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Today we have had an extensive and interesting discussion of issues 
arising in connection with the debt problem. Together with the forthcom 
ing review of the World Economic Outlook, this discussion will contribute 
to the upcoming meetings of the Interim and Development Committees. And 
we will take this topic up again after the Annual Meetings.

Executive Directors, noting the longer-term nature of debt servicing 
problems, stressed the importance of establishing economic and financial 
conditions conducive to restoring more normal creditor/debtor relations. 
Strong growth-oriented adjustment policies in debtor countries remain the 
cornerstone of any debt strategy. But coordinated policies in industrial 
countries relating to protectionism, growth, interest and exchange rates, 
and official development assistance will also be crucial.

Directors saw as one of the achievements of the past several years 
the progressive abatement of "systemic threat," either from the side of a 
single debtor or from the side of a major bank, a development which in 
their view was creating scope for greater flexibility in implementing the 
debt strategy. Thus, they affirmed that the case-by-case approach had 
gained in strength. Indeed, they thought that even greater diversification 
was needed in the available financing modalities employed by both private 
and official creditors.

Most Directors considered that generalized solutions did not offer 
the flexibility required to tailor financing flows to the particular 
needs of individual countries; nor did they believe that the injection of 
public funds as part of such a solution would constitute optimal use of 
those scarce resources. A few Directors, however, believed that little 
progress had been made in the past five years toward resolving the debt 
problem. Debtors remained highly vulnerable to changes in the inter 
national economic environment, and new imaginative approaches were needed 
to strengthen financing flows to, and improve the growth prospects of, 
the heavily indebted developing countries.

Most Directors considered that the present high debt burden for some 
developing countries called for great caution in approaches that could 
further increase their indebtedness. For low-income countries.with
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protracted debt servicing difficulties, Directors expressed the view that 
financial packages by private and official creditors might need to have 
more realistic terras involving increased concessional flows from the 
official sector. In this context, Directors welcomed the longer grace 
and repayment periods in recent Paris Club reschedulings for low-income 
countries. The ongoing consideration of interest rate concessions in the 
Paris Club for the poorest countries was commended. Directors stressed 
that more imaginative forms of financial relief from commercial banks 
would be needed. The plight of low-income countries is a subject to 
which the Board will return for review in greater detail when it discusses 
"Enhancing Bilateral and Multilateral Assistance in Support of Growth- 
Oriented Adjustment Programs in Low-Income Countries." Several Directors 
referred to the enhancement of the Structural Adjustment Facility (SAP) 
as an essential new element in the debt strategy vis-a-vis the low-income 
countries.

Many Directors expressed concern about the overall halt in commercial 
bank lending to developing countries. It was indeed disturbing, several 
said, that net repayments of $10 billion were made in 1986 by developing 
countries with recent debt servicing problems. Bank agreements on new 
financing packages had been subject to protracted delays in several recent 
cases. Several Directors also noted that the resistance of minorities of 
banks to participation in refinancing or new money packages should not be 
allowed to hold up the implementation of countries' adjustment programs. 
The apparent reluctance of creditors to provide new financing to relatively 
small middle-income countries pursuing strong adjustment programs has 
become a point of pressing concern, and Directors stressed the need for 
the Fund to aid in this respect.

Directors welcomed efforts to improve the restructuring process, 
with the explicit adoption of the "menu approach" for Argentina. A 
pragmatic development of a range of financing options, which could link 
the diverse interests of creditors to those of the debtors, was seen as 
facilitating the assembling of financing packages, and, at the same time, 
as a step on the way to more normal creditor/debtor relations. Despite 
wide agreement about the appropriateness of the menu approach at the 
present stage of the debt strategy, a number of Directors raised questions 
about its scope and suggested that its development should be accelerated. 
Directors agreed that the elements of securitization in the package for 
Argentina were imaginative and welcome. But concern was expressed that 
the take-up of exit bonds had been so limited. They urged that the staff 
examine ways in which to build upon that initiative. In particular, a 
deepening of secondary markets, which could lay the foundation for a 
primary bond market for placement outside the banking sector, was con 
sidered important.

Two financing techniques attracted particular attention today: 
debt/equity conversions and debt buy-backs. Directors generally welcomed 
the introduction of debt conversion schemes in a number of highly indebted 
middle-income countries. They added that debt conversion offered countries 
the opportunity to reduce their bank debt while enabling them to benefit, 
at least in part, from the discounts in the secondary market. However, a
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number of Directors noted that such schemes needed to be carefully designed 
and monitored, as they might reduce available foreign exchange resources 
and could cause difficulties for monetary management. In the case of one 
low-income country Bolivia banks had agreed to allow buy-backs of bank 
claims by the Government. Directors noted that this could be an adequate 
option for low-income countries for which bank debt was traded at a steep 
discount. Some Directors noted that, within the menu, capitalization of 
interest could be useful, provided that it was part of a financing package.

Directors discussed the spread of provisioning by banks against 
claims on countries with debt servicing problems and agreed that the move 
would further reduce the international banking system's vulnerability. 
They noted recent moves to harmonize the relevant tax and supervisory 
framework, but it was also observed that more should be done to speed up 
the process of harmonization.

Directors agreed that increased private capital flows would depend 
on an improvement in prospects for full servicing of debt obligations over 
the medium term. In the meantime, they expressed concern that financial 
flows to developing countries would not be sufficient to support adequate 
economic growth.

In this connection, Directors welcomed the more open stance of 
export credit agencies and noted that the Paris Club's debt subordination 
strategy appeared to be succeeding in restoring access to export finance 
for potentially creditworthy countries implementing sound economic programs. 
Greater balance of payments financing from multilateral development banks 
could also contribute to improving the flows to developing countries.

The Fund's involvement, both through direct financing and its catalytic 
role, was viewed as crucial to implementing the debt strategy. Directors 
stressed that the Fund should help secure the appropriate macroeconomic 
and structural policy posture in industrial and developing countries and 
safeguard the maintenance of the free trading system. The strengthening 
of Fund surveillance and of the coordination strategy among industrial 
countries was also advocated. Several Directors also called for a larger 
financing role for the Fund, and for a large increase in quotas under the 
Ninth General Review of Quotas; some stressed the catalytic role of the Fund, 
while others did not particularly address those issues. Several Directors 
also called for the successful completion of current efforts to enhance 
the SAF.

In fulfilling its role, the Fund also needs to provide candid assess 
ments of a debtor country's situation and prospects, and work closely with 
countries and their creditors to facilitate the process of arriving at 
arrangements for payment relief of a type and on a scale that could offer 
realistic prospects of restoring growth and external payments viability. 
The Fund will be confronted with challenges in the period ahead; while it 
must continue to demonstrate flexible and imaginative responses to 
these challenges, it cannot do so without the strong financial and moral 
support of other parties to the debt strategy.


