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investment and foreign interest payments as well as some pnincipal, so that debt begins to
decline absolutely. Sooner or later, creditworthiness is re-established,® and fRlows of vol-
untary private lending to the borrower resume At this point the consumption constraint
can be relaxed, allowing real per capita cansumption growth to take place.

The above model depends on several important technical assumptions, starting with
an achieved target GDP growth rate of 4% per annum, and including a constant and rea-
sonably low incremental capital-output ratio (reflecting the relative efficiency of domestic
nvestment), and a constant real rate of interest (determined by the intemational capital
market). Finally, the model admits the necessity for imponts to increase in the shont run
to allow critical inputs to be sourced abroad as part of the initial recovery program. This,
of course, increases the financial requirements in the workout program (pnor to attaining
current balance), or, altematively, it puts a greater onus on satisfactory export performance
If financial requirements increase, however. so does the indebtedness of the country and
its debt service obligations. .

Hypothetical simulations which trace the progress of the workout mode! over time
indicate that the period elapsing, before the point of current account balance is reached,
could be between five and seven years with a constant real interest rate, but can be as short
as four or five years with a real inierest rate declining from 8% to around 6%. However,
the symulations show that creditw osthiness in certain counmnes, especially those with a heavy
initial debt overhang — those countries, such as'Jamaica, Céte d'Ivowe and Chule, in which
the Debt to GDP ratio is 80% or more — may not be restored for up to a decade or more.
Sensitivity tests indicate that the “*workout period”” could. in fact be as long as 15-17 years
in these countries if some per capita consumption growth is allowed (1% or 3% aggregate
consumption growth) or if investment is inefficient, reflected in a higher incremental capital-
output ratio

Finally, duning the workout period 1t 15 2ssumed that the rather vigorous growth m
exports required from the debtor countries — estimated to be in the order of 8.5% to 12
annually during the workout period — can be absorbed by the world market {primanly the
industrial countries).

The model also generates estimates o' financial requirements which fiow from the
penod 1n which net borrowing is posiuve, th.t is. when domestic savings are less than the
sum of investment and interests payments on the debt (a situation which occurs until the
current account becomes positive). Applied to fifteen major debtor countries,” real financial
requirements amount to anywhere between 375 billion and $100 billion (expressed in
constant 1986 dollars) spread out over a four year period. Norminal borrowing requirements
would be significantly higher — as a firt approximation. in the $ 150 billion range.

6 Thi~ s assumed to oceur when real intezest paymenits tall below 3 8% of GDP

7 Argentina, Bolnay Bran!, Chide. Colembia Bvuador ooy Coast, Mewco. Murocco, Nigema,
Peru Philippmes Lruguay. Venesuela, Yugesdava These were alwo the countries singled out as examples of
heavily indebted countres w aranung concerted action by U S Treasun Secretary Baber in October 1985 in
Seoul
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Hl. SOME COMMENTS ON THE MODEL

A. DIFFERENCES BETWEEN THE ADJUSTMENT STRATEGY OF THE WORLD BANK
AND THE IMF

A central feature of the mode! is the constraint on per capita consumption levels over
a period which could last from 5 to 10 years or even more. Given this lengthy penod of
austerity, which in many cases must come hard on the heels of 3 or 4 years of austerity
already imposed under IMF programs, one could well ask what distinguishes the Bank's
approachﬁomdxa:oftheM,exccptpeﬁmpsﬂmitappcarslolakcmmhbngermwork.

Admitting that the two institutions share ths rather dubious distinction, it is imporant
to bear in mind cettain key differences in their approach to adjustment. First, the IMF relies
much more on demand compression to attain external balance, even though expenditure
switching from imports to exports and domestic import competing industries (rormally
via devaluation) is a common feature of IMF programs. Investment expenditures, partic-
ularly those financed by government, are often a casualty of such programs — not at the
behest of the IMF but more typically because the government finds these expenditures easier
to reduce than current expenditures or social programs

In contrast, the Bank’s approach is oriented much more explicity to expenditure
switching and growing aggregaie demand. The areas of growth, moreover, are investment
and exports, not consumption Thus, Bank adjustment programs invariably coniain detailed
measures to stimulate both investment and exports, through appropriate measures such as
budgetary reform (leading to curtailment of current rather than of **vital™ capital ex-
penditures) and fiscal or tariff reform (such as export taxes and import restnict:ons which
impede the export sector). Administrauve reform, involving the rationalization of bu-
reaucratic procedures such as licensing (often a wellspring for corruption) is also typically
on the agenda. The objective here is to reduce the disincentives for private agents to invest,
expand production, and export. .

Secondly, the Fund follows an **avadability” approach to financing the adjustment
process whereas the Bank's approach is that of identifying the **resource requuements™
for adjustment That is, the IMF takes as given confirmed (**available’") flows of finance
in calculating the amount of demand compression required to close the balance of payments

gap.

