 
de los pa!ses de la comunidad internacional. En la medida en 
que esta recuperaci6n econ6mica nose extienda a todos los 
pa!ses, estar~ signada por la precariedad, amenazando precipi 
tarse en una crisis internacional, cuya magnitud, profundidad 
y consecuencias nose pueden predecir. 

. 
4. Manifestaron que, salvo cases aislados, las ten 

2./ 

dencias proteccionistas y otras medidas restrictivas se han 
intensificado. Ello acentua los efectos adverses que estas ac 
ciones ejercen sobre el nivel de ingreso de divisas por expor 
taci6n, la capacidad para importar, la posibilidad de atender 
el servicio de la deuda externa y las perspectivas de los pro 
gramas de desarrollo de los pa!ses del ~rea. Notaron adem&s,
que nose han reanudado a niveles adecuados las corrientes fi -
nancieras para promover el crecimiento econ6mico ni los cr~di · 
tos comerciales de corto plazo. 

5. Reiteraron su preocupaci6n por el mantenimiento 
de la asimetr!a en los esfuerzos de ajuste, incompatible con 
la corresponsabilidad ~e· acreedores y deudor~s en la busqueda 
de la soluci6n al problema de la deuda. 

6. Observaron con inter~s queen una negociaci6n 
reciente sobre reestructuraci6n de deuda, se ha logrado adop
tar algunos de los principios enunciados en el· Consenso, en 
materia de t~rminos, costos y condiciones. 

Sin embargo, manifestaron que es de fundamental 
importancia continuar la busqueda de soluciones adecuadas y 

...... permanentes para el c·onjunto de los problemas relacionados 
con el endeudamiento externo dentro de la orientaci6n estable 
cida en el Consenso, de forma que los gobier.I).os de los pa·!ses 
acreedores, los organismos financieros multilaterales y la co 
munidad bancaria realicen aportes comparables con los esfuer 
zos efectuados por los deudores en su proceso de ajuste. 

7. Reafirmaron la necesidad del di~logo como fac -
tor de entendimiento. En la materia espec!fica del endeuda 
miento, concluyeron que el di~logo entre acreedores y deudo -
res es imprescindible para lograr que se comprenda cabalmente 
el problema y se alcance ese entendimiento. La ausencia de 
dialogo impedir!a poner en marcha la cooperaci6n necesaria 

./ 
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entre las partes para resolver conjuntamente la crisis. 

8. Dada la persistente gravedad de la situaci6n 
descrita, y conforme al parrafo 23 del Consenso de Cartage 
na, juzgaron esencial invitar a gobiernos de pa!ses indus= 
trializados a un dialogo politico directo que ser!a desea
ble realizar en el primer semestre de 1985, para lo cual 
se efectuar&n las gestiones correspondientes. 

9. Pusieron de manifiesto la coord1naci6n logra 
da por sus pa!ses frente a las pr6ximas reuniones interna= 
cionales. - En consecuencia, las iniciativas acordadas ser&n 
planteadas en todos los foros pertinentes como expresi6n 
del Conse~. 

10. Los pa!ses miembros podran solicitar la rea
lizaci6n de reuniones extraordinarias del Mecanismo de Con 
sulta ·y Seguimiento para examinar las implicaciones y con= 
secuencias de hechos que revistan caracter de urgencia. 

La pr6xima reuni6n se efectuara en la RepG -
blica Dominicana, en el curso del prime~trimestre de 1985. 
A tal efecto el P,a!~ sede actua~a como Secretaria Pro-Tem
pore. 

3./ 



1 

842~704 · ~ . 
THE WESTIN ST.f 

. San --R.ANCJS 



Mr. President: 

DEPARTMENT OF STATE 
DIVISION OF LANGUAGE SERVICES 

(TRANSLATION) 

LS NO. 114041-A 
ALK/WD 
Spanish 

New York, September 24, 1984 

As you know, on September 13 and 14, representatives of 

Argentina, Bolivia, Brazil, Chile, Colombia, the Dominican 

Republic, Ecuador, Mexico, Peru, Uruguay, and Venezuela met at 

Mar del Plata, Argentina. 

At the conclusion of the meeting, the Mar del Plata 

Communique was issued. On behalf of the chiefs of state of the 

participating countries, I am tr~smitting a copy of it to you. 

I avail myself of the -~~~cfit~ity to renew to you the ........ 
"!;_""'i, 
:,,;., 

assurances of my highest consideration. 

His Excellency 
Ronald W. Reagan, 

[s] Raul R. Alfonsin 

President of the United States of America. 



UNOFFICIAL TRANSLATION 

8426704 

MAR DEL PLATA COMMUNIQUE 

The Foreign and Finance Ministers of the signatory 
countries of the Consensus of Cartagena met in Mar del 
Plata on 13 and 14 September, 1984. 

1. They expressed concern over· the fact that,while 
the developing countries become poorer, the industrialized 
countries have ~lost the sense of urgency to solve the 
foreign debt crisis. The Ministers stated. that even though 

q 

the international financial system has not yet been ·· 
subjected to a severe desestabilization, the impact of the 
crisis is becoming more profound. 

In view of these facts which must be delt within a 
broad political context, the Ministers ·agreed: 

(a) To ra'.°tify th~_. ~alidi ty of the · consensus of Cartagena • 
.. :. 

(b) To reiterate their solidarity concerning the Latin 
American foreign debt problem. 

