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THE WHITE HOUSE

WASHINGTON

130

SEC

January 20, 1982

MEMORANDUM FOR THE VICE PRESIDENT
THE SECRETARY OF STATE
THE SECRETARY OF THE TREASURY
THE SECRETARY OF DEFENSE
THE SECRETARY OF AGRICULTURE
THE SECRETARY OF COMMERCE
THE DIRECTOR OF CENTRAL INTELLIGENCE
UNITED STATES REPRESENTATIVE TO THE UNITED NATIONS
UNITED STATES TRADE REPRESENTATIVE
DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET

SUBJECT: Report of the Working Group on the Implications
of Invoking the Exceptional Circumstances

Clause of the 1981 Polish Official Debt
Rescheduling Agreement

Attached is the report of the Working Group. Detailed
background papers are available to you if desired.

FOR THE PRESIDENT:

U3,

William P. Clark

Attachment
Report of the Working Group
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Report of the Working Group on the Implications of Invoking
the Exceptional Circumstances Clause of the 1981 Polish
Official Debt Rescheduling Agreement

Background

When the group of fifteen creditor governments agreed to
-reschedule the interest and principal payments due during 1981

by Poland on its official debt, it was agreed that any one of

the signatory governments could unilaterally (although after
appropriate consultations) rescind its agreement to the re-
scheduling if "exceptional circumstances" occurred. It was
understood that this referred to foreign intervention (obviously
with the Soviet Union in mind) or domestic repression of the
Polish people. This is commonly referred to as the "Tank Clause."
The legal effect of an invocation of the Clause by a creditor
government would be to have the 1981 Polish debt service obliga-
tion to that government become due and payable immediately in
accordance with the terms of the original loan contracts. That
government would then legally be in a preferential position vis-a-
vis the other creditor governments unless they also invoked the
Clause.

One practical effect of these developments would be a de jure
declaration of the present fact that Poland is in default on
its debts. Under these circumstances, it is likely that some
of the private banks would declare Poland in default on its
private debt and attempt to seize Polish assets through court
action (assuming that there are available assets to be seized),
which they can do now, if they wish. Experience has shown that
chances of success in doing so would be very small in foreign
jurisdictions. Another effect would be for the Poles to stop
payments to official or private entities declaring default. If
the default were widespread, it would precipitate total cessation
of interest payments to the West. There would be no effect on
Poland's ability to borrow, since it cannot borrow now. Polish
trade, however, would be hampered in the short run.

In sum, no action that could be taken after an invocation of

the Tank Clause cannot be taken now by any public or private
creditor. The use of the Tank Clause would thus have a political
effect only, with no attendant adverse effects on Poland or
significant adverse effects on other Soviet Bloc countries.

Probable Implications

Obviously there are many imponderables with reference to the
aftereffects of a step such as the invocation of the Tank Clause.
The major creditor governments agree that conditions exist for
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invoking the Clause. The same governments have stated that

they oppose doing so at this time. Whether the USG should
invoke the Clause must be assessed in the light of the following
considerations:

(1) Is the implicit possibility of the USG unilaterally
invoking the Clause at any time or the threat of doing so a
more powerful weapon to influence events in Poland than actually
invoking it?

The fact that we have not yet invoked the Clause keeps Poland
and to some extent the USSR under pressure to continue to make
some payments. It also provides leverage with our Western
European allies, in such meetings as NATO, COCOM, G-5, etc. during
the next few weeks in order to induce greater cooperation by
them with our post-martial law sanctions.

(2) What would be the probable effects of invoking the
Clause on the financial system of the Western world?

If default were to be declared against Poland, the impact on

the Western financial system would be severe, but containable.
Budget and financial effects in certain countries, especially
West Germany, could be substantial. If technical default were
to spread to other Eastern European countries, the costs to the
Western financial system increase, with potentially severe long-
term consequences.

(3) What would be the impact of invoking the Tank Clause
on the Soviet Union?

All pressure to assist Poland to make at least token payments
would be removed. The USSR would be unlikely to pay off the
Polish debt because of its own financial considerations. Our
invocation of the Clause would be declared by them a "political
act."

(4) Are there other steps which could be taken which would
permit us to exert similar or stronger leverage on Poland, the
Soviet Union and some of our allies without effects on us and
our allies as pernicious as those which might follow invocation
of the Clause?

A refusal on our part to participate in a rescheduling of
Poland's official 1982 debt at this time would have much the
same effect in reducing the availability of Western credit to
the Soviet Bloc while not forcing private bank action on default.
This would give the appropriate signal to the financial markets,
while making a ripple effect much less likely and permitting the
banks to deal with the situation in a more orderly manner.

SECRE?



Recommendations:

(1) That the USG not invoke the Tank Clause at the
present time.

: (2) That our ability to do so at any time be used as
leverage with our allies and with the Soviet Bloc in various
negotiations over the next few weeks.

(3) That we refrain from participating in negotiations
on the rescheduling of the Polish official 1982 debt at this
time.
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MEMORANDUM 130 redo
NATIONAL SECURITY COUNCIL 0%.

January 13, 1982
SE T
ACTION

MEMORANDUM FOR WILLIAM P. CLARK
FROM: NORMAN A. BAILEY /2P

SUBJECT: Report of the Working Group on the
: Implications of Invoking the Exceptional
Circumstances Clause of the 1981 Polish
Official Debt Rescheduling Agreement

Attached are memos to the President (Tab I) and the involved
agencies (Tab II) forwarding the report of the Working Group

(Tab A).

RECOMMENDATION:

That you sign the memos at Tabs I and II. Q Q 0(
Approve Disapprove L////

730 =
wtf

cc: Allen Lenz

Richard Pipes
{N

Chris Shoemaker
Don Gregg ~
Attachments
Tab I Memo to the President for Your Signature
Tab II Memo to the Agencies
Tab A Report of the Working Group
—SECRET

Review January 13, 1988
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MEMORANDUM 130

THE WHITE HOUSE

WASHINGTON

SE T

INFORMATION

MEMORANDUM FOR THE PRESIDENT
FROM: WILLIAM P. CLARK

SUBJECT: Report of the Working Group on the
Implications of Invocation of the
Tank Clause

The Working Group on the Implications of U.S. Invocation
of the Exceptional Circumstances Clause of the 1981 Polish
Official Debt Rescheduling Agreement has completed its
report. The recommendations of the Working Group are as
follows:

1. That the USG not invoke the Tank Clause at the
present time.

2. That our ability to do so at any time be used as
leverage with our allies and with the Soviet Bloc in various
negotiations over the next few weeks.