The Bark, in contrast, starts with a growth target, factors in a minimum import level
consistent with it, and derives the financing required 1o support such a program The dif-
ference between the two — the Fund's “‘available’” finances and the Bank’s *‘requured”’
finances — 1s often referred to by the Bank as the financing *‘gap "' This the Banhk tries
to bndge by encouraging increases in donors” bilateral ODA. in official credits from expont
credit agencies, and 1n new exposure or rescheduling from the commercial banks — the
appropniate combmnation depending on the borrower in question. One of the cument
problems with the Bank's approach is that the financing gap is invanably ot bndged. and
there is at most an imperfect idea of what a *fallback ™ adjustment strategy should be tHower
growth in the medum-term? a longer workout period” or both?)

B LONG-RUN STRUCTURAL TRARNSFORMATION

Some other comments are in order First, the Bank's approach to adjustment 18, by
nature, long-term. It aims to build up and diversify exports as well as underwrile 1nvest-
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meonts. Both of these endeavoun ean t2! ¢ a long time to fructify For example, the Bank
often advises its chients 1o dnenify out of non-zpnculwral commodities (such as copper)
facing secularly dechning terms of trade and very dismal market pro: pecis. But the tach
confronting commodity producers (such as Zambia) is 2 very daunting one, since it1s no
easy 1o “‘sprout” new industnes which both command comparztive advantage and can
replace the foreign exchange eamings of commadity production. Similarly, the Bank reliz
a great deal on pnice incentives o stimulate producers to aliocate resources and switch
outputs to exports Even though producers may be willing to respond to such incentives,
however, they may be unable to do so, due to other constramts (for example, mput supply)
which are not relaxed over the medium-term.

C. ALTERNATIVE WORKOUT STRATEGIES

Second, the Banl's approach to adjustment takes as given that outstanding debt has
to be promptly and completely serviced This seems like a tall order for the heavy-debt
overhang countnes, which according to the Bank's own model must undergo a severe
adjustment penod of a decade or more Allemative solutions, which may involve sclective
or partial wntedowns. do net fonn pant of the Banl s workout strategy even though in sucn
cases these alternatives make a certain amount of sense. This 15 Ithely due to the fact that
the Banl. does not wish to impair its credibility with the commercial credniors. who look
ash.ance at such propasals. or to undennine the possitabity of atractr 2 new financing. whuch
the Ba-l feels it is more able to do only if exicung d=bt 1s fullv senviced However, it may
well tum out that there 1s no aliernative to selective wnicdowns for the most heavily indebted
countries. Under these crrcumstances the Bank would be well advised to play an active
co-ordinating role to ensure that such wniledowns are negonzted and implemented both
efficiently and equitably .

One of the demmuzs facing the Bank is that of how: best to restructure debt portfolios,
particulariy of the middie-income countries Accepling that the share of privately held debt
must dechine (because of manifest unwillingness by commercial lenders to increase their
exposure in these countnies). the problem s what is to take 1< place? ODA is earmarked
for the Jow-income countnes, and unduz rehaze on the multlateral development banks
rigidifies debt senvicing obhigations since. on account of thair * prefermed™ stztus., the MDBs'
dcbts cannot be rescheduled This pots 2 heavy onus on ofnrial creditors such as export
credit agencies. whuch, however. seem to have revealed thomselves 1o be averse — as are
thewr private commercial counterpants — to increasing Jhicir exposure in developing
countries. Thus. the lack of altemative sources of finance would also seem to point in the
direction of selective wntedowns

Finally, both the plausibality and the feasibility of the Bank™s workout strategy can
nigh-'y be quosioned. The swatemy wuplies marginal savings rates in the order of 40% over
an extended penad of tme (that 1+, 407 of increm:mtal income must be saved). with average
savings ratios increasing from the 15% level to the 35% level over 15 years The implied

8 Iiis alv possible 10 cnucize the Band, s workout mad. ! ¢~ bemng unduty pessimustic For example,
“crechtworthimess”” s deemed (0 be restored onh when real interest senace payments fall from levels of amund
5-8% of GDP 103 &% Some may fec! thus 1 arbaran and place 100 hugh an onus on tus indicator alone. These
cmitics might argue thal “creditw onthiness'” mught be restored well before this point 1s reached  For example, if
the borrowing counin achieves 2 4% growih rate over @ penod of five vearn of Mo and services 1 debes fully,
there could be a presumption that such ¢ tountry should be creditw orit for new lending
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performance of exports has already been mentioned. In additon. capiid fight is assumed
not 1o 1ake place; if it does. savings and export performance requirements are Corre-
spondingly higher. Skeptics may easily conclude that m the real Third World. such pro-
digious efforts are not possible * and even if they were. the financing required to meet the
net borrowing needs of the debtors during the workout period is unlikely to matenalize.