(c) To - reafirm their ·determination to continue the process 
of consultation, as often as it may be necessary, within the 
framework of the consultation and follow-up mechanism. 

2. They noted that the rise in interest rates that 
occurred soon after the conclusion of the Cartagena meeting, 
aggravated the negative consequences of their already exces
sively high level~ Although there have been no further 
increases since June, the stabilization of those interest 
rates at the present level, considerably higher than ever 
before, hinders the implementation of economic projects and 
aggra.vates the foreign and domestic debt crisis, making it 
impossible to carry out the region's development policies. 
This emphasizes the urgent need for the international commu
nity, and especially the governments of the industrialized 
countries, to take action in orde~· to bring the real interest 
rates down to reasonable levels. 

./ 
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3. They pointed out that the economic recovery is still 
centered in some developed countries and that these countries 
continue to resort to policies which adversely affect the 

J 1' 

growth prospect of most countries in the international commu
nity. If the economic recovery does not extend to all countries,·~. 
it will remain temporary and it will run the risk of degener~ 
ting into an international crisis whose magnitud:;depth and 
impact are impossible to forsee. 

4. They stated that, with. the exception of some isolated 
cases, protectionist trends and otherrestrictive measures have 
been intensified ,thereby stressing the adverse effects these 
policies have on export earnings, the import capacity, the 
possibility of servicing the debt and the future of development .. 
programs for the countries of the region. They pointed out, --
moreover,that financial flows to foster economic growth and 
short term commercial credits have not been resumed at the 
adequate levels. 

5. They reiterated their concern over the fact that adjus t -
ment efforts made by one side have not been matched by the · 
other. ·This is· not compatible with the fact that both, debtors 
and creditors, share·,' the responsabili ty in the search for 
solutions to the debt problem. 

6. They observed with interest that, during a recent debt 
restructuring negotiation - , some of the principles on matters 
of terms, costs and conditions were adopted. However they 
asserted that it is of utmost importance, within the guide 
lines established by the consensus, to continue the search 
for an adequate ~nd permanent solutio~ of all the problems 
related to the foreign debt, so that the creditor countries, 
the mu+tilateral.. financial agencies and the banking community 
make a contribution that will match the efforts made by the 
debtor countries during their· adjustment process. 

7. They reaffirmed the validity of dialogue as a factor 
for understanding. On the specifi c issue of indebtedness, they 
asserted that a direct political dialogue between creditors 
and debtors is necessary to fully understand the• problem and 
to reach an agreement. Therefore · , the absence of dialogue 
will prevent the establishment of the necessary coope r ation 

. / 



to solve the crisis jointly. 

8. Given the prevailing serious situation that has been 
described, and according to paragraph 23 of the Consensus 
of Cartagena, they considered it imperative to invite the 
governments of the industrialized nations to a direct poli
tical dialogue, which should preferably be held during the 
first half of 1985, following the necessary consultations. 

9. They stressed the coordination achieved by their 
countries regarding the forthcoming international meetings. 
Therefore •, the initiatives agreed upon, as an expression 
of the Consensus of Cartagena, will be submitted in all the 
appropriate fora. 

10. Member countries may convene special sessions of the 
consultation and follow up marchinery · in order to asses the 
implications of any emergency. 

The next meeting will be held in the Dominican Repu
blic during the first quarter of 1985. To that effect the 
host country will act as a pro-tempore Secretariat. 

3./ 
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Mar del Plata Communique 

114041-B 
ALK/WD 
Spanish 

The Foreign and Finance Ministers of the signatory 

countries of the Consensus of Cartagena met at Mar del Plata .on 

September 13 and 14, 1984: 

1. They expressed concern over the fact that while 

poverty intensifies in t~e developing countries, the 

industrialized countries are losing their sense of urgency with 

respect to finding a solution to the foreign debt crisis. They 

stated that although the international fi_nancial system has not 

yet become severely destabilized, the impact of the crisis is 

being felt more deeply in their countries. 

In light of these facts, ~hich ~~st be handled within a 
-~ . ~·~. .. ..... ·· .... -~ .- "! · .. ~.:,!:~-.•;1:·· ~.;.~~-- ~ -:. ·.~ ... ~ /~~-.::~-,,: ... ~_.. . •,: . 

broad politlcal context, the Ministers agreed: :-_ . ~: ..... · .. _ .. ~·:;. ._ ---1::~::\· .· . . . . . . . 
(a) To ratify the Consensus ?f Cartagena; 

(b) To reiterate their solidarity with regard to the 

Latin American debt problem; 

(c) To reaffirm their determination to continue to 

consult with one another, as often as necessary, 

within the framework of the consultation and follow-up 

mechanism. 

2. They noted that the rise in interest rates that 

occurred soon after the conclusion of the Cartagena meeting 

aggravated the negative consequences caused by the already 

--
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excessively high level of such rates. Although there have been 

no further increases since June, the stabilization of said 

interest rates at current levels, which several times exceed 

historic averages, poses an obstacle to the implementation of 

economic projects and perpetuates foreign and domestic debt 

problems which make it impossible to carry out the region's 

development policies properly. The foregoing confirms the 

urgent need for the international community, and especially the 

governments of the industrialized countries, to take actions 

designed to restore real interest rates to reasonable levels. 