3. That we refrain from participating in negotiations
on the rescheduling of the Polish official 1982 debt at this

time.
}nhu
- mL{ZL(i#WZWW
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SECRET—
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FOR THE RECORD:

The attached memo was discussed
with the President on 1/15. The -
President approved all three
recommendations listed on page 3

of TAB A.
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MEMORANDUM FOR THE VICE PRESIDENT
THE SECRETARY OF STATE
THE SECRETARY OF THE TRRASURY
THE SECRETARY OF DEFEN
THE SECRETARY OF AGRIZULTURE
THE SECRETARY OF COMMERCE
THE DIRECTOR OF CENTRAL INTELLIGENCE

UNITED STATES REPRESENTATIVE TO THE UNITED NATIONS

UNITED STATES TRADE REPRESENTATIVE
DIRECTOR, OFFICE/OF MANAGEMENT AND BUDGET

SUBJECT: Report of the Worklng Group on the Implications
of Invoking the Exceptional Circumstances
Clause of the 1981 Polish Official Debt
Reschedullng Agreement
/

/
{

/
Attached is the report of the Working Group. Detailed
background papers are available to you if desired.

-

FOR THE PRESIDENT:

Wik COS
William P. Clark

Attachment /

Report of the Worklng Group

SECSRET-
Review Januarv 13. 1988
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WASHINGTON “79&97

CONF TIAL

January 22, 1982

MEMORANDUM FOR THE HONORABLE RICHARD E. LYNG
The Deputy Secretary of Agriculture

SUBJECT: . Polish Debt; CCC Guarantees and the
Risk of Polish Default

I have consulted with State and Treasury on the problem you
raised in your memo of January 8 to James Nance on Polish
debt. There is complete agreement that the USG should not
take any action which increases the risk that Poland could
be declared in default.

At this time, we want to preserve our flexibility on the
issue of Polish debt. As you know, the President has de-
cided that the U.S. should not increase the risk of a Polish
default by invoking the "exceptional circumstances" clause
of the 1981 debt rescheduling agreement with Poland. Thus
it is imperative that USDA take all possible steps to avoid
any inducement for banks with claims on CCC to call default,
and that the way in which these claims are settled does nct
add to the pressures from third-party banks to call default
against Poland.

As we understand the issue, interpretation and application

of regulations regarding CCC guarantees to require a dec-
laration of default could exacerbate the risk of some banks
formally declaring Poland in default. Certainly a large

part of the financial community believes this, and it is in
the interests of most banks to avoid a formal default situ-
ation. The immediate need is to permit banks and exporters
to establish the basis and time frame for interest to accrue
on their claims, as appropriate, under the CCC regulations.

A second requirement is to be able to settle claims in an
orderly fashion without risking a default declaration during
an interim period in which U.S. flexibility is fully preserved.
We therefore urge that you explore all possible methods under
the CCC charter to authorize payments by CCC in the absence
of a declaration of default through interpretation of the
regulations, the issuance of a temporary and emergency amend-
ment to the CCC regulations, or through the direct repurchase

DECLASSIFIED
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-

of CCC guarantees or other outstanding obligations covering
credits to Poland. While minimizing any increase in the
risk of default, this interim method of settlement should
also avoid being construed as a rescheduling of Poland's
CCC debt.

As you know, the NATO countries have agreed to hold the
question of debt rescheduling negotiations in suspense "for
the time being." Sixteen creditors, at their meeting of
January l4, agreed on this. Thus over the next several
months -- while such an interim arrangement is in effect --
we will need to examine how claims should be settled after
a final decision on debt rescheduling for 1982 is made.
USDA, in conjunction with State and Treasury, should begin
an intensive examination of the issue and the options.

FOR THE PRESIDENT:

4)\»}/

William P. Clark

CONF IDENTIAL
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DEPARTMENT OF STATE S

Washington, D.C. 20520

January 11, 1982n

MEMORANDUM FOR WILLIAM P. CLARK 1 I,

THE WHITE HOUSE
. . " S“, : T ) T'{4
Subject: Polish Debt; CCC Guarantees and the Risk of B

Default

This responds to the memo from Deputy Secretary of
Agriculture Richard Lyng to James Nance on Polish debt.
The State Department and USDA have been discussing the
problem raised in that memo over the past week. The same
issue arose last year, after the official multilateral
rescheduling of Poland's 1981 debt service. In essence,
CCC regulations do not take into consideration the
possibility of rescheduling; thus banks which wish to
claim a CCC guarantee of their loans have no recourse
but to invoke a formal declaration of default in order to
collect.

In 1981, USDA avoided this by creative interpretation
of CCC regulations which allowed them to buy back the
loans. We understand that this becomes somewhat more
problematical without an official debt rescheduling place--
and it is clear that there will not be such a rescheduling
in 1982 for some time. Nonetheless, we believe that it is
important that an arrangement be made to allow the banks
to collect their guarantees without triggering a declaration
of default by private banks.

The NSC has discussed the question of abrogating the
1981 official debt rescheduling agreement with Poland by
involving the "exceptional circumstances" clause. Such an
action is likely to result in some U.S. banks declaring
formal default. The President decided that we should not
take such action, and thus that we should not increase the
risk of a private bank declaration of default. In our view,
present US flexibility on this issue should be preserved;
thus USDA should arrange for the private banks to collect
their guarantees in a way which does not increase the risk
that the banks will call a default. We have checked with
Treasury, and it shares our views.

) / /

(A af D8
L. Paul Bremer III
Executive Secretary

DECLASSIFIE
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DEPARTMENT OF AGRICULTURE ’é
CFFICE OF THE SECRETARY
WASHINGTON, D. C. 202590

TO: + James W. Nance
Deputy Assistant to the President
for National Security Affairs

FROM: Richard E. Lyng @ { f
Deputy Secretary ‘ 1 '6“'!
SUBJECT: Polish Debt :

DATE: January 8, 1982

USDA's Commodity Credit Corporation (CCC) has an enormous Polish
credit exposure totaling approximately $1.6 billion. This in-
cludes both direct credits and guaranteed private credits made
for shipments of U. S. agricultural commodities during the past
several years. There is a risk that claims by private banks
under CCC preograms may trigger cCross-defaults, resulting in a
scramblie for Polish assets.

A multilateral government rescheduiing agreement was negotiated
in 1981 covering Polish loan payments only through December 31,
1981. There is no such rescheduling agreement for payments
coming due in January of 1982 and beyond.

USDA (CCC) anticipates that some banks or exporters holding

our guarantees on Polish lcans may make claims upon us next

week for these unrescheduled payments now past due. A single

claim could trigger cross-default clauses affecting all of Poland's
outstanding credits. Technically, Poland has been in default for
months, but neither banks nor the U. S. Sovernment has chosen

to declare Poland in default. ' . 2

Although CCC has no ability to prazvent submission of claims, we
are meeting with banks, at their request, on Monday, January 11.
USCA has invited representatives of the State and Treasury De-
cariments and the National Security Council to participate in
this meeting.

though CCC's options are 1imited, due to its lacal and con-

At

~l

tractual obligations, certain "0].cy guidelinas may be essantial

to minimize the risk of undesired disruption of the Polish

situation.
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MEMORANDUM 0177 redo
NATIONAL SECURITY COUNCIL 6$“/~ M

January 19, 1982

CONFIDE@L

ACTION SIGNED

MEMORANDUM FOR WILLIAM P. CLARK

FROM: NORMAN A. BAILEY /2

SUBJECT: Memo from You to Secretary Block
Concerning CCC Polish Debt and the Risk
of Default

Deputy Secretary of Agriculture Lyng wrote to Bud Nance
who sent the memo to State at your direction. The Lyng
memo and Bremer's response (Tab II) are attached.

