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STATEMENT TOTHE ANNUAL MEETING OF
GOVERNING BOARD OF
THE WORLD BANK AND IMF

Washington, September 30, 1087

It is an honor to address this medting of the Govenors of the Internaiond
Mongtary Fund, on bendf of Argeting Boliviaz Chile Coombia Coda Rica
Dominicen Republic, Ecuador, B Sdvador, Guatemda Haiti, Honduras, Mexico,
Nicaragua, Panama, Paraguay, Peu, the Philippines Suriname  Trinidad and
Tobago, Uruguay, Venezuda, and my own country, Braal.

In the 1980s the externd debt, which has risen to a levd of about US$H 400
hillion in Latin America, has become the principal concern of our countries

The feaghility of the drategy adopted to ded with this prodem — and
which was initidly concaved as a way of geting through a supposadly short period
of illiqudty in the debtor countries —  depended on three basc premises fird,
adjutment in debtor countries second, vigorous growth in the  indudridized
economies coupled with  increesed  interndtiond trade and  third, adequate
finendng. These premises were crudd for the debtor countries to be ade to reduce
domedic imbdances expand ther expots and, & the same time obtan the
finendng required for invesments and continued medium and long-term  economic
gowth, without excesvdy incesang the totd debt  Unfotunatdy — only
adugment in dedtor countries took place, while the other two conditions indeed
did not maeridize, The indudridized economies did not expand as forecagted; our
exports did not increese as necessary; extand financing dropped from an average
of US$ 30 hillion per year in the 197982 period to an anud average of jus USH 6
billionin the lad four years.

Thus indead of fodering adjusment with growth, our countries have had to
embak on a panful process of adjudment with recesson and inflaion, based on
cutbecks in consumption and invesments and on successve red devaudion of our
curendes. All of this has resulted in enormous saorifice for our populdion and in
increesng politica loss for our govenments, dnce the reallts from thee polides
have been recesson, unemployment, and dramatic reductionsin living Sandards.

As if the saoifices of the past were not enough, cutbacks in the rae of
invesments caused fundamentdly by growth in red trandes and reductions in the
cgoitd flow, have szioudy jeopadized growth potentid and, consequently, debt
Service capaaity.
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From the point of view of the debtor netions of Lain America, the evolution
of the intenaiond dgtudtion has been extramdy adverse Thus it is no surprise
tha, as a conseguence of thee factors an increesng number of countries in the
region have been forced to limit or to suspend externd debt sarvice payments

As a mater of fact, ful payment of inteex has been shown to be
incompatible with sugained growth, control of public finences and price dability.
In other words and paradoxicdly, debt service became incompdible with the
adjusment process that was supposed to lead to a olution of the debt problem.
Thisfact can be shown in severd ways

a Tranders of red resources — messured by the trade and non-factor
svice aurplusss —  required to pay the interex bill have deoresssd  invesment
cgpacity. From 1983 to 1985, average growth in red trandes from Lain America
(53 peacet of GDP) was roughly equivdent to the average drop in invesments
(5.8 pecent). This means that the countries of the region have been podponing
esstid  invedments in order to savice ther extend debt. Invesmet levd in
Lain Americahasfdlen by 40 percent.

b) In many Lain American countries the mgor dhae of the extend dedt is
hedd by the public sector (70 pecat in the cae of Brazl). In such cases interest
payments require domedic trandeas from the privae to the public sector to endble
the Govenment to acquire —from the expot ssctor —  the fordign  currency
needed to savice the debt. Normdly, these trandfers require additiond borrowing,
thus radng domedic interes rates and, conssquently, the public defict. On the
other hand, interes on the public externd debt represents a large share of the public
Oefigt. In Brazl, for indance public defigt in teems of public sector borrowing
requirements was 39 percent of GDP in 1986 while interests on the externd public
debt represented 2.3 percent of GDP. In other Lain Ameican debtor countries,
interesd payments, as a pecentage of GDP, reach ewen highe figwes In other
words, the intereds on public externd debt accounts for more then fifty percent of
the public defiat. We know quite wdl tha higher public deficts afect public
invesment, while higher interest rates discourage private investment.

¢ The atempt to expand trade surplusss through successve red  exchange
devaduation has led to predatory compdiition among debtor countries and to further
Oeterioration of the taems of trade Devdudion has two additiond negaive effedts
they tend to increese the public defiat, snce a lager amount of locd currency is
needed to pay for the same amount of interest, and they have a perverse impact on
price Sahility. Actudly exchange devaduation tend to accderate inflation.