The skeptics may be right in some cases. and wrong in others The essence of the
Bank approach, however. is not to generalize but to examine each case on its menits The
purpose of the Bank’s workout model is not to generate a prototypical solution. but rather
to provide an analytical framework within which individual workout strategies may be
assessed

A deuailed case by case assessment s likely to reveal that the prospects for a satis-
factory workout program are much lower in the high debt overhang countries than in the.
others. These tend to be the smaller countries. such as Jamasca. Bolivia. Costa Rica. Cote
d'Ivaire, Chile. Morocco, and Perd, rather than the “super-debtors™™ Mexico. Brazil and
Argentina. Nonetheless. a viable workout strategy is required for these smaller debtor
countries, both for their own economic stabihity as well as the financial stability of the world
as a whole. The outstanding debt of these <even ligh-overhang countnies collectively
amounted (o some $68 billion in 1985, greater than Argentina’s (351 billion) and exceeded
only by Mexico and Brazil.” Attention to resolving the debt overhang of this second uer
of (predominantly smaller) countnes should therefore be ginven top priority on both research
and policy agendas. and the World Bank is in a unique position to co-ordinate debt rehiet
measures 1o these countnies if agreement can be reached on the nature and scope of such
measures.

Y Note that in Secretan Baker's proposals. onty some S40 brilion was expected o be tonboonung
over three years from the comenercial banks (320 billion i new exposure) and the mululaters! buank~ (527 bitlon
10 gross dishumement- or about S20 bilhon 1n net disbursenients) Whote the MDB- show evidence of meeting
their end of the bargain the commercial banks do not
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Deb{Sweps:Buying
inMieans Selling Out

by George Ann Potter

The lztest fzd salution for the
interneiona’ dedt crisis is swaps-debt
for equily; debt for nature; and most
reccntly, debt fot development.
Advocetes claim these are win-win-win
errengements ih which the commercial
banks., debtor countries and
Transnational interests in foreign
investment, environmental conservation
and Third World develapment all benefil.
Opponents, howaver, Taise a series of
doubts, ranging from the technical 1o the
esoteric. This article will review both
kinds of cntiques and also elevats the
dgebate to include ethical concerns, while
calling into question the fundamental
issue of what is development.

Deblequity, the original form_ ol
swaps, proviies the model for the pther
kinds, as well as raising most of the
basic concerns. Initially banks swapped
bad risk debts among themselves 1o pit
some order into thelr loan portoiios
thrown together during the late "70s.
Now. howevet, the mos! common form
of swap involves_a bank selling a debt
owed by a Thire World nation 1o a
multinational corporation (MNC) seeking
10 invest there. The debt is bought at
discount &nd then exchanged fcr up to
full value of local currency payment and
negotiation fess as well as profit loss tax
cuts; the fsoregn investor gets cheap
loca! currency; and the Third World
debior reduces its debl burden. So why
the criticism?

Basically, the problem is two-fold: 1)
promotion of a harmiul development
model; and 2) deception of the U.S.
public. Many analysts arague that the
Third World's debt has already been
settied after more than five years of
usurious debl service payments and
capital fhight to the Norh. Moreover,
there is no longer any reahstic chance
that Third World sovereign debtor loans
can be repaid in full, under current
conditions. But it is useful for the
industrizlized country govaernments 1o
maintain the tiction that they will be, and
hope that the commercial banks will
sustain their stake in the Third World
with new loans for development
purposes The next queslion must then
be. what kind of development?

Debtand Development - who pays/
who benefits

On this guaestion the banks, the U.S.
government, and MNCs &l concur.
Privatized, foreign invested, free market,
expotl production will turn the
international debt crisis a&round, and
debt swaps &re & handy way 10 achieve
this. The seldom declared, but explicit
objective of such a development mode!
is to expand prvate U.S. fabor and
taxpayer implications, not to mention
Thurd World interests.

How are Thid World terests not
served in debt swaps? Early cautions
regarding the possible negaiive
economic conseguences of swaps for
debiors have now bean confirmed by the
U N. Economic Commission for Latin
America. Swaps can: 1) be inflationary
when sovereign debtors simply print
more currency to pay off the notes; 2)
result in increased domestic debt and
higher interest rates if the goverhment
borrows from scarce local sources tor
the currency (Mexico recently
suspendec swaps afler dstermining
they were contributing 10 a 135% annual
infiation rate, 3) reduce sources of new
hard currency since foreign investors
are redeeming debts not dollars; &nd 4)
run ihe nsk of increasing capial thight as
the shon-term debtor benelit of reduced
inte1e 3t peyments is ofiset by mid-term
profit remittance outflows by the foreign
invesiors 1o their home countries.