The Department of Agriculture has worked out a method for
dealing with the problem, but wants "cover" in the form of
a comfort letter from the White House. State has prepared
a letter from you to Lyng (Tab I).

RECOMMENDATION:

That you sign the at;ached memorandum to Deputy Secretary
Lyng at Tab I.
Approve ZZ Disapprove

cc: Richard Pipes
Paula Dobriansky

Attachments
Tab I Memo to Block for Your Signature
Tab IT Lyng Memo and Bremer Response

“CONFIBENTIAL—
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DEPARTMENT OF STATE
Washington, D.C. 20520

January 16, 1982 &) 1§ pu: -9

MEMORANDUM FOR MR. WILLIAM P. CLARK SlTL‘.i':.;,',. "
THE WHITE HOUSE

SUBJECT: Polish Debt; CCC Guarantees and the Risk of
Default; Suggested Memo

The Department's staff has been working with USDA,
Treasury, and your staff to resolve the questions on Polish
CCC debt raised in the memo of January 8 from Deputy Secretary
of Agriculture Lyng to James Nance. The issue is basically
how to meet claims of U.S. private banks for CCC guaranteed
commodity loans to Poland without increasing the risk of
default. The agencies agree that normal application of CCC
regulations would increase this risk, and thus run counter to
present U.S. policy.

Attached is a suggested reply to Lyng, which has the
clearance of Treasury. State, Treasury, and the NSC staff

agree that such a reply is necessary, and State offered
to provide the draft.

Chidassss

Executive Secreéta

Attachment:

Suggested reply

DECLASSIFIED
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MEMORANDUM TO RICHARD LYNG NLi /7?%"1[6%'(”(%’{5 e

SUBJECT: Polish Debt BY NARA DATE

[ R

I have consulted with State and Treasury on the problem you
raised in your memo of January\s to James Nance on Polish debt.
There is complete agreement that the USG should not take any
action which increases the risk that Poland could be declared
in default.

At this time, we want to preserve our flexibility on the
issue of Polish debt. As you know, the President has decided
that the U.S. should not increase the risk of a Polish default by
invoking the "exceptional circumstances" clause of the 1981 debt
rescheduling agreement with Poland. Thus it is imperative that
USDA take all possible steps to avoid any inducement for banks
with claims on CCC to call default, and that the way in which
these claims are settled does not add to the pressures from
. third-party banks to call default against Poland.

As we understand the issue, interpretation and application
of regulatiéns regarding CCC guarantees to require a declaration
6f default could exacerbate the risk of some banks formally
declaring Poland in default. Certainly a large part of the financial
community believes this, and it is in the interests of most banks to
avoid a formal default situation. The immediate need is to permit
banks and exporters to establish the basis and time frame for
interest to accrue on their claims, as appropriate, under the
CCC regulations. A second requirement is to be able to
settle claims in an orderly fashion without risking a default
declaration during an interim period in which U.S. flexibility

is fully preserved. We therefore urge that you explore

V1Y mmmaldint o mallem Ao escmillmos Llaw AP ate damtoa A alie Y sox® o
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payments by CCC in the absence of a declaration of default
through interpretation of the regulations, the issuance of
a temporary and emergency amendment to the CCC regulations,
or through the direct repurchase of CCC guarantees or other out-
standing obligations coVering credits to Poland. While mini-
mizing any increase in the risk of default, this interim method
of settlement should also avoid being construed as a rescheduling
of Poland's CCC aebt.

As you know, the NATO countries have agreed to hold the
question of debt rescheduling negotiations in suspense "for
the time being." Sixteen creditors, at their meeting of.
Januvary 14, agreed on this. Thus over the next several months--
while such an interim arrangement is in effect--we will need to
examine how claims should be settled after a final decision on
- debt rescheduling for 1982.is made. USDA in conjunction with
State and Treasury should begin an intensive examination of the

issue and the options.

William P. Clark
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HEMORANDUM

THE WHITE HOUSE m

WASHINGTON

3
June 14, 1982 =

MEMORANDUM FOR EDWARD J. ROLLINS

FROM: WILLIAM P. CLARK W/l’
SUBJECT: Proposed Republican National Committee
Resolution

With reference to your memorandum of May 21 on the
proposed RNC resolution, attached are several state-
ments made by Treasury officials explaining the USG
decision not to unilaterally declare Poland in default
on its official debt.

Attachments
Leland Statement of February 9, 1982
Sprinkel Statement of February 23, 1982
McNamar Statement of March 12, 1982



STATEMENT OF MARC E. LELAND
ASSISTANT SECRETARY FOR INTERNATIOMAL AFFAIRS
BEFORE THE SUBCOMMITTEE ON FOREIGN OPERATIONS

APPROPRIATIONS COMMITTEE
U.S. SENATE

FEBRUARY 9, 1982

Mr. Chairman: Thank you for giving me the opportunity
to discuss the Polish debt situation with you and members of
this Committee. I understand that the Committee is concerned
about whether Poland should be declared in default as a means
to exert pressure on the Polish regime and is also concerned
that the Government is paying the Commodity Credit Corporation's
(CCC) guarantees of commercial bank loans to Poland.

The President has decided that maximum pressure can be
put on Poland by insisting on repayment of their debt =-- both
that portion which we did not reschedule last year and that
which falls due this year -- and not by declaring the Poles
in default at this time. I want to emphasize this point strongly
because there has been much confusion and misinformation on the

issue.

24



Private banks are not now lending any money to the Polish
government. Poland, however, is making some payments though by
no means all that is due both to official creditors and commercial
banks in the west. Thus, we have a situation of money flowing from
the East to the West as opposed to the opposite situation which
existed just a year ago, when banks and governments were putting
money into Poland. By adhering to this policy of pressuring the
Poles for repayment, while not putting any new money into Poland,
we will perpetuate this situation. This hurts the Polish regime
because this net outflow means that they are giving up more than
they are getting and, as I noted above, they are getting no new
credit now.

Would declaring a default bring more pressure on the Poles
than that which now exists? I don't think so. 1In fact, declaring
a default now would make things easier for the Polish regime.

This sounds like an anomaly but in fact it is not. 1If the United
States Government were to declare a default against the Polish
government, as some have argued, Poland could use that as an
excuse to keep from paying even the small amounts which it is
presently paying. Thus, they would be free to use their

scarce foreign exchange either to pay other creditors =-- who
might not declare default =-- or make new purchase. In this
situation, the USG would, of course, be free to seek to attach
Polish assets, of which there are virtually none. Even if there
were any, they would be difficult to attach for reasons of

sovereign immunity.
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Thus, analysing the situation in this way, the Government,
like private banks, has determined that there is more chance of
getting paid if we do not declare Poland in default but insist that
that they pay their indebtedness.