3. They pointed out that the signs of economic recovery 

are still concentrated in certain developed countries and that 
: . -· -_.:_:·~~ - . . ii•_- --- "c __ -··:~:Ji;.:~i~r;~(t .. · ,::.~- \ _.. - . ~- . 

these countries continue to apply policies that affect the 
~~~-: - -~ •r 

--~·-. . ' 

prospects for growth in most .of the countries of the 

international community. If this economic recovery does not 

spread to all countries, it will be a precarious one 

threatening to plunge into an international crisis of 

unforeseeable magnitude, depth, and consequences. 

4. They stated that, with the exception of some isolated 

cases, protectionist tendencies and other restrictive measures 

have been intensified. This accentuates their adverse effects 

on export earnings, import capacity, the possibility of 

servicing the foreign debt, and the outlook for development 

--
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programs of the countries of the region. They pointed out, 

moreover, that neither financial flows aimed at fostering 

economic .growth nor short-term commercial loans have returned 

to adequate levels. 

S. They reiterated their concern over the fact that 

adjustment efforts made by one side still hav~ not been matched 

by the other. This is not compatible with the idea of 

creditors and debtors sharing responsibility in the search for 

a solution to the debt problem. 

6. They observed with interest that during. a recent debt 

restructuring negotation some of the principles enunciated in 

the Consensus with . regard t.Q .te~s, cos~s, and conditions were 
. -. . . - . - i~•- .. -: ;; ;_. -. ~-,;-t~~~~:if .. · -~-: .. ;:!~··: .. \.·;~~ . . :: . ~-~:_:_ · · {~fY~1~~~f.~1~:.->/ . .a_.·/:-:-... ..-· .-. ~ · : . 

adopted. However, they assert·ed that it is of utmost 
.. - - . 

importance to continue to seek, within ~he guidelines 

established by the Consensus, satisfactory and permanent 

solutions to foreign debt-related problems, such that the 

governments of the creditor countries, multilateral financial 

organizations, and the banking community will .be making a 

contribution that matches the efforts made by the debtor 

countries in their adjustment process. 

7. They reaffirmed the need for dialogue as a factor in 

reaching an understanding. On the speci fie. issue of 

indebtedness, they concluded that a dialogue between creditors 
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and debtors is essential if there is to be full understanding 

of the problem and if an agreement is to be reached. The 

absence of dialogue would make it impossible to establish the 

cooperation between the parties necessary to jointly resolve 

the crisis. 

8. Given the persistent and serious nature of the 

situation that has been described, and in accordance with 

paragraph 23 of the Consensus of Cartagena, they considered it 

imperative to invite the governments of the industrialized 

countries to join in a direct political dialogue, which should 

preferably be held during the first half of 1985 and for which 

the necessary arrangements ~ill be made • 
. •· ~-: ~·. ·. ·~ ; ~~.;:,: . ~ ~:. -;~/ ~-4i~t: ~ ~~;:~;-. :, -: . ~ . -:~·. ~;i:; i_:::~: ~::•,~~ .. :. .. :. •,: .:·' 

9. ·".: They emphasized_ the coordination achieved by their 

count'ries in connection with the forthcoming international 

meetings. Accordingly, the initiatives agreed upon will be 

submitted in all appropriate fora as an expression of the 

Consensus. 

10. Member countries may request that special meetings of 

the Consultation and Follow-up Mechanism be held to assess the 

implications and consequences of any developments of an urgent 

nature. 

The next meeting will be held in the Dominican Republic 

during the first quarter of 1985. For purposes of the meeting·, 

the host country will act as a Secretariat pro tempore. 
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MEMORANDUM 8678 l? 
NATIONAL SECURITY COUNCIL 

I'~ <, 
ACTION November 30, 1984 

MEMORANDUM FOR ROBERT M. KIMMITT 

FROM: KARNA SMALf 

SUBJECT: Deputy Secretary Dam's Speech before the 
Dallas World Affairs Council 

We have reviewed Secretary Dam's speech and have made some 
suggested edits. 

h <e,f; . . . 1 b.ttz.--- 'd d Burg arcft concurred with the or1g1na text; Ro 1nson prov1 e 
suggested changes. 

RECOMMENDATION 

That you sign the memo to State (Tab I), transmitting the edited 
speech (Tab A). 

Approve Disapprove 

Attachments 

TAB I Memo to State 
TAB A Edited s peech 



NATIONAL SECURITY COUNCIL 
WASHINGTON, D.C. 20506 

MEMORANDUM FOR MR. CHARLES HILL 
Executive Secretary 
Department of State 

SUBJECT: Deputy Secretary Dam's Speech before 
the Dallas World Affairs Council 

8678 

We have reviewed Secretary Dam's speech before the Dallas World 
Affairs Council and have made some suggested edits. We also 
suggest that the Department of the Treasury clear off on this 
draft speech. 

TAB A 

Robert M. Kimrnitt 
Executive Secretary 

Secretary Dam's speech incorporating NSC edits 
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Revised 11/27/84 7450P 

"LATIN AMERICA1 THE STRUGGLE TO RESTORE ECONOMIC GROWTH" 

REMARKS BY 
THE HONORABLE KENNETH W. DAM 

DEPUTY SECRETARY OF STATE 
BEFORE THE 

DALLAS WORLD AFFAIRS COUNCIL 
DALLAS, ~EXAS 

December S, 1984 

I. INTRODUCTION 

I recently returned from ten days in Latin America. I 

was not in Central America, where the headlines are. I .went 