Thexe fadtors catanly explan why in site of an enormous adjustment effort
the reallts have been far bdow expectaions and a reun to the sysem of voluntary
loans is beyond the reech of a lage mgority of debtor countries Banks have
dreedy limited thar eforts to finandng, in a very inadeguate maenner, pat of the
interest owed to them.
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Mr. Charman,

The facts dearly demondrate that the drategy pursued snce the outbresk of
the extand debt crigs faled. This draegy merdy avoided an even greder iss in
the intendiond finandd sydem by dangeoudy podponing a ddinitive  solution.
For the devdoping countries it regoresented dagnetion and  inflaion’  for  the
indudridized countries loss of expots Only the creditor banks have been
drengthened, redudng their exposure to the highly indebted countries But even for
them the gtuation begen to deteiorae as the finendd community redized tha the
debt draegy had faled, that dl debt ratios deeriorated, and, consequently, that the
paying cgpedty of debtor countries was diminishing indeed of incressng. The
emegence of lager and lage discounts in the seconday maket and  the
evdudion of bank shaes in propotion to ther exposure to highly indebted
countries have been the result o this redlitic acknowledgement.

Today, the chdlenge faced by creditors and debtors dike is that of finding a
longterm, definiive solution to the extand debt problem, a <olution that
recognizes the need for a direct rddionship beween the debt savice and the
effective cgpadity of our nations to pay. No longer can a solution be postponed, nor
should merdly pdliative dternatives to the present Srategy be sought.

Thee is a growing consensus on the ned for, and the feeshility of new
goproaches to the debt problem. Regponghbility for finding a formula thet will leed
to a solution does not fdl only on the debtor naions If the indudridized world
does not shoulder its regponghility for reduang its dructurd imbdances fogtering
international economic  growth, and dearing away protectionis bariers no  truly
lagting solution can be found.

| bdieve that this Annud Medting of the IMF and The World Bank initiaies
a new phese in the discusson of the debt problem. The fird phase — 1983-84 —
was the phase of augterity. The second phase — 1985-86 — the vyeas o
adjustment with growth and sructurd reform. In

1987 we begin a third phase, where the reduction of the debt through lower
rates of interest will be the main emphess

This is an aea in which a more symmetricad IMF survellance is nesded. The
next GATT negotigions ds0 have an importat role to play in ensuring increesed
acess by Ldin Ameaican exports paticulaly those from gsmdler countries to
indudridized country markets

On the other hand, if we are to find an adequate long-term solution to a debt
tha dready exceeds the payment capadty of the debtor countries, it is essantid
that, in additon to the adoption of audere responsble policdes of internd
economic  adjudment, the interes rates pad by the debtor countries be reduced and
that longer maturity terms be st for payment of the debat.
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However, we canot wat till the moment when make inteet raes will
dedine Thae ae no progpects tha this might occur in the medium tem. Thus
creditors and debtors will have to come to an agreement on red and nomind
interes rae levds tha are compdaible with the effective payment capacty of eech
country. In mogt ceses, what these countries require are red interes raes in line
with higoricd leves

The reduction of interest raes longer mauwities and the edablisment of
adequate credit lines to the debtor countries will meke possble reduced tranders of
resources. It will thus be possble to achieve the minimum growth rates needed by
eech oountry, according to paticular drcumdances pecidly the regquirements of
its ldbor market. This is the way for a gradud improvement of debt indicators as
wdl.

To achieve thee objectives it is necessxry to redructure the debt so as to
bring it into line with the red payment capadty of the countries in question. A
reurn to the maket will only become redity when the debt ock hes been brought
down to levdswhich are compatible with medium-term payment cgpadity.

The market judgment is tha pat of the exiging debt, from both midde and
low income oountries is not worth its nomind vdue This new make redity
opens the way for the adoption of new indruments such as buy-back mechanians
and Oebt into equity conversons which will pamit a daing of the disoount
between debtors and creditors.

Ancther innovadive mecheniam for an efective reduction in totd ddat is the
gradud oconverson of this debt into bonds This is a promidng option. The
conveson bonds dhould have full face vdue fixed interes rate, and the assurance
that there will be no redructuring of the prindpd nor new money requests for the
payment of intered. These bonds would be subscribed on a voluntary bads in
accordance with the convenience of each bank.

If these bonds recdve limited but effective guaratee for paymet by
govenment agendes o multilaerd banks ther make  postion would  be
enhanced and the longterm <olution to the debt problen would soon become
redity.

For countries that are not in need of debt rescheduling, there is a dear need
for improved access to intamdiond capitd markets a more ressondble lending
terms and conditions

In the present dtuation, adequate externd finendng is a condition for
intend economic  dabilization and the adudmet to extand redities It s
therefore,  essertid  that  govenment and  multilaerd  cedit agendes  provide
sdidadtory finendng for the economic and invesment programs of the devdoping
nations
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In this respect, Lain Ameica ocountries condder thet is now time for a
review of some Pais Club procedures There is nesd for a more flexible goproach
d in regad to offidd debt rescheduling, paticulaly as fa as the requirement of
fomd IMF invovemet is concaned. Countries which ae heavily indebted with
officd ceditors need mult-year rescheduing and longer maurities  Interest rates
on redructured debt should be reduced. Offidd agendes should shorten the time
for reuming coveage and improve tams and conditions for new loans ad
Quarantees.