It has also been suggested that a declaration of default
against the Poles could force the Soviets to pay the Polish
obligations. I don't believe this is the case. It would in
fact, reduce the pressure that currently exists for the Soviet
Union to help Poland in whatever way it can so that the Poles
can continue to make some payments.

It has been alleged that any payments by the Commodity
Credit Corporation to the commercial banks would in effect be
"bailing out" the banks and letting the Poles "off the hook".
This simply is not the case. The United States Government has
a legal obligation to honor its guarantees on the loans which
commercial banks made to Poland. This we are doing. When
that process is complete, the guaranteed portion of Poland's
debt will be owed to the United States Government, rather than
the commercial banks. I can assure you that we will do everything
possible to collect that debt. I can also assure you that this
transfer will not, in any way, undermine or weaken the ability of
the commercial banks to call a default on their many unquaranteed
private bank loans to Poland which are not being paid on time.

That they have not done so and show no intention of doing so



denotes as I have said that they have come to the same conclusion
as we -- by an independent process -- that it is better to
collect some money than none. By insisting that this be done
we preserve to the maximum extent possible our separate, but
similar, interests in being repaid. At the same time, the USG
is maintaining its objective of placing the maximum possible
pressure on the Polish regime. We firmly believe that this
policy is the most effective one.

I will be happy to answer any questions which you or other

members of the Committee may have.
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TESTIMONY OF THE HONORABLF BERYL W. SPhINKEL
UNDFR SFCRFTARY OF THFE TREASUPY FOR MONETARY AFFAIRS
BEFORF THF COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS
UNITED STATES SENATE

FEBRUARY 23, 1982

Mr. Chairman: I welcome this opportunity to discuss the Polish
econonic and financial situation with you and other members of

the Comnittee. In.my prepared statement, I will review how the
situation has deteriorated to the position in which Poland finds
itself todayv, the debht rescheduling exercise with offical creditors
for dealing with Poland's 1981 maturities, the parallel exercise
with the commercial banks which appears to be in its concludina
phases, and most importantly, the economic and financial pressures
we have bhrought to bear on Poland and the Soviet Union in the lighbt
of the repressive actions of December 13, 1981. In particular, I
will set forth the Administration's view as to why we have not
declared Poland in default on its official debts, because we sce
this as a means to bring qgreater pressure to bear on the Polish
regime. There has been considerable misunderstanding and confusion
on this subject, and I think it would bhe helpful to understand the

position we have taken and why.
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“pland's Economic'Strategies

In the early 1970's, Poland embarked upon an ambitious
economic development program to modernize its economy and to
increase substantially its standard of living. The strategy
envisaged a simultaneous expansion in investment and consumption.
Massive increases in investment were needed to re-orient the
econonmy away from inefficient import substiiution and toward the
development of an export oriented industrial base. This would
enable Poland to sell its products in Western markets. Concurrently,
it was felt that increases in consumption, particularly of food,
would be required to provide Polish workers with an incentive
to stimulate the growth of outnut.

In this strategy, it was recognized that substantial foreign
orrowing, primarily from the Vlest, would be necessary to finance
massive capital imports from the West. The Poles thought that the
trade deficit which this would elicit would ultimately shift
into a trade surplus as a result of Polish sales in Western

markets; the surrlus was envisioned to become large enough to enatle

s
-

Poland to eventually reduce its external debt.

The Polish Failure and Ruilé-up of Debt

This strateqy €failed, and failed badly. The main problem
arose becausc the Polish authorities made a number of policy errors.
For example, when the Western recessian began in 1974, Poland, like
a number of developing and industrial countries, maintained its
ambitious development plan rather than cutting back on imports

which were used to build its industrial capacity. As a result,
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its trade deficit with the West widened, and for 1975, it exceeded

32 billion compared to S1.5 billion in 1973. 1Incorrect income

and pricing policies also playéd their role as Poland tried to
insulate its economy from the inflationary pressures of the mid-
1970's through use of subsidies and price controls. . These measures
increased the deqree of distortion already existing in this centrally
planned economv and exacerbated the financial problems of Polish
enterprises. The emprhasis on expansion of heavy industry resulted

in a neglect of the agriculture sector. The combhination of six
consecutive years of bad weather and the lack of appropriate
agricultural nolicies gave rise to rapidly increasing rates of food
imports -- more than doubling between 1972-1975, and increasing by
one-third again between 1975-1979. These imports necessarily had

“o be covered by Polish exports. Rut when Poland found it was

nable to generate the level of exrort sales it envisaged, these
imports hacé to he covered by additional borrowing.

As a result of these and other developments the Polish

external debt situation deteriorated significantly. For exanmple,

in 1972, Poland's gross hard currency debt totaled onlv $1.6 billion.
Its debt service, consisting of $200 million of principal and $74
million of interest, amounted to only 15% of its foreign exchange
earnings fror the West. As Poland's hard currency imports continued
to exceed its hard currency exports, total debt and debt service
continued to rise. By 1974, Poland's external debt was $4.6 billion
and its debt service was 23% of export earnings; by 1976, total debt
more than doubled to $11.5 billion and debt service was 42%; by 1979,

>tal debt virtually doubled again to $21.1 billion and debt service
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was 92% (see attached table). Poland was now truly caught in a
vicious circle wherein a rising standard of living that its people
had come to expect and demand depended on ever-growing borrowing
from the West.

By mid-year 1981, Poland's hard currency debt gtood at
approximately S26 billion. It owed roughly $20 billion of this
amount to sixteen Western countries, $11 billion to official creditors
or quaranteed by them, including $1.9 billion to the U.S. Government:
and $9 billion of unguaranteed debt to private banks including
$1.3 billion to U.S. banks. At the beginning of 1981 it was estimated
that Poland would reguire some S$11 billion to cover its projected
trade cdeficit and service its debt. Poland was clearly not in a
position to raise these amounts and on March 26, 1981, the Polish
‘uthorities notified their creditors that they would no longer be

able to guarantee payment of their external debt.

Public and Private Debt Rescheduling

The governments and private banks responded to the Polish
notification by agreeing to enter into debt rescheduling negotiations.
Separate debt rescheduling exercises were organized hy tﬁé’pfficial
and private crecditors. Fifteen official creditor nations (later
increased to sixteen with the addition of Spain) concluded
negotiations with the Governnent’of Poland and a multilateral debt
rescheduling agreement was signed in Paris on April 27, 198l.