to South America, and I should like to share with you what I 

saw there because it applies in most ways throughout the 

hemisphere, including Central America and the Caribbean. 

I visited three countries -- Peru, Bolivia, and 

Argentina. Each has searing social and political problems. 

Argentina still feels the wounds of a "dirty war" between 

extremes of left and right. Bolivia is bedeviled by poverty, 

.political instability, and organized narcotics trafficking. 

Peru, like Bolivia, is beset by drug trafficking: in addition, 

it is combatting a nihilist guerrilla movement. 
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What struck me most, however, was that in all three 
I 

countries I found civilian governments working hard to 

consolidate democracy in the face of their most - severe economic 

crisis since the Great Depression. In all three, I found 

individual leaders struggling, often with great courage, 

against enormous odds. It is_ their struggle -- which _is 

basically a struggle to restore economic growth while 

maintaining social and political stability~- that I should 

like to discuss with you today. 

[NEAR-TERM SUCCESSES ••• ] 

In the last few years, the international economic agenda 

has been dominated by the $700 billion Third World external 

debt. When the debt crisis erupted in 1982, , it threatened the 

viability of the international economic system. In a first 

response, the United States and other industrial democracies 

undertook emergency financing measures designed to overcome the 

immediate lack of liquidity in particular countries. This was 

followed rapidly by a second phase, in which the IMF and the 

World Bank also played key roles. In that second phase, we 
~'-1,4 

sought to support short-term stabilization and economic~. 
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It is now apparent that some important near-term. 

successes have been scored. The total current account deficit 

of the seven largest Latin American debt~rs [Argentina, Brazil, 

Mexico, Colombia, Chile, Peru · and Venezuela] -- who together . 

hold about half of the Third World-debt -- was reduced from 

$34 ~illio~ in 1981 to just $3 billion in 1983. In the . same 

period, the combined trade accounts of these countries jumped 

from a surplus of less than $1 billion to a surplus of 

$31 billion. 

Over $70 billion in Latin American external debt bas 

been rescheduled to permit orderly servicing. Mexico's 

impressive improvement enabled it to sign a multi-year 

agreement in September with its commercial bank Advisory 

Committee to reschedule payment on almost $50 billion of public 

sector debt. Brazil will enter similar negotiati~ns shortly. 

Both Mexico and Brazil should record positive growth this year. 

[ ••• LEAD TO A NEW PHASE: GROWTH] 

We are thus entering a new phase. The .emphasis is 
o,.J ()>totf-.t,,rn ~~ 

shifting from ensuring imme~iate liquidityAto promo~ing 

long-term growth. Without renewed real growth, debtor nations 

will lurch from one short-term crisis to another. 

.. 
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For a generation, from the late 19SO's to the late 

1970's, Latin America as a whole grew by 6 percent a year in 

real terms. But since the debt · crisis erupted in 1982, and 

despite near-term successes in some countries, aggregate growth 

has been negative. · Per capita income has fallen to roughly 

197·6 levels. Industrial sector unemployment, seldom a prpblem 

in the past, has become serious. Population continues to grow 

at about 2 percent a year, and entrants to the job market are 

increasing at about 3 percent a year. 
\ 

As a creditor ·country, we often think in terms of the 

repayment of debts, hence the label "debt crisis". Behind this 

crisis, however, is the failure of most Latin American 

economies to generate the resources for the growth their 

societies require. How to meet popular expectations for jobs, 

for services, for education, for improved standards of .living .. 

-- that is the underlying problem throughout Latin America. _. · 

And that is why in this new phase we should be ~grow~h, 

[INTERNAL TRADE-OFFS] 

Achieving sustained economic growth presents different 

challenges from those posed by balance of payments problems. 
. . 

Austerity programs . and belt-tightening measures can be sold 

C 
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politically as short-term necessities. Sustainable growth, in 

contrast, requires far more fundamental economic and political 

changes. 

'l'he changes required to renew and sustain growth are 

often referred to under the heading of •structural 

adjustment." 'l'hese changes involve permanent shifts in income 

distribution, resource allocation and political power -- -often 

between city and countryside, labor and management, consumers 

and exporters. Adjustment involves decisions on subsidies, ·on 

exchange rates, on state enterprise, on private enterprise 

in short, on the way economic. activity is organized in a 

particular country. These decisions are almost always 

painful. And they cannot be taken by outsiders. 

The choice is not between adjustment today or adjustment 

tomorrow. It is between orderly adjustment -- cushioned by 

external support -- and disorderly adjustment forced -by 

economic decline and attempts to sustain ineffective policies • 

. 