Swaps also mean pre-payment of
loans, when & country uses scarce local
budgetary resources to cancel debts,

otten at full value, despius the
intermediaries’ secondary market
discount In essence, the foreign

invesiors are geftng good assets for bad
loans. But of equal concern 15 what
happens " to the debior's national
budge!? Are public health, education,
and welfare programs, already severly
cut under IMF structural adjustment
agreements, furher constrained as
deblor governments seek focal currency
sources to pay the foreign knvestor
“ownars” of their debt? The U.S Agency
for .Imernational Development is
currently promoting swaps as a maior

policy too! and'financisl mechenism to:
advancing the development modet
descrived above, Jointly controlled, U g
aid-generated local currencies
{especially from PL-4B0 food program)
are being used to encourage relicent
Third Wotld debtors 1o adopt swap
programs, Were the previously
programmed uses of these funds not
deveiopmental enough?

Finally, swaps seriously imperil Thirg
World deblors’ political and economic
sovetgignty es they exchangs their
debts for foreign ownership of
productive assets (including land), and
First World control over national
macroaconomic policy. Otherwise, why
would the banks not allow sovereign
governments to buy back the Lwun
discounted debts, which is prohibited
under recent debl rescheduiing
agreemenis?

The above discussion attempis to
explain how swaps are driving a
development paradigm which s
antithetica! to Third Worid interests, but
it remains 1o be shown that this mode!
is not in the U.S. public interests
either First, It is the U.S, taxpayer who
is bearing the brunt. Due 1o racent
Treasury and Federal Reserve rulings,
U.S. banks are not only given tax breaks
on debt swap ‘losses,” but the
government-funded Overseas Private
Investment Corporation will both ensure
the doliar value of & debl/equily
investment by a U.5. MNC and make
additional loans to HR-at -taxpayet
expense. Moreover, revised "Regulation
K" rulings now allow U.S. banks to invest
in swaps up to 100% equtty in foreign
non-financial companies. The primary
objectives of these legal interpratations
are to diversity and protect U.S banking
and MNC interests in privatized Third
World investmentis. But none ot the
ansticipated profis acgrue back to the
U.S. public. Indeed, as more and more
tax and bankng regulalicns encourage
private U.S. financial investment activity
overseas, we lose jobs at home, U.S.
labor suffers and our trade imbalance
deterioratas.

Glve me your tired &and poor-tand

After the banks and MNCs the next
U.S. group 1o see cerain benelt in
swaps has been the snvironmentalists-
hence the phrase *debt for natwse
swaps.” From a sincere but himited
understanding of development politics,
various U.S. ecology groups have

IMPACT / March 1988



e~tered the 2 Iy T ~orrectly
recognue the Thd Worky o uines are
CoTsLRNEL S pAisung ecologcally
sound policies because ot thair debts.
Using marginal farniland and tropica!
forests 10 produce monocrop cash
exports for hard Currency debt
servicing, MHNC in vesimen in these
same ameas, and reducng debtor
government budgets lor conservation,
all take their ecolagca!l toll.

_The most pubiczed debinalure
swap 1o date shows how these concerns
may be exacerbated rather than
alieviated with swaps. Conservation
International recently bought $650,000
worth of Bolwvian detr for $100,000,
which was *redeemed” with the Bolivian
government in exchange for the creation
of a bulfer zone around the Beni
Biosphere Resarve. The government of
Bolivia has also allocated $250,000 in
locat currency for cash costs associated
with the program. What is the problem?

First, the buffer is not a widemness
preserve, but rahter an area where
export cattle production and lumbering
are being promoted. Secondly, the
$250,000 in local currency supplied by
the government of Bolivia, represents
the entire budget for the national park
system (Robbing Peter to pay Paul?)
Next = a fundamental question of
perceived soveteignty. What right doas
even a wall meaning U.S. group have 1o
determine how Bolivia uses aimost 4
million acres of ts national territory? As
one eminent U.S. international lawyer
points oul, how would we fge! i the
Japanese decided they don't like the
way the U.S, is protecting the Grand
Canyon and used their leverage as our
largest foreign creditor to assume
responsibility for #s care? And what
about other nature swaps hke a recent
dea! in Chile wehere an Austrahan
woodpulp company will exchange $160
million of purchased secondary market
debt for 79,000 acres of forest? -

Join the Debt Crisls “Cheap”

The lalest, and perhaps most
insidious, chapter in the debt crisis saga
is "dabt lor davelopment,” involving First
World private voluntary organizations
{PVOs) in swaps. Many such PVOs are
refigiously afliliated and up 1o now their
parent denominations {i.e. the churhces)
have representad the most ariculale
voices for a just resolution to the debt
crisis. Hence the title of this article - get
these organizations to buy into the ¢risis
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{and benalit tsrom k) and they will have
sold their sthical/moral ground 10 speak
out against paflistive soktions.

in a 1987 Policy Statement, the U.S.
based coalion, Interdaith Action for
Economic Justice, declared that "deblor
countries ghould not be required 1o
sacrifice their right to political sel-
determination or fo abandon efforts
toward sconomic sel-refiance as they
struggle to pay their debts. Because
debt swapping involves the transfer of
ownership and & signiicant measure of
control of assets to foreign hands R
should not be regarded as a solution o
the debt problem.” it is ironic at best that
a debt option deemed to be
inappropriate for MNCs is now being
seriously considered, and in some cases
already used, by PVOs.

in additan to the mactoeconomic and
soversignty questions raised abovs,
debt/development swaps cause turther
alarm by coopling the PVO community
from its abilty and fesponsibility:

* 1o address the struciural conditions

responsible for the immediale exigency’
while seeking egqurable solutions for

alleviating this cnsis and preventing
fulure ones. The struggle for a new
internationa! economic order will not be
helped by debt swaps.