This agreement serves as an umbrella éqreement for subseguent
Government to Government agreements to reschedule 90 percent of
Poland's debt ‘service obligations to these creditors, including

oth the principal and interest falling, due during the last

el



three-quarters of 1981. These obligations, totaling $2.4 billion,
.are to be repaid during a four year period beginning in 1985.
Interest on the rescheduled debt, both interest and priﬁcipal,
is to be charged during the 1981-1985 grace period and on the
outstandina deht during the repayment period. The U.S./ Poland
Government to Government agreement was signed on Auéust 27, 1981.
Western banks, moving on a parallel track, established a
consortium to negotiate a debt rescheduling agreement with the
Polish Government. Bv September, the consortium reached an ad
referendun agreement with the Poles for rescheduling 95 percent
of the princimal ($2.3 billion) falling due Auring April-December

1981, over eight years, including a four year grace period.

The consortiur of Western banks set a precondition for signing

he docurent, nanely that Poland pay all of the 1981 interest -- an

estimated S700 million =-- which fell Aue in the last 9 months of
1981. The Government of Poland could not completely fulfill this
condition at vear's end, and as a result, the Western banks did not

sign the rescheduling agreement. At the present time, we understand

’
-

the Poles have almost brought their interest payments to the banks
current throuagh December 198l. Final payment of 1981 interest =--

and signature of the rescheduling agreement with the banks for 1981 =--
is expected in March. |

Internal Deficits: Their Causes and Impact

The problems created by the massivé buildup of Poland's external
debt were exacerbated by the growth of large scale budget deficits

which rose froﬁ 26 billion zlotys in 1980 to over 200 billion zlotys
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in 1981 (34 zlotys=S$1), an amount equal to about 6 percent of their
' GNP. These deficits came about primarily from three sources:

(1) increased government expenditures for social benefits,

(2) higher wages in administration, education and other units
financed by state funds, and (3) losses of socialized enterprises
because of raridly risina wage increases, declining output and
stagnant prices.

The Polish response to these developments was to finance the
overall budget deficit by monetizing the debt. Rather than take
corrective measures to eliminate the budqet deficits, the Polish
authorities printed monev. The Polish Government has estimated
that nearly 22 percent of their expenditures in 1981 were financed
by newly issued money. With official prices suppressed, a thriving
black market developed. As a result, the Polish currency became
worthless, both as a ;ediur of exchange and a store of value.

It was no surprise to economic observers that in these circumstances
Polish workers would not produce when they were to be paid in a
currency whrichk was virtually worthless; and it was no surprise

that the Polish farmers would not bring their products té‘market

in the state distribution systems when they too would be paid in a
worthless currency.

Bringina Pressure to Bear on Poland and Default

Subsequent to the imposition of martial law in Poland on
December 13, 1981, the United States and other official creditors
took financial measures to bring financial pressure to bear on

Poland. First, government credits and export guarantees to Poland



Yave been limited to those of a humanitarian nature, e.g., food

‘and medical supplies. 1In this regard the United States Government

has terminated all discussions'reaarding CCC loan guarantees for
agricultural exports, while permitting food assistance which was in
the pireline and was being distributed by Catholic relief services
and CARE was allowed to continue to go forward. Second, the official
creditors suspended indefinitely any talks with the Poles on
rescheduling their 1982 debt maturities and are insisting that the
Poles service all their 1982 debt obligations as they fall due.
They are also insisting that the 1981 obligations which were not
rescheduled and are in arrears, be paid.
By these actions, we are creating a situation whereby funds

are flowing fronm Poland to the West rather than from the West to
oland as was the case just a year ago. By adhering to a policy

»f pressuring the Pole; for repavment while not providing any new
credits, we can perpetuate a situation that hurts the Polish regime.

The net outflow of funds means that the Poles are givina up more

than they are getting, and as I pointed out above, they are getting

4
-
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no new funds.

In these circumstances, would declaring a default now bring more
.

pressure on the Poles than that which now exists? I don't think so.

In fact, declaring a default now could make things easier for the

Polish regime. This sounds like an anomaly but in fact it is not.

I1f the United States Government were to declare a default now, as

some have argqued we should, the Polish Government could use that

as an excuse to keep from paying even the small amounts which it

5 presently paying. Thus, they would be free to use their scarce
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‘oreign exchanye eiciier to pay other creditors =-- who might not
declare default -- or make new purchases. We do not wish to
bring about this type of situation as it would ease the pressure
with which the Poles are now confronted.

Thus, the Administration has determined that we can maximize
pressure on Poland by insisting that they pay their indebtedness.
We firmly believe that this policy is the most effective for advancing
our political and financial interests.

I will be happy to answer any questions which you or other

members of the Committee may have.
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Poland .
1972 1973 1974 1975 1976 1977 1978 1979 1980 1981
(billions of U.S. $)
(estimate)
Non-Communist {
a)Exports : 1.8 2.5 3.9 4.1 4.4 4.9 5.5 6.3 7.4 5.6
b) Impocts : 2.0 4.0 6.0 7.4 1.5 7.1 1.5 8.8 8.8 6.5
C)Trade balance : -0.2 -1.5 =21 =33 -1 =22 2.0 =25 -l.4  -0.9
Gross Debt : 1.6 2.8 4.6 8.0 11.5 14.0 17.8 21.1 25.0 26.0
Principal Repayment : 0.2 0.3 0.5 0.7 1.2 2.0 2.9 3.6 5.6 6.4
Interest : 0.1 0.2 0.4 0.5 0.7 0.9 1.5 2.2 2.4 3.3
l
Debt Service
{as § of exports) 15 19 23 30 42 59 79 92 108 173



STATEMENT OF R. T. McNAMAR
DEPUTY SECRETARY OF THE TREASURY
BEFORE THE COMMITTEE ON AGRICULTURE,
NUTRITION AND FORESTRY
UNITED STATES SENATE
MARCH 12, 1982

MR. CHAIRMAN: I welcome this opportunity to discuss the
relationship between the Polish financial and economic situation
and the Commodity Credit Corporation's export lending activities
with you and other members of the Committee.

As you know, we have already submitted for the record the
answers to the questions you posed in preparation for these
hearings. I have attached those questions and answers to this
statement. Therefore, in my prepared statement, I will elaborate
on two of the major points of your concern.

I would like to begin by commenting on the reasons why the
Administration has chosen not to declare Poland in default at
this time. There has been considerable confusion and
misunderstanding in the press and elsewhere regarding this
decision.

Subsequent to the imposition of martial law in Poland on
December 13, 1981, the United States and other official creditors
decided to take the following ‘initial steps to bring financial
pressure to bear on the military government of Poland: (1)
Government credits and export guarantees, except those of a
humanitarian nature, were terminated; (2) 1982 Polish debt
rescheduling discussions were indefinitely suspended; and (3)
official creditors insisted that Poland meet its 1982 obligations
as they fall due and pay up the arrearages on the 1981
obligations that were not previously rescheduled during 1981.

The U.S. has also taken a number of additional steps:

- We have suspended Poland's 1982 fishing rights in U.S.
waters.

- We have halted the renewal of the U.S. Export-Import
Bank's line of credit insurance to Poland.

== We have held up the shipment of surplus dairy products.

- We have suspended Polish civil aviation landing rights
in the U.S.