There is hady any reason why, in the midd of a aigs of such magnitude
multilaterd finendd indittions should incur in negaive ng disoursEments  In the
cae of the IMF, this faat is aggravaed in pat by the impostion of oatan
conditiondities that litle befits the problems and nesds of the debtor nations The
chdlenge faced by the IMF today is thet of playing a more attive role in providing
finandd support to growthoriented adjusment programs. To that end, quotas need
to be increased, aswell as the developing countries share in Fund quotas.

Growing govenmet patidpaion in the <dution of the problem seems
today inevitable and is only a quesion of time The Consensus of Cartagena, which
expreses the pogtion of deven Lain Ameican countries as wdl as the Group of
24, have dedt with the subject and offered many suggedions of both a conceptud
and a technicd naure some of which are dready bang adopted in the negotiations
now unde way. Brazl, Argerting and Mexico, which recently joined together into
a new G3 group, have d0 outlined some prindples and mechanisms which should
be taken into account in future negatiations.

It should be metioned that the Jgpanee Minider Todashi Kuanai has
recently proposed the credion of an indegpendet highlevd group of pasons of
wigdom with the suppot of intereted oountries and rdevant  internationd
organizations for the purpose of examining ways and means to encourage the flow
of finendd resources to the devdoping countries This could cetanly be a ussful
indrument, in that it would meke possble a joint andyss of the problem ad
discussonsamed & alaging solution.

As an important document issued by the Vaicen Commisson on Judice ad
Peace acknowledges “Debt servidng cannot be met a the price of the agphyxiaion
of a ocountry's economy, and no govenment can mordly demand of its people
privations incompatibdle with humen dignty. A decresse in interes raes, the
cgpitdization of payments aove a minimum interest rae a rescheduling of the
débt on a longer tem beds naiond currency payment fadlities.. they ae Al
concretle messures to be negotiated with the debtor countries in order to lighten the
debt sarvice burden and assg in growth recovery.”

The price to be pad for the savidng of the extend debt cannot be
recesson, unemployment, hunger, nor can it be the thret to freedom and to the
consolidation of demoaracy in Latin America
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In condusion, afew words about the economy of my country, Brazil.

In the firg hdf of this year, Brazdl wes hit by the degpest finandd aids of
its higory. The Cruzado Plan brought in its weke high raes of inflation, recesson,
the inolvency of a lage number of busnes firms bdance of  payments
disequilibrium, and an interest payment moraorium on the medum — and long
term debit to private banks.

To a lage extet, the cids is now overcome Inflaion is reasonably under
control, overhedting of the economy hes been hdted while recesson has been
avoided, the finandd cids has been overcome lage trade surplusss have been
obtained. This was possble through a combingion of a new price freeze bassd on
the theory of inatid inflaion and a st of messures to contral the public defidt and
to avod a new wave of excess demand. In order to adjust the economy, indudrid
production is expected to grow 3 percet this year, as compared to 109 percent in
1986.

After adoption of these emergency messures which induded two red
devdudions and a price freeze, a macrosconomic control plan was adopted in duly.
The badc objectives of the plan ae GDP growth of between 6 percent and 7
pecat in the coming years an anud trade surplus in the range of US$ 10 hillion
and a deady dedine in the public sector defict. The besc growth drategy is one of
increesad  public savings in order to liberae private savings finence expanson in
private invesment. The basc obdade to the atanment of this growth is the burden
of infferd and extand public debt interet paymetts on the governmett budge.
Another badc condrant is extand debt rdaed trandes of resources Thee
resources represant  goproximatdy 3 percet of GDP and reduce the nation's

invesment cgpecity by the same proportion.

Howeve, it woud be mideading to blane dl Braglian problems on the
extend debt. We have intend problems and condraints The danger inheeat in
populig polides is dways presnt. The uneven didribuion of income fadlitates
seculdive profits thet the fiscd sydem is undble to tax. Excess consumption by a
andl sgment of soddy coexiss with the precaious economic and  sodd
condiions of the mgority of the populaion. Sound interma economic polices and
gructurd reforms are a parmanent chdlenge to the Brazilian governmentt.

Brazil has no intention of confronting its areditors Much to the contrary, the
ndion's intention, on the internd front, is to ensure the devdopment process and
price gablity, while — on the exterd frot — seking its rantegration into the
international  finendd community of which it had long been a pat Thee ae the
two objectives thet will guide our negotiations of the externd debt, in the pursuit of
cedive and longtem <olutions It would be a midske to imagine tha it is the
adivity of a few radicds in Brazl tha hampe a futher integraion into the
interngtiond  economic system. These dements do not cary such weaght. The great
obdade to Brazl's further integraion is an excegdingy lage extand det and the
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raher unimagindive and less then daing manner in which the caeditor oountries
have sought to resolveit.