* to work for reducing the level of
Third World debt rather than transtfering
ownership of it from commerc:al banks
to First World private groups.
Sovereignty is no less jeopardized it
Ctticorp, Ford Motor Co., or a PVO
demand resource payments which a
country cannot alord.

* lo saleguard PVO's Qwn special
independent status vis-a-viz their own
and debtor couniry governments. i U.S.
AlD has successiuliy pressured a debtor
country 1o promote export production
growth, then a PVO may well find itsel!
supporting sectoral projects which
undermine instead of enhance
sustainaple, self-reliant development

* to define development! as
“empowerment” rather than a now
discredited notion that North/South
resource transfers are the soluton.
What the Third World does need is the
economic and poltical space to develop
self-reliant determination.

Debt swaps in general, and debV/
development swaps specrically, would
in 1s0lation be Iittle more than lootnotes
in this crisis if T wera not for the fact that
they represent a pattern of attempled
cooptation. Those PVOs which agree 10
do so will be lending their support to

'f ‘zaﬂ:_‘-i-.& e A
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structural adjustment policies which hurt
the poor. First World influence Iin the
Third World is no less onerous when #t
comes from a well-meaning PVO than
whan # is imposed by a First World
governmant or MNC.

Swaps are creatures of the moment,

. created by those with strong interests in

promoting & public perception that the
debt crisis is being handled intelligently
and fairly. Howaver, as some Brazilian
opposition economists have cbserved,
swaps are part of an overall realignment
of world' capitalism, brought on by the
decline of the U.S. economy. But rather
than solving the problem, swaps reduce
the political and moral pressure for more
meaningful solutions. K the northarn
PVOs heed their Third World church,
labor and other popular movemaent
partners then they cannot possibly buy
into the current swap mania.

in a recent joint statement, the
Bolivian and Brazilian Catholic bishops
ceclared the debt to be unpayable and
immoral, especially when the deblors
are treated with damaging and
humiliating condtions, when there 1s no
spirit of equality in the negotiations,
when the terms of the repayment are
unreasonable and when the human
condition is ignored. The World Council
of Churches has said that currént
attempts are nothing but “palliatives to
safeguard the present system” and i
rejects strategies which enhance
dependency on global market
dominance by MNCs. The debt has
been paid and any further sarvicing-in
hard or focal currency-whether io the
banks, MNCs or PVOs, is imrgoral. B
PVOs buy in - they sell out.
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Two vicws on Debt

1 tOlOWIDG EWO Y £ o L a. Aebt-bythedire i i
on Alncan oigamsation and by a seros World Bark offs

) - were conurbuted w the Roundiable on Debt
o,gamsed by Was on Want and WDM for the Coyncil of
furope earbes this yeal The full proceedings are avay
able trom WDM, pace [29

ﬁ:h—e; Iwasastudent in Paris, there was a very
pig strike, a s*:ike of all boat builders, and
sfter one muzin’s strike, everyone said that
the Japanese would take the marke? and
Europe would1't have part of this market, and
their price is iv.- low etc. What I saw in a little
srticleinther.c  aper was that the French
governmentw.> . ding 8 billion francs to the
Senegalese govc~.ment, and was also
participating in a joint venture with the
Senegalese government for 8 billion francs,
to buy ships frem this company who were on
strike. The 1 z;.ager of the new joint venture
had to be a Freuchman, the captains of all 12
boats to be pro*uced by this company would
be French, and the mates would also be
French. So the sirike stopped, the boats were
produced v. y auickly, the company worked
for 5 or 7 years . -4 coflapsed and now Senegal
has to pay the debt....

The same thirg happened with ground-nut
oil productivn- * 2n Senegal was second only
to Nigerin as a wur:d exporter of ground-nuts.
Peaple persuaded us to build factories 1o
produce oil. We bo.it many factories with the
debt. Now we are . “le to process one million
tonnes, butwe ba.c ‘estroyed our environ-
ment and ourp .uition cannot reach more
than $00,000 t »-. So our factory cannol
work at full capediiv, and we cannot pay the
debt because the vt was supposed 10 make
production of one 1+ "Hion tonnes a possibility,
but we have 400,530 tons only. We cannot
pay, Lhat is the situation.