By taking these steps we instituted a process so that money
is now flowing from Poland to the West rather than the West to
Poland as was the case during the last several years. By
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adhering to a policy of insisting on repayment while not
providing any new funds -- the private lenders have also severely
curtailed lending to Poland -- we are creating a situation that
maintains financial pressure on the Polish military regime and
through them on the USSR.

Some have argued that a formal declaration of default would
serve to curtail financial credit to Poland. There are no
credits going to Poland at this time, and some of the other
Soviet bloc countries, which are experiencing serious economic

and financial problems, are finding it increasingly difficult to
borrow.

Although a formal declaration of default would not affect
Poland's legal obligation to repay its debts to U.S. lenders, the
Polish government could attempt to avoid paying U.S. lenders. In
turn, this would make scarce hard currency available to pay for
additional imports which they otherwise could not purchase.

Some have suggested that the United States should declare
Poland in default of its obligations and satisfy these
obligations by attaching its assets.

While the United States could attempt to recover some of the
funds it loaned Poland in this way there are, however, virtually
no Polish assets. 1In fact, the court costs involved in such an
effort might even exceed the value of the property attached.

In short, we have opted for an approach that is draining
resources out of Poland rather than taking what would essentially
be a symbolic gesture. And, by not declaring Poland in default
and continuing to insist on their meeting their obligations, we
are also indirectly bringing additional financial pressure to
bear on the Soviet Union -- the real instigator of the repressive
regime in Poland. As a result of not declaring a default, the
Soviets are now pressured to provide additional economic
resources to keep the Polish economy functioning at some
minimally acceptable level and to assist the Poles in meeting
their hard currency debt service payments to avoid further damage
to Poland, other bloc countries, and the Soviet Union.

I will now comment briefly on the CCC export guarantee
program and on CCC's offer to U.S. banks that has also been the
subject of much discussion.

When an exporter enters into a guarantee contract with CCC,
CCC becomes legally obligated to make payments to the exporter or
its assignee bank in the event the foreign importer's bank fails
to meet its payment obligations. This obligation is similar to
that undertaken in other U.S. Government loan guarantee programs
such as the Export-Import Bank's Financial Guarantee Program for
exports of manufactured goods. In order for the holder of the
guarantee to collect from CCC, the holder must first notify CCC
that a payment has been missed and then file a claim together



with the necessary supporting documentation. Once the holder of
the guarantee has filed its claim with CCC, CCC must then pay the
holder the amount of the guarantee. The holder then transfers to
CCC the holder's interest in the missed payment. The foreign
borrower is in no way relieved of any obligation -- it still owes
the identical amount. Only now it must pay CCC for the missed
payments and it must continue paying the guarantee holder the
remaining payments as they fall due.

I would also like to emphasize that these payments do not
mean -- as has been alleged -- that the CCC is bailing out the
banks. The banks were certain of being paid. The CCC guaranteed
the credits involved. 1In the absence of Polish payments, the CCC
is obligated to honor its guarantees.

Although CCC regulations refer to the notice document as a
"notice of default," it in fact is simply a notice of nonpayment.
It does not constitute a formal declaration by the holder of the
guarantee or by the U.S. Government that the foreign bank is in
default. A formal declaration of default in a loan agreement
typically involves triggering specific penalty provisions of the
loan agreement, including declaring the entire debt to be
immediately due and payable, and perhaps increasing the rate of
interest charged on the outstanding balance due. A formal
declaration may also entitle the loan holder to seize the
debtor's assets in an attempt to satisfy the debt.

The key point to be made is that although the underlying
credit agreement the exporter has with the foreign bank may
permit the exporter to declare a formal default in the event of a
missed payment, CCC does not require the guarantee holder to
declare a formal default in order to trigger CCC's liability.

CCC simply requires prompt notice that a payment has been missed
to exercise its obligation to honor its guarantee.

The January 28 offer of CCC to repurchase guarantee
obligations it had made to exporters who had extended credits to
Poland (or the assignee banks) does not differ substantially from
what would happen if the holders filed a notice and claim as
provided under CCC regulations. (CCC would discharge its
obligations by purchasing the claim rather than have the banks
file and then paying.) However, CCC made this offer because of
the concern that some of Poland's other official or unofficial
creditors might incorrectly believe that the filing of a claim on
a CCC guarantee constituted a declaration of default. The
January 28 offer is intended to prevent the adverse consegquences
that could have resulted from an unintended non-CCC declaration
of default based on a misunderstanding of the meaning of the
notice and claim procedures used by the CCC.

I will be happy to answer any questions which you or other
members of the Committee may have.
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Question: Why did the Administration choose not to declare
Poland in default?

Answer: We believe that by not declaring Poland in default
at this time we are bringing maximum pressure to bear on
Poland and the Soviet Union by promoting a continued flow
of hard currency from Poland to the West. We still retain
the option of declaring Poland in default. -



(2)

Question: Were the USDA's Commodity Credit Corporation's (CCC)
regulations on paying guarantees to the banks adhered to in
payment to U.S. banks?

Answer: The January 28, 1982 offer of the CCC to holders of CCC
guarantees covering credits to Poland is clearly within the CCC's
legal authority and is consistent with the laws and regulations
governing the CCC. This conclusion is based on two elements:

(1) the January 28 offer in no way alters the basic rights and
liabilities of CCC under its obligations but instead offers a pos-
sibility of improving CCC's position concerning those obligations,
and (2) CCC has broad statutory authority to enter into contracts
of this type for the settlement of its claims and obligations.

The regulations that set forth the procedures for payment
in connection with CCC's guarantees under the GSM-101 and GSM-102
programs provide that in order for the holder of the guarantee to
collect from CCC, the holder must first notify CCC that a payment
has been missed and then file a claim, together with supporting
documentation. Although the notice document provided for in CCC's
regulations is termed a "notice of default," CCC's definition of
default for purposes of notification is fundamentally .different
from the concept of default in banking circles. Moreover, the
notice required by CCC's regulatlons has a different purpose
from a declaration of default in the banking context.

Under the CCC regulations, "default"” is defined as occurring
when a payment by the borrower has been missed. The purpose of
requiring the holder of the guarantee to notify CCC that the
foreign bank has failed to make a remittance is to alert CCC to
its imminent liability for that payment and to allow it to take
such actions as it considers appropriate to protect its interests.
On the other hand, a formal declaration of default in the banking
context commonly involves triggering the penalty provisions con-
tained in the agreement with the debtor, including declaring the
entire debt to be due and payable and increasing the rate of
interest charged on the outstanding balance due. A formal
declaration may also trigger efforts to seize the debtor's
assets in an attempt to satisfy the debt. CCC does not require
such a declaration of default by the holder in order to trigger
CCC's liability. CCC simply requires prompt notice that a
payment has been missed. The notice could have as well been
styled a "notice of overdue payment"” or a "notice of nonpayment”.
CCC nevertheless made its Janaury 28 offer to guarantee-holders
because it felt that other lenders not familiar with the CCC
terminology might mistakenly believe that the filing of a "notice
of default”™ with the CCC constituted a declaration of default.
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While dispensing with the requirement to file a "notice
of default™, the January 28 offer otherwise closely approximates
the terms on which the CCC would make payment on a claim.
The procedural requirements under the offer provide CCC the
same protection with respect to its rights and liabilities as
the procedural notice and claim requirements of the regulations.
Moreover, substantively, the terms and conditions under which
CCC made its offer did not alter -- and, in fact, under one
option of the offer there was the potential to improve -- the
financial position of CCC compared to its position under the
original guarantee contract.