The Latin American ·experience is current1y marked_ by the 

social and political strains associated with the adjustment 

measures needed to renew growth. 



'l'he Peruvian Government, for example, has reached 

successive agreements with the IMF to .take steps that would 

enable it to stabilize its economy and resume orderly servicing 

of its $13 billion debt·. But these steps have arous·ed intense 

opposition from political parties, labor, .business and interest 

groups. A nationwide general strike w~s widely effective in 

March. And without effective adjustment, the economic . 

situation has continued to deteriorate, eroding further the ·. 

ability of the government to take decisive action. Meanwhile, 

particularly brutal guerrilla agitation end violence are 

corroding national confidence. 'l'hese developments challenge 

Peru's government, which was restored to civilian democratic · 

control only in 1980. 

Peru's problems are not unique: 

In the Dominican Republic last April, efforts to 

reduce food subsidies that the government could no 

longer afford to pay led to riots that left 60 

dead. Only careful, patient leadership i _n t~e wake 

of those riots has restored the government's 

ability to ~onduct economic policy. 
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In Bolivia this spring, labor groups frustrated 

attempts at economic reform by striking and closing 

the Central Bank. Since then, the economy has 

greatly deteriorated, with inflation reaching . 

almost 1500 per cent • . The Bolivian Catholic Church 

recently warned that .democracy was endangered. 

Civilian President Siles responded with a · 

significant ·gesture, cutting his mandate short by 

one year and promising elections in June of 1985. 

In Ecuador, the democratically··· elected, 

reform-minded administration of President Febres 

Cordero faces a tough political challenge in 

putting bis economic program through a skeptical 

Congress. 

In Honduras and El Salvador. newly developing 

democratic institutions must cope not only with 

economic difficulties, but with immediate se~urity 

problems as well. 

[EXTERNAL SUPPORT] 

·Each country must make the tough decisions on how to · 

stabilize and restructure its economy. The international 

community ·can help in this effort and ·can cushion the impact of 

reforms. · But domestic adjustment must come first, because 

international help will fail without it. 
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Three factors in particular can help ease the adjustment 
- . 

process: IMF/World Bank efforts . to promote growth, increased 

investm~nt in the debtor ~ountries, and more open trade. I 

should like to touch briefly on each of these factors in turn. 

IMF/World Bank Efforts 

., ~~ 
in the short term, the United States can eftan provide _• 

.bilateral assistance to cushio~ th~· shock .of adjustment while 

ensuring . that _· adjustment takes place. We · are, · for example, 
. . . 

: giving economic aid to each of the countries I have just 

named. In the short and medium term, multilateral 

institutions, such as the International ,Monetary Fund, the 

World Bank, and the Inter-American Development Bank, assist 

debtor countries by .providing resources ·and policy advice. 

~e purpose of 2MF programs, according to the Fund's 

Managing Director, is •to achieve a better balance of payments .. 

equilibrium and thus open the way for more vigorous and lasting 

growth [in debtor countries].• Consequently, .IMF .programs seek 
. . . 

both•~ better balance-of-payments equilibrium in the medium 

term and a more eff ici~nt use .of scarce resou_rces by 

introducing • 
. . 

• • incentives• .:~ . - to generate more domestic 
• I 

savings, more investment, · ana ·_ more ·exports~• ·n.e United States 

supports this emphasis on growth • 

• 
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IMF efforts are complemented by those of the World 

Bank. The Bank's Structural Adjustment Loan program, for 

example, is designed to facilitate. the sort ~f long-term . . 

economic changes I described earlier, :· changes to make .exports 
• • • I ;, ,· • •·•-~ 

more competitive: to mobilize domestic and fo2:eign capita1: · to 

promote a more . efficient use of domestic resources: and _to · -.·. 

bring about institutiona~ reforms. These loans, together with 

the Bank's sectoral and project lending, can help _developing 

countries carry out reforms at a time when slow growth and 

tight credit make such reforms as difficult as they are 

necessary. 

Investment 

Restoring vigorous and sustainable growth to t~e 

hemisphere will require continued infusions of capital for 

years to come. Official assistance levels, whether from 
'-.. _.; 

bilateral or multilateral sources,· are unlikely to rise much in 
·..,.~. . . 

the years ahead. It is also clear that private lending '- ~t -_the 
: . : ~ - ~ . . •· 

levels that prevailed in the l.970' s i~ not in the iritere.st ~f _·.· 

the banks or the borrowers. The capital required to sustain . 

new gr~wth will have to· come from somewhere else. 

Domestic savings ■ust be a primary source of new 
. . 

investment. Adequate incentives :,._· such as i,ositi~e-·· real . 

interest rates -- must be provided to encourage such -savings. 

Priority -should also be given to creating the r!°ght conditions 

..:. .. 
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for repatriation of the flight capital of the past decade. 