Mazide Ndiaye

The finance ministsr». the planning
ministers and a lot of others are far too busy
trying to gather whatever money is needed for
tnmorvg -t Subl serviee and don't give
suific: o . g, ltke popuintion
growth and nutrition and education, and so
on. The process of development is almost at a

g':::}lid Husain (World Bank)
S ] ]
JOIN THE MOVEMENT
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(iySs new

debt for poor farmers

WHEAT and sugar prices
are up, but most experts
behieve surpluses  will
soon build up again, and
farmers in poor countries
will suffer

Third World countries
importing  wheat  face
unexpected debt as world
grain prices fup by half in
the last year)} reflect the
drought  which  has
reduced the US crop by
13:4% on last year

The US has responded
to the droughl by increas-
mg the acreage planted

with wheat and. like the
EEC. it contnues to sub-
sidise wheat exports The
world market 13 hkcly to
be in glut again i a year

by Ann Davison

| T R
or two, when Third World
government will be temp
4ed to import cheap cere-
als agan at the expense of
their own farmers

For sugar, the surplus
will probably re-emerge

even more quickly World
prices at their peak thrs
summer were double last
year's, though shlf only
0% of the prices pad
withimthe EEC The cause
of the recovery 15 a
Chinese shortiall 10 pro-
duction combined with
the impact of the US
drought on maize
sweeteners which com-
pete with sugar With a
number of cane produc-
ing countries 50 desperate
for foreign exchange that
they regularly export onto

the world market when
prices are below the cost
of  production, sugar
plantircs are hkels to
INcres rapidly n
resprr o higher prices
and 1 nge the markel
back irru crius again
World  development.
consumer and enmviron-
ment groups are cam-
paigning to end over-
production in the indus
trialised nations 1o allow
developing countres the
opportunity 1o develop
their own agriculture

+p1
uglch lends to the

poorest countries),

® there were dificulties
m using social indi-
cators such as child
mortality te monitor
the condition of Thirg
World countries and to
plan the Bank s ¢pera-
tions 1 those coun-
tries.

Now some of those who

wrole to Mr Conable have

written back, welcoming
the positive steps being
taken by the Bank and
urging that social indi-
cators be used not only for
measuring the impact of
mdividual  social-welfare
projects but as tagets for
smproving the country ax
a whole,

“We accept the Banks
comments aboul the
difficulties of rmeasuring

some social indicators
said the September letter,
though these comments

could be apphed 1o
econorc indicalors  as
well  However rehable

data on key social mdr
cators, such as child mor-
tality does exist 1n many
recmpient countries '

The polticans  wel-
comed the news that
reports to the World Bank

board on adjustment pro-
grammes now had to
comment on the pro-
grammes  so¢ial rmpact
on the poor, and noted
that measures were to be
built i to benefit as well
as protect the poor”

We look forward to
learning from the Bank of
the practical benefits to
the poor.” they said

Learning about development:
a lesson the rich must heed

DEVELOPMENT 1s about
change throughout the
world - peot just an the
Third World — and we 1in
Britain have things lo
learn from the "deseloping
countries”. So said some
of the 130 participants at
this vear s Development
Studies Association
annual  conference o
Birrminghern fast month

Dynamics

Davennment  studne
should oaamine Ui
dvnamigs of growth and
change  wherever  they
QLCur in s non
economic as well as s
econumic  dimensions
according te Tom Katlich
semor research fellow at
the  Oherseas  Develop-
ment Institute inLondon

In  his  presidennial
address he called for a
redefinttiun of ‘develap-
men! econormics as the
studv  of develnpment
wherever it occurs and as
4 conlimuing  process
Development econonmcs
saw the process of growth
as all important, and the
futihty of ‘talbing about
efficiency an abstraction
fromwhogain<and loses’

The  restriction of
development studses to
the Third World was -a

harnpover from the colo-
naal ongins of the sub-
yect, according to kevnote
speaker Robin Murray
from the Institute of
Development Stuides 1n
Sussex University

David Marsden from
the Centre for Develop-
ment Studies at Swansea
said he too felt that “de-
velopment studres could
no longer be confined to
the underdeveloped parts
of the world

i the wodely acoe; tod
suclal dicatws o
development ~ yn reduc-
mng poverty, unemplos
ment and pegualith -
were applied in Brnan
sud [hane Comyers al:c
from Swansea, it would be
clear that Brntam had

By Geoff Tansey
b ]

experignced planned
underdoyelopment  After
sears worhing owverseas
she had spent a year on a
British social and comn-
manity programime and
had seen the value ot
using the exparience and
insights from developing
cuuntivs n understand-
ingJhanpeinthe L
This expurience shmu-

lated the imagmation in
new direclions, rather
than providing models,
she believes

The West Midlands had
2 lot to learm from
developing countries
experience, according to

There are no
developed countries
— only countries
irrolved in a
dovelopment
process.