As for the second element set forth above, the Commodity
Credit Corporation Charter Act, 15 U.S.C. sections 714 et seq.
(the "CCC Act"), confers broad authority upon the CCC to manage
its fiscal affairs. The CCC, therefore, is not limited to making
payments under its guarantees only according to the terms of its
regulations. It has sufficient statutory authority to amend the
terms of the guarantee contracts without amending its regulations.
In exercising this authority, CCC is subject to the duty to act in
accordance with customary standards of prudent business management.

Section 4(g) of the CCC Act empowers CCC to "enter into and
carry out such contracts or agreements as are necessary in the
conduct of business". Section 4(j) gives CCC the power to
"determine the character of and the necessity for its obligations
and expenditures and the manner in which they shall be incurred,
allowed, and paid". Section 4(k) authorizes CCC "to make final
and conclusive settlement and adjustment of any claims by or
against the Corporation or the accounts of its fiscal officers”.
Finally, section 4(m) provides that CCC "[s]hall have such powers
as may be necessary or appropriate for the exercise of powers
specifically vested in the Corporation, and all such incidental
powers as are customary in corporations generally". (15 U.S.C. ~
section 714b.)

In making its January 28 offer, CCC was thus using its
powers to make and amend such contracts as necessary to the
judicious management of its obligations and its powers to settle
its claims arising under those contracts. CCC was not obligated
to amend its regulations in order to make this offer. Those
regulations prescribe the rules and conditions under which CCC
is willing to issue its guarantees, but once issued, those
guarantees are contracts between the holders and CCC. Like any
other contract, the guarantees are subject to amendment by the
parties to the contract.
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Question: What are the ramifications of declaring Poland and
possibly other nations in default under the program?

Answer: The ramifications of declaring Poland and possibly

other nations in default under the program would depend to a
large extent on the reactions of other governments and private
creditors. Other western governments are not obligated to follow
the United States in this respect. Private banks would be under
no compulsion to declare a default, and they would only have a
clear incentive to do so if they expected the U.S. or other
governments, as a result of their declarations of default, to
obtain a preferred position in any subsequent legal steps against
Polish assets. Banks probably would not follow suit if they felt
that declaration of default would prejudice their chance of
ultimately being paid. Thus, it is conceivable that a declaration
of default under the CCC program would not basically alter the
status quo.

However, a declaration of default could conceivably trigger
the invocation of cross default clauses in private bank loans to
Poland. Syndicated or negotiated loans normally carry default
and "cross-default" clauses in the loan agreement. These clauses
describe when and how the lenders can declare a borrower to be in
default. The clauses are not uniform and vary from loan agreement
to loan agreement and bank to bank.

A "cross default" clause merely states that a default can
be declared on a specific loan if any other loan to the borrower
is in default. The invocation of cross default clauses could
trigger legal action by creditors in an effort to seize Polish
assets, of which there are few in the West. It would also reduce
Poland's ability to earn the hard currency necessary to service
its debts to the West.
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Question: Whet is the rrohehbility of Poland andé other Castern
bloc nations' ahkility to pey for imrorts of U.S. aqricultural
aoods? .

Answer: A nation's abilitv to irport is directlv related to its
expvort earninas capakilities and underlying creditworthiness.

This, in turn, derends upon such factors as the econonic performance
of the exporting country, econonic developments in the potential
irreartino countrv, the availakility, cuelity ané price of corpetina
goods and the existence or absence of impediments tc trade flows,
Civen Poland's extrermely serious financial, econcrmic and debt
problems, it is unlikely that they will be in a position to import
significant amounts of U.S. agricultural goods in the immecdiate
future. Romania's financial difficulties also raise questions about
ite ahility to irrort eoricvltursl aocds in current circumstences.
The other Soviet bloc countries have sufficient hard currency
earninags to enable them to purchase U.S. agricultural goods for

cash if thosc aovernments Aecide to allocate these funds for that
purpose. If they do so, it will reduce the resources they have
availahle for other purposes.
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Question: What is the likelihood the United States will be

able to obtain repayment from Poland on guarantees paid to
U.S. banks?

Answer: In the short run, it is highly doubtful that Poland will
pay these obligations in full, although some payments are being
made. Over the long run, the likelihood of payment would appear

to be much greater. Poland has such basic resources as an educated
and technically skilled population, coal, copper, sulphur and other
raw materials to earn the foreign exchange needed to pay its debts.
As it is in the economic interest of Poland to retain its business
and financial ties with the West, it can be expected to make all
possible efforts to meet these obligations. Poland has repeatedly
indicated its intention to do so, and we will make every effort

to pressure Poland to make its payments in full.
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Question: Exactly what are the cases this century where foreign
governments have defaulted to the U.S. Government, U.S. citizens,
and to U.S. corporations? 1Is the U.S. Government owed money today’
from any of these cases? Are U.S. citizens or corporations owed
money from any of these cases. If money is owed from these cases
precisely what are the current amounts due?

Answer: We are not aware of any country that has been formally
declared in default by the U.S. Government.

The Office of the ASSlstant Secretary for International Affairs
publishes data semi-annually on foreign indebtedness to the United
States Government. One of these publications singles out "Amounts
Due and Unpaid 90 Days or More". This information has been compiled
since June 30, 1972. 1In cases of loan agreements with scheduled
repayment dates, the 90 days are calculated from the due dates of

. the incomplete payments. For accounts receivable, the reference

point is that date on which repayment is customarily expected.
We are enclosing, for your information, a copy of the latest report,
which was published September 30, 1981.

The United States Government does not maintain on a regular
basis information on amounts due by foreign governments to U.S.
citizens or U.S. corporations.



MEMORANDUM 3628
NATIONAL SECURITY COUNCIL

May 28, 1982

ACTION
SIGNED
MEMORANDUM FOR WILLIAM P. CLARK
FROM: NORMAN A. BAILEY%
SUBJECT: Republican National Committee

Resolution on the Polish Debt

Edward Rollins has sent you a memorandum (Tab II)
forwarding a proposed RNC resolution on the Polish
debt. He feels it would be in the best interests

of this Administration to stop this resolution

from being passed and asks that you send him pertinent
information on this matter.

RECOMMENDATION :

That you sign the meizj?ﬁaum to Rollins at Tab I.