From 1979 to 1983., some $100 billion · -- I ·repeat., ·roughly 
.. 

$100 ·billion -- was transferred out ·of ·Latin American 

countries. That money C(?Uld have been used to generate income 

to service debt. Its absence means that· .local savings must_ be 

tapped to service debt rather than to stimulate economic 

growth. The volume of capital flight ha.a fallen slightly in 

the past year., but remains a major ·problem. 

_ Foreign direct investment is another importan't potential 

source of capital. As an alternative to acquiring new· debt., _· 

foreign direct investment has many advantages. In bard times~ 

the costs of investment., s~rvi~ed by ~rot"its., ~r·e ·- 16w~~> ~~an 

the costs of debt capital., serviced .by interest paymen~s

Moreover., foreign d~rect investment develops human resources 

through training ·and education., provi~es access .to new 

technology., and often generates its own international _export 

markets. 

~e problem is that Latin America and :the Caribbean bave 

~ot been successful recently in competing. for . foreign dire·c't 
. . . ' - . -~- .. ' .. . ' . 

investment. ·. External ·and internal factors bave combined to · · 

cause a pron~unced dropoff in investment flows. For five major 

Latin American countries [Brazil. Mexico. ' Cbile., Peru· and · 
;: ·',.: 

Colombia]., net inflows during 1983 were ,$2 .. 6 billion 1e~s . than 

the 1979-82 average. And despite Mexi.co' s · _recent .financia·l 
'1 ' ? 

successes., foreign investment flows to Mexico remain at a 

. . ·. r ... 
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fraction of pre-crisis levels. Meanwhile, the Far East has 

seen foreign investment rise. And the United States, which 

offers excellent security and good yi_elds, is proving extremely 

attractive to investor.&, inciuaing many ·from Latin America. 

. . _-.~~ 
:It .will t~ke political · courage and determination for 

·Latin· American c~~ntrie·s 'to co~pete 11lOre .effectively 'for 
. ,,. ,, : . 

. • .. "". 
foreign investment. · Both internal adjustments· and 

·, . . .. 

international cooperation will be essential. Owners .of capital 

need to earn a fair. risk-adjusted rate of -~~t-ur~ • . They ' will 

not be attracted by restrict! ve ;ules enforced by . gover~m·ent : . 

bur~aucracies with little understanding of · production o ·r ·· . 
. . 

marketing requirements. Remedies in these ·areas would also 

curb capital flight and .stimulate local savings. 

Open Trade 

I , •• 

· wi'rade is as vital to growth as it has .been to the ·easing 

of immediate liquidity problems. The United States has .. 
. . 

contributed decisively to improved La;in American trade · 

accounts. We have kept ~ur markets open .- ·- even when those 

countries were forced to .• cut their imports from the United . 
. . ; . . 

States and els·ewhere. · Accord!ngly, Latin Amer_ican exports .t ·o 
., ~- . :·· . 

. the United States grew by over .. $4 billion from· 1982 to 1983, 
. . . . ; ' :, .. . .·., ·.•.. ·. .,, . ',: 

- . . . .. . ,. . 

while -they decreased to the rest of .the _world.: . · :tn 1984, · we 
,., ., . ·- . 

expect to take . almost half of all_ Latin ~merican ·exports ($50 _ 

. billion ollt of $111 biilion). 
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These figures belie the notion that the United States is . 

· •protectionist." Our projected $130 billion me~chandise trade 

. deficit is evidence that we ha·v~ kept o~r markets open, ·_ thus 
. . . . ) . . . . . ·. 

helping our Latin American trading · partners to .grow with our . . . . ·. 

.. . ' .. 
own economic expansion. However, if trade i •s to foster 

. sustained gro~th,' it .mu~t be a two:way street • . We anticipate 
. ~ . . 

.•.' .. . . 

.. . that renewed Latin American economic gr~wth will lead to 

-inc~eased purchases by them of ·our goods. ·. And we hope that 
. ·, 

·. individual Latin American countries ·will reduce· their trad·e 

. barr~ers and diversify their trade · with. othe~s, and among 
~ . ' ' : • • r • . 

themselves as well~ 
·,,.• 

• I • t' , •• • • • I' • 

[WHAT'S AT STAKE] 

The "trade-offs" between maintaining political and 

social stability today and building for_ growth tomorrow create . ,_. 
. -~ .· . . . . ~-.. -~ . : . ~- . 

., ' • . • • -~ ~-~. ·.• t . 

awesome dilemmas for any governme_nt. .,;:.:\ :r .-<~. ; : . 
·. .. ...... ' 

The difficulties can be eased somewhat ··1f there .1s an : 
---~ - . . ,:'- ·. 

alliance between the decision-makers and the pe~ple ' whose fate 

is ·being decided. As President .Monge of Cost~ Rica ~ speaking 
··. 

·. £rom e'xperience, .told 8 Europea~n ~audience five · months ago·(_ ·_.· . ·_ 
. 'i•' . 

. QUOTE: Demo~racy works .· as ·a '.ae;ns of settling the problems 'of . . . . .. . 
•(, . . 

production and [winning] batt_les __ in ·the .struggle against 

under-development .and poverty • . UNQUOTE. 
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My talks in South America made me optimistic that 

President Monge is right. Men like Argentina's President Raul 

Alfonsin -- a profoundly decent _man trying to ,. do what is 'right 

in a country still wracked by,, the misd~eds ·_of :~he recent 'past 

-- are now also working in democratic systems. And this kind 

., ·f ~ 

24 countries • . That is ·•ore people voting in more election~ in _ 
• . • • ·i .•. : . .•~ .' • . . • 

more :countries than ever before in the bi story of Latin America · 