Andrew Nrckson lecturer
at the Institute of Loca!
Geaernment  Studies at
Birmingham  Unnersity
I had come as a great
shoch to humm thatin Latin
America where he worked
thiere was a leng traditron
of the public regularh
cerming to lewal govern-
ment not Just to histen as
in Britain, but 1o partio-
pale

He was concerned.
however, 3l an unfortu-
nate spin-ofi from Sport
Aid Live Ad etc which
tended 1o reduce the wil
hngness of people here to
believe thes had things te
harn from pecple 1
countries they prrcenad

as poor and more back
ward than here.

Threat

Substantial restructur
g of develonment
studies 10 encompass o
world 15 nol imminent
however Aot evenom
wants 1t and some fear
diutron of the Third
World focus of thetr work
- vhere wehtout doost
opr boms are miore

Seodaten, Lhrestemung

The Ascucisthicn neclf
tuuld be mere vigoreus
Membershup, Matnhy
acaderruce and studemts
15 doa n Lo abeul 350am,
a peak of abaut 5000 n 1%,
early 1usin and mars o
1y study groups have
watnied

Rich
and poor

For the D~Voant the
rest of us the message 1~
clear  Thure  are no
developed  countries & -
on’ ceuntres imolved in
a duaddopmunt provess
Somw ety rich o soms pue
sumi industralised son
not. bat av g whol, the
make up the dociomn,
wurhd
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DEBT, ADJUSTMENT AND THE NLEDS OF THE POOR
A UN - NGO Workshop held in Oxford (UK)

A UN-NGO Workshop on the theme “Debt, Adjustment and the Needs of the Poor™ was held
in Oxford (UK) from 19 to 22 September, co-organized by the UN Non-governmental Liaison Service
of Geneva and two Oxford-based institutions, OXFAM and Queen Elizabeth House. Jt was attended by
58 representatives of Northern and Southern non-governmental organizations involved in education and
campaigning, research and training and/or operational work, six organizations from the UN family and one
governmental aid agency (CIDA).

The Workshop programme covered four main themes: i) impact of debt and adjustment on the
poor; ii) responses of the muttilateral and NGO communities to the crisis; iii) alternative approaches and
strategies; and iv) proposals for future action A Fnal Statement of the NGO participants describes the
nature and dmmension of the crisis and its impact on the poor, and makes proposals for action at the
international level (debt and debt management) and at the domestic level (adjustment policies taking into
account the needs of the poor), for monitoring the adjustment process, and for NGO action in both

North and South.

Some of the proposals for NGO action are reproduced below.

NGOs should support Third World government initia-
tives to launch a process of debt relief through the im-
position ©f ceilings on their debt service bill and the
adoption of measures to ensure that foreign exchange is
sllocated to priority developmeni efforts designed to
reduce poverty;

Through a copsultative process, NGOs should develop
a code of conduct or framework of ethical principles to
govern debt management. This code should siso address
Northern governments’ responsibility vis-d-vis commercial
banks and official financial transactions;

NGO should campaign for increased responsibibity on
the part of commercial banks for the social effects of their
loans to Third World countries; in these efforts, NGOs
should establish relations with socially-concerned share-
holders who can campaign for the introduction of such
control mechanisms;

A campaign should be launched to mandate the Inier-
national Court of Justice. or a specially constituted inter-
nationa) tribunal, to adjudge the possibility of repudiating
loans for ill-advised development projects, not incurred
by the governments currently charged with honouring
the debts, and to allocate the financial burden to those
banks and industrial corporations identified as being at
fault,

NGOs should use the occasion of the Annual Meetings
of the International Monetary Fund and the World Bank,
and the Paris Club meetings on the official debt of devel-
oping countries, 1o present their evidence of the impact of
the debt crisis on the poor and to lobby for appropriate
debt relief,

NGOs shouid explore the possible advantages and
disadvantages of *“debt-for-development”™ swaps and
examine the conditions under which Northern governmenis
and NGOs can use such mechanisms to benefit the poor;

NGOs should exert increased pressure on Northern |
governments for them to honour commitments entered
into with Third World governments through multilateral
negotiations, in particular those made in the Substantive
New Programme of Action for the Least Developed Coun-
tries, the United Nations Programme of Action for Aftican
Recovery and Development and the Final Act of UNCTAD
Vi,

Third World NGOs should, wherever possible, bring to
the attention of the governments of their countries the
alternative policies identified above in the section op actjon
a1 the domestic level, and endeavour to convince these
governments of the need to pursue inward-looking strategies
towards self-reliance and the satisfaction of basic needs
Northern NGOs should campazign for increased support
from Northern povernments for the implementation of such
strategies,

Copies of the Final Statement of the NGOs attending the Oxford Workshop are available from
NGLS/Geneva, Palais des Nations. Translations into Danish, Dutch, French, German, Japanese, Por-

{uguese, Spanish, and Swedish are planned’

At the Workshop, the representative of UNCTAD made a statement which reflects, in summary,
the organization's analysis of the debt problem and its recommendations for policy orientations on which
a growth-oriented debt strategy should be based. This statement is reproduced below.