Approve Disapprove

Attachments
Tab I Memo to Rollins
Tab II Memo from Rollins

cc: Richard Pipes
Paula Dobriansky
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THE WHITE HOUSE
WASHINGTON

May 26, 1982
Norman Bailey,

Please prepare a paper on this
subject from the Judge to Ed
Rollins.

Thanks

John
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WASHINGTON

MEMORANDUM TO THE HONORABLE ED MEESE
THE HONORABLE JIM BAKER
THE HONORABLE BILL CLARK
THE HONORABLE MALCOLM BALDRIGE
THE HONORABLE ALEXANDER HAIG
THE HCNORABLE WILLIAM BROCK
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FROM: EDWARD J. ROLLINS ¥ 7~

ASSISTANT TO THE PRESIDENT FOR POLITICAL AFFAIRS
DATE: MAY 21, 1982
RE: PROPOSED RESOLUTION =- REPUBLICAN NATIONAL
COMMITTEE MEETING -- JUNE 18-19, 1982

=
g;
?i Dennis Dunn, Vice-Chairman of the Republican National
;j_ Committee, plans on introducing the attached resolution
QQ‘ at the Republican National Committee meeting held
== June 17, 1982 in Washington.

I think it would be in the best interests of this
Administration to stop this resolution from being passed
and would appreciate any pertinent information you could
provide con this issue to my office.

Many thanks for your attention to this matter.

THE WHITE HOUSE go



Proposed #3

. A Resolution to be submitted for comsideration by the Republican S(
National Committee at its regularly scheduled meetings,

June 17-19, 1982. .

WHEREAS the decade of the 1970's has witnessed an unprecedented
Soviet military buildup and has brought the Soviets both strategic
parity with, and conventional superiority over, the United States;

- WHEREAS the Soviet and Warsaw Pact military buildup has been
greatly facilitated by massive transfers of Western, dual-use high
technology and equipment, on preferential credit terms of 10-15
years, at preferential interest rates of 6-10 percent (8-12 percent
lower than rates currently available to Americans and Western
Europeans) ;

i WHEREAS most of this East-West trade has been financed through
Western credit, to such an extent that total Easterm Bloc debt to
the West has risen from $40 billion in 1977 to over $90 billion
just five years later;

WHEREAS over two-thirds of this debt is backed with Western govern-
ment guarantees which therefore limit the availability of financial®
funds to private citizens, and thus constitute a sacrifice by
citizens of the free world;
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:f WHEREAS the staggering size of this debt is already four times

i greater than all the economic aid America gave to Western Europe
74 during the Marshall Plan, and itself threatens to make "hostages"
we... Of the lending banks, many of whom continue to increase their loans
2"  4in order to avert massive defaults; '
E%??”

- WHEREAS the Warsaw-Pact countries have demonstrably proven them-

selves to be poor credit risks -- most notably Poland, whose share
of the Eastern Bloc debt is approximately $27 billion;

.
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WHEREAS Poland has been unable to pay the interest on its debt,
-and has therefore required payment of U.S. government guarantees
in the amount of $71 million, thus far;

s
B

AND WHEREAS, FURTHERMORE, the brutal, Soviet-backed repression of
the people of Poland continues now into its seventh month since the

martial-law crackdown imposed by General Jaruzelski in early
December, 1981;
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ol AND WHEREAS, since their ordeal began, the leadexrs of Polish

N Solidarity have suffered terribly, endured bravely, and pleaded
- constantly with the West NOT to lend any financial assistance or
5%‘ support to the government of their oppressors;

AND WHEREAS, unfortunately, our own government has failed to heed
"that plea, and has, in fact, used U.S. Treasury funds to make payment
of both principle and interest on Poland's bad debts to U.S. banks,
with the promise of much larger such payments still to come;

5&&

S

s
';: v?..“i

i 1



H-*.’?f» e

Y
B

3

g

CRETE BT

AND WHEREAS payment of U.S. government guarantees without declaring
a country in default violates U.S. government regulations;

S
AND WHEREAS the burden of financing the bankrupt puppet government

of Poland should properly fall to the Soviet Union, not to the

U.S. government, or to the American taxpayer;

AND WHEREAS, FURTHERMORE, the leaders in the Kremlin are currently
seeking, and in the process of obtaining, another $15 billion worth
of Western credit to allow them to purchase the equipment, materials
and technology they need to build the controversial Yamal natural
gas pipeline from Siberia to Western Europe;

AND WHEREAS the completion of this pipeline by 1985-1986 is expected
to provide Western Europe with more than one-third of her total
natural gas supply, thereby posing a fundamental security threat

to the Western alliance by rendering our major NATO allies perilously
exposed to energy blackmail and the political whims of Soviet Russia;

AND.WHEREAS both the financing package for the pipeline and the

. gas sales themselves will free up large amounts of Soviet domestic

capital to pursue what has already become, in the last several years
the largest mllltary build-up in the hlstory of the world;

AND WHEREAS failure to use our financial leverage to block the
pipeline and force the U.S.S.R. to bear the full burden of its
military build-up and of its repression of the Polish nation will
bestow upon the Soviet Union its single most important advantage
over the West in the twentieth century; '

AND WHEREAS, FINALLY, the Republican Party is emphatically NOT the
party of Big Business and the Big Banks -- contrary to the

- predilection our enemies in the opposition party and in the media

have for portraying us as such;

NOW, THEREFORE, BE IT RESOLVED THAT the Republican National Committee
deems it in the overwhelming national interest, and urges President

Reagan in the strongest possible terms, to declare (or have declared)
Poland's debt to the U.S. IN DEFAULT, as the best and surest means of:

a) expressing America's solidarity with the Polish People
- rather than with their harsh oppressors;

b) ‘increasing the financial burdens of the Soviet Union so
that she has less to spend on her own military budget and
on foreign adventurism;

c) putting an end (or at least a limit) to the monetization
of foreign debt and to the use of U.S. taxpayer dollars
for propping up and subsidizing Communist tyranny;
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preventing the building of the Siberian natural gas
pipeline by triggering the massive credit contraction
in the West which would most likely follow a formal
default by any ?f Russia's major satellites;
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e) and, finally, demonstrating to the rest of humanity --
most notably to the under-developed nations of the
so-called Third World -- that the Communist system is
NOT economically viable when forced to stand on its own

feet;

e 1 w-wl;r%ﬁutﬁ"h’ F‘ﬂfj

AND BE IT FURTHER RESOLVED THAT the Republican National Committee
urges President Reagan to PROHIBIT the granting of any further-
1 U.S. credit guarantees to Russia, or to any of the Warsaw Pact
nations, at least until the following conditions have been met:

1) Solidarity leader, Lech Walesa, has been freed to
return to his home and family; ;

2) Martial Law has been completely lifted from the backs
of the Polish People;

3) "Russia has removed all of her troops from the soil of
Afghanistan.

TY Y RET

Respectfully submitted
this 7th day of May, 1982

b
Dennis Dunn
Vice Chairman

Republican National Committee
Member for Washington
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