.. ' .. 

and the Caribbean. 
. .:· 1., •. 

,,.. 

<· 

Over the past five years, · elected civilian presidents 

· have replaced military rulers in ·Argentina, Bolivia, Ecuador, 
. :~ r= -: . . . . ....... 

El Salvador, Honduras, Panama, ·Peru .and Uruguay. 'Additional 
. . ' .... ~ ,·. · .. 

countries .as -different as Brazil an'a .-G~,ateinala ~re n~w ·aiao· -.: .-· :.- -. 
I • • . ~ . . ~ •. . • '. ~, .: . ,-:;;/: • • 

moving toward greater . democracy. ~e day before yesterday .·:_;··,:· 

(December 3), the people .·of .Grenada chose their leaders in . .;_ ·' 

free and .ope~ election, restoring democracy ·on t~~t island.:·::· :· 
~. .. ,~-

Mo re ~ban 90 percent of the people of this region to ou~ i~o1:1~h .. · 

now have governments that· a're,• ei tber aemocratic or · h~aa.in~· ;':· ··:: "·' ·. ' 

there. 

., 
But good political statistics ca.nnot offset ba~ ~- .·· --

. . ·. . ·, ... ·.. . •·· . ·. . ·.. ·:'.: .. : . . . .'.. . . _· ,. 

economics • . The dictatorships were swept a_side because they 

. ·could not solve their nations' severe economic ·and · social 
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problems. Democratic governments, if they ·are to survive; must 
' ' 

now prove that they can deal .successfully with these 
' ., 

challenges.·· ~ey .m.us_t impleme~t .ea'justment · measures and ·.they 
'?. ·. . . • ~··"';,: _~.,_ ;-.,b • 

must do so .now, not ·1at~r. ,. X~ -~g~'.vernment_s del~y -- ,.if. 

adjustment . measur~s :a _re ,then . f~~~ed. upon them by circumstances 

-- . there f.s : a risk of -triggering inte,;nal violence and a return ·. ·. 

to _ .. 'the . mi 1 i ta ry . di eta tors hips . of ·. the'. past • ... · . · 

C :. •.Y• ._#'":' '. • • 
..,_:·. ~:.·: ·- .. · 'i 

•· ,•I 

•' . 
. . · 

result. If the dem~cratic' gover~~nts fail, a whol~ range ~f : -:•' 
. .,.._ " . . '.•, . 

•,' 

... 

, . _ . 1 ·• -·· :-"1" :;,.: /· ~:·i . . . : · . 
alternatives .is possible, ·and not just -Marxist-Leninist regimes · ... . :···. 

. . . .. : - ·,.~I·.:_ .. ,I • ~·· • • ~-. •~-~ -~;¥.;·!· . . . .· . . : . · .. _·_·: '.f _: /-._.-:·-~~-- :._._<- ·-.. ~- : .. _. 
mimicking Cuba end Nicaragua. ·•"we nave already seen in the . · ; · · .. , · · · · 

• • •- - • ,- • • L • • • 

. Garcia Meza ·~~~,;.~"· that ·ruled · :S~1ivia from ·19ao i'o : 1982 :,i, .•· ." · . .... : .... 

government domitjated ·by narcotic_• . _traffickers. __ .,_ And 1>,eyond 

that, consider the dangerous chaos_ that c~uld .-_ensue · if 
' .... 

nihilistic radicals 1ike Peru•~ Sender~ Luminoso . [NShining 

_PathN l guerrillas multiplied_.;their . strength. : 
., :~. /_.":·· : •'•• 

~ ., 
The stakes are enormous • . _ ,Hanging in the balance is the 

,,· .... 

well~being of the 90 percent of Latin · America~& now enjoying ,or 
. :· : . . . '• 

moving toward .democracy. 

Hem~sp~~;~ -'_ '.it/~~if.· <,~·\ 
as well _as the ·se~urity of · the ·· western 

... . . .. · .. ~ 

:• • • 'O • I.•.:••> 

7t is vital, then, · th.at 'the Lat'in Americ~n. governments 

directly at risk 'take ·t~ay the ;-~ct_ion_~ n~cess·a~y-~to·:· buil~ 1o~ :· 
... t ... 

· sustained growth tomorrow. ·Foremost amo·ng such ·: actions: are . - · 
. . . . . ~·· . 
. ·· ... _.) 

policy chang~a to open up their m~~~e~s · ·and create conditions 
,. 

to attract and retain capital. 
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The United States has supported -- and ,,11f:continue to 

support -- such actions. 
"l'-i 

Other industri~i -.countrie'a; .. ..;_·~-· · .. · 
• • • • ,• ',,. • • • •• ' • I• 

particularly Japan and the European . Community· ~- must'· .also work 

· to cushion the -adverse i~p~~t-·of :-~co~-omic ·:adjustment. -<"~t-~ :can_ 
• • '.. • ., • • > ~ ,'.... .•. ~ 

. ~ > • ' ;:';. •••• :~•;:']: .'• '.j_r • ' , 

be done -by supporting· the 'international -financial system, --~·;i, . : , 

. keeping markets open end exercising een.sit·i~i-ty· -~{-on~ ~i~h '.~~:-··:.·~ ·-->"- .: 
. ' ,. _.;_ ;,• . -: . ·t • ,, 

• ·"' • .- 'tr. 

fiscal responsibility. · 

... ·.;. ? ~ ~~-,_ .: . . : __ 5,. 

-When all is said and done, , I ·came ;back from South :_ • 1 .. :.·_ ~.- '-:", ·: "';.~; 1 

America both concerned by the odds _and . convinced that. a new -era .. _.i · ->- .· 
of hemispheric cooperation, growth ·ana _':_:-~u;·ity · i~ wi t~i n···~ ~, -.. ~:.··~-' :._~.-~ ~;-~;.· 

· - · ·-- -· · -?;r;_;t\1:t:. -~ / · --- ---
reach. 

. ' 

' . 
'' ' 

. ',-;-... ; : ·: .. · . :. : . ..... . 



MEMORANDUM 4603 

NATIONAL SECURITY COUNCIL 

ACTION June 7, 1985 'u~ 
MEMORANDUM FOR ROBERT C. MCFARLANE 

FROM: JACQUELINE TI~ 

SUBJECT: Aide Memoire from Peru 

The Vice President met yesterday with the Ambassador from Peru 
who left an aide memoire with him regarding the Regulator 
Committee meeting on Monday, June 10 at which time Peru's 
situation will be discussed. The Peruvians are concerned that 
they will be declared value impaired which will interfere with 
their current economic plans and the ability of the -new 
administration of Alan Garcia to continue with their economic 
program but suggested as well that it would interfere with 
bilateral regulations with the U.S. Philip Hughes has sent the 
aide memoire to David Mulford but the last time I talked to David 
about Peru and this upcoming meeting he was not very sympathetic. 
I think it is in our interests to try to prevent a value impaired 
designation until we see which way Garcia is going on economic 