UNCTAD has been interested in the debt problem of
developing countries even before the debt crisis broke in
1982. Since then, it has focused on the underlying causes
of the problem and on assessing the validity of the inter-

pationa) response. The results of this analysis have been
published repularly in the Trade and Development Report
and, more recently. in the document prepared for the
seventh session of the Conference (UNCTAD VII).
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UNCTAD's analysis has since the early days of the
erisis pointed 10 the inadequacy of the so-called casc-by-
case approach and also of the recessionary adjustment
which it entailed Jt argues that, because of the heightened
interdependence of mational economies and of sectors in
the world economy, adjustment via import compression by
developing countries is only compounding the negative
impact on these countries of the deflationary macro-
economic policies pursued by the industrialized countries.
At the same time, the simultaneous attempts of a large
number of developing countries to achieve export-led
growth tend to reduce export prices, particularly of com-
modities. and also give rise to increased protectionism in
traditional markets.

This view was subsequently borme out by the recog-
nition in the Baker injtiative of the need 10 associate econ-
omic growth with adjustment. Since then, the secretariat
has continued 1o assess the effectiveness of the international
debt strategy. UNCTAD's publications have also expressed
concern at the disproportionate burdens which adjustment
programmaes often imposed on the poorer sections of the
populations of debtor developing countries and at the
limitations they place on human resource development.
The secretariar’s documentation for UNCTAD VI went
beyond analysis to provide a number of policy options for
consideration by the Conference (see Bulletin No 232)

" The Final Act of the Conference was a source of
satisfaction for the membership of UNCTAD at large. In
the area of debt it acknowledges the overall validity of the
secretariat’s analysis and of many of its policy recommen-
dations. The Final Act states that the response io the debt
criis should continue to evolve., through continuous
dialogue and shared responsibility beiween debtors and
creditors, public and private. This is important language,
particuiarly in a consensus document, clearly indicating
the need to adjust current strategies to ailow for stronger
growth in debtor developing countries. Furthermare, for
the first time, the document outlines, aibeit guardedly,
some of the elements on which a co-operative, growth-
oriented debt strategy should be based.

As for specific measures, the Final Act contains some
important indications concerning the directions in which
the debt strategy might evolve. For example, it calls for
growth-oriented adjustment programmes to be formulated
in 2 medium-term conteat which takes account of a
country’s investment requirements and of its debt-servicing
capacity. There is also a call for the terms agreed at both
private and official debt restructuring negoliations to pay
due regard to the need to allow both governments and
enterprises in debtor countries “a planning horizon™
adequate for the pursuit of the new strategy. Moreover.
there is a reference to the need for due weight to be given
i such arrangements to unforeseen changes in a country’s

exterpal pas . - - tu exogencan factois. Al of these
provisions represcnt an important advance on prevailing
positions

On the subject of renegotiation of official debts.
there is also a specific reference to the need for longer
repayment and grace periods as part of the terms agreed for
the poorest countries Furthermore, the Final Act recom-
mends that consideration be given to the possibility of cuts
in interest rates on the debt of such countries. In recog-
nition of the Jong-term and intractable characier of many
debt problems, the Final Act recognizes the need to eaplore
possibilitics for transforming bank debt so as to reduce its
burden, including the use of debt-equity swaps and other
instrurnents devised by banks and debtors to take advantage
of the discounts at which such debts are being sold on the
secondary markets This, too, represents an important step
forward in the debate concerning way s of reducing the debt
burden. Another constructive development is the request
made to governments to encourage commercial banks to
approach the debt problems of developing countries with
flexibilaty and innovative measures, so that debtor countries
as well as lending banks should benefit from the greater
room for marnceuvre resulting from banks’ strengthened
financial ratios and increased Joan luss provisions

UNCTAD has also achieved some practical results for
the benefit of debtor countries As z tesult of Trade and
Development Board resolution 165 (S-1X). something Lke
$6.5 billion worth of official debt has been cancelled by
creditor governments. Participation in meetings of the Paris
Ciub -(the official creditors’ forum for rescheduling of
official developing country debt), has enabléd UNCTAD to
make the case for debt relief in the context of the structural
problems and medium-term development prospects of the
debtor country. It has, for some time, been calling for
longer repayrent and grace periods and s gratified to see
that the Paris Club has recently moved in this direction In
1987, Paris Club creditors have gone beyond the traditional
limit of 10 years, and have rescheduled debt service pay-
ments over 15 years for three countries and 20 years for
one country. ’

Finally, the representative of UNCTAD said that the
organization has also been active in the field of debt through
its technical assistance activities, in particular through its
computerized Debt Monitoring and Finapcial Analysis
System — a comprehensive management system for the
registration, moniloring and analysis of external debt and
other financial flows. The System is both powerful and
fiexible and has been implemented both on personal
computers and in mainframe environments. Some 20
developing vountries utilize UNCTAD’s software, as well
as jts advice, to sef up and run this data-monitoring system
for debt management. o