issues and other important interests we have with Peru. I 
understand as well that the regulatory committees operate within 
their own legal criteria and that political considerations do not 
determine their decisions. However, it doesn't hurt to point out 
to them that there is high level interest. Therefore, I think 
that we might send the aide memoire as well to Treasury with a 
covering note that we wish it to be brought to the attention of 
the FDIC, Federal Reserve and Comptroller of the Currency. 

RECOMMENDATION: 

That you authorize Bob Kimmitt to forward his memorandum with 
aide memoire to Treasury. 



NATIONAL SECURITY COUNCIL 
WASHINGTON, D,C. 20!506 

MEMORANDUM FOR MR. EDWARD J. STUCKY 
Acting Executive Secretary 
Department of the Treasury 

SUBJECT: Aide Memoire from Peru 

4603 

The Vice President has transmitted to the NSC a copy of ·an aide 
memoire from the Government of Peru regarding the consideration 
of Peru's economic program and situation by the Inter-Agency 
Country Exposure Review Committee at a meeting on Monday, June 
10. We request that the Department of the Treasury make the aide 
memoire available to appropriate officers at the FDIC, Federal 
Reserve and Comptroller of the Currency for their consideration 
at said meeting. 

Robert M. Kimrnitt 
Executive Secretary 



~----------------· ~ ---~ ,,, .... ~-------~--
.. . 

·-• 

EMBASSY OF PERU-
WAaHINCIT0N, D, C, 20038 

AIDE MEMOIRE 
-· 

There are supervisory rules in U.S. banking regulations 
which govern the status of loans granted by American banks to 
foreign nations. It has come to our attention ~hat the Peruvian 
economic situation would be examined at the next meeting of the 
Inter-Agency Country Exposure Review -Committee to be held during 
the week of June tenth and that there is a possibility that some 
of the loans made to Peru might be classified as "value 
impaired': •. 

I . 

As a result of the economic program implemented by the 
Peruvian Government it has been possible to obtain a notable 
increase iri the gross domestic product .of 6.7% during the first 
quarter of this year which, in comparison with the -1.8% of last 

~ year's first quarter, represents a remarkable improvement~ This 
growth has been reached within the context of a stabilization 
f' l".'ogram whereby it has been pos s ible to reduce during the first 
qua rter of 1985 the fiscal deficit of the central government to 
1.8% of the gross domestic product, a figure well below the 5.6% 
target aimed at the time of approval of the Peruvian General 
Budget. 

An eventual "value impaired" declaration at this time 
could fundamentally affect the Peruvian economic program through 
the cut of commercial lines and seriously harm as well the 
private sector which has become a frontline factor of · 
~onsiderable importance in determining the recent economic growth 
of Peru. 

The first transfer of power in forty years from one 
~emocratically elected government to another will take place in 
Peru next July 28th. In this sense, it is important that the new 
government be able to continue constructively the economic 
program presently in operation. However, should the 
classification "value impaired" be imposed on some Peruvian 
loans, an inadequate and inconvenient situation could be created 

. that would significantly alter the efforts which the Peruvian 
government is making, -at great political and social cost, to 
stabilize the economy of the country. 

Furthermore, such classification could also endanger the 
continuity of the effort to stabilize the economy, initiative 
that should receive the preferred attention and support of the 
United States -Gov~rnment. 

It is pertinent to add that this type of loan 
classification could be used by extremist groups to promote 
discord in the cordial and friendly relat.ions existing between 
Peru and the United States. 

; 

D 

--

• 
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OFFICE OF THE VICE PRESIDENT 

WASHINGTON 

Jm.e 5, 1985 

MIM>RANOOM FOR JACOOELINE TILIMAN 

ffi™: Phili:::Jiv 
SUBJECT: Peruvian AidT-oire on Classification 

of Outstanding Loans to Peru 

This morning the Vice President met with Peruvian .Ambassador 
Luis Marchand and his Deputy Allen Wagner. In the meeting the 
Peruvians raised the issue of the possible reclassification of 
some loans to Peru as "value impaired" in the course of next 
week's Inter-Agency Com.try Exposure Review Conunittee meeting. 
They expressed concern that this step, if taken, would both 
impede the plans of the new govermnent of President Allen Garcia 
to continue the current govermnent's econanic stabilization 
program and hamper the new government's desire, asserted by 
.Ambassador Marchand, to improve bilateral relations. The 
Peruvians gave the Vice President the attached Aide Memoire on 
this topic. 

The Vice President promised to insure that the Aide Memoire 
was shared with the NSC Staff and other relevant Departments. 
He assured the Peruvians that, while he could not anticipate 
what decisions the committee would take, the factors raised in 
their Aide Memoire would be taken into accom.t. 

Accordingly, I wanted to pass along this Aide Memoire and 
accom.t of the Vice President's meeting for your review. 

_.,.. _ _,......,.......... •• _ ....... .......,._.,,.......,.....,,,...,_ .,,.,.., ""5·-:!' ... , ,,,,,,,.,,, ___ ,..,...._,..,..~-
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