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I. Introduction 

This report reviews major trends in international capital markets, 
focusing in particular on developments in the external debt 
situation. 11 The Executive Board last reviewed conditions in 
international capital markets on the basis of the staff report on 
“International Capital Markets: Developments and Prospects, 1985” 
(SM/85/267, g/27/85; EBM/85/166, 11/13/85). Since that review, the 
Executive Board has discussed the external debt situation in the context 
of the staff papers “The Debt Situation: Prospects and Policy Issues” 
(EBS/86/43, 2/28/86) and “Implementing the Debt Strategy: Financing 
Issues” (EBS/86/41, 2/24/86) (EBM/86/54, 3125186). Enhanced 
surveillance was discussed by the Board in connection with “The Role of 
the Fund in Assisting Members with Commercial Banks and Official 
Creditors” (EBS/85/173, 7123185; EBM/85/130, a/30/85; EBM/85/131, 
g/4/85; and EBM/85/132, g/4/85). 

An overview of recent trends in international financial markets is 
provided in Section II. Section III reviews issues that relate to the 
debt situation. As agreed when the Executive Board discussed the work 
program (EBM/86/79, 5/g/86), foreign investment, capital flight, and the 
activities of multilateral development banks are discussed, and the 
section concludes with a review of experience thus far with enhanced 

l/ A staff team comprising Messrs. C.M. Watson, G.R. Kincaid (both 
ETR), D. Folkerts-Landau (RES), Ms. C. Atkinson (ETR), and Ms. A. Deleva 
(Secretary, Office in Europe), held informal discussions with bankers 
and with the staff of monetary and bank supervisory authorities and 
international organizations (BIS, European Commission and OECD) in 
Amsterdam, Basle, Berlin, Berne, Brussels, Frankfurt, London, 
Luxembourg, Paris, and Zurich. Ms. S. Eken (Office in Europe) partici- 
pated in the meetings in Paris. Similar discussions were held in New 
York, Washington (including the World Bank, the International Finance 
Corporation, and the Institute of International Finance), Ottawa and 
Toronto, Singapore, Hong Kong, and Tokyo (including the Japan Center for 
International Finance). Mr. E. Kalter (ETR) participated in the meet- 
ings in Asia. Other staff members who participated in some meetings 
were Messrs. L. Kenward and L.E. deMilner (both WHD). These meetings 
took place at various times during April-June 1986. Staff of the Bureau 
of Statistics developed and compiled the data based on the Fund’s 
International Banking Statistics. Messrs. L. Hansen, K.P. Regling, 
B. de Schaetzen, R.B. Johnston, and C.T. Demir (all ETR) also 
contributed to the paper. 

It should be noted that the term “country” used in this document 
does not in all instances refer to a territorial entity which is a state 
as understood by international Law and practice; the term also covers 
some territorial entities that are not states, but for which statistical 
data are maintained and provided internationally on a separate and inde- 
pendent basis. 
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surveillance. Other changes in financial markets are reviewed in 
Section IV. Section V presents some concluding observations, which may 
serve as a basis for discussion by the Executive Board. 

A fuller analysis of capital market flows is contained in an 
accompanying background paper, which also provides information on bank 
debt restructuring, enhanced surveillance, capital flight, and foreign 
direct investment. Activities of multilateral development banks are 
discussed in an Appendix. This paper is also accompanied by a report on 
"Recent Experience with Multilateral Official Debt Restructuring" 
(forthcoming), and a supplement "Officially Supported Export 
Credits--Recent Developments" (forthcoming). Medium-term projections 
and economic prospects for debtor countries will be reviewed in the 
World Economic Outlook (WEO) papers (forthcoming). 

II. Overview of Recent Trends 

The growth and distribution of international capital flows during 
1985-86 have reflected the pattern of current account imbalances, as 
well as structural changes deriving from liberalization and innovation 
in major financial markets. As indicated in the WEO, current account 
imbalances among the industrial countries continued to expand during 
this period; the aggregate current account deficits of developing 
countries remained at a relatively low level in 1985, but increased 
considerably in 1986. 

There was a rapid increase in total net lending through 
international bank credit and bond markets in 1985. Such lending rose 
by more than $67 billion to $310 billion (Table 1 and Chart 1). The 
sharply differentiated pattern of surpluses and deficits among the 
industrial countries contributed to a continuing high Level of activity 
in international bond markets, and to substantial foreign purchases of 
domestic securities which are not recorded in these statistics. Savers 
and investors in industrial countries have exhibited a preference for 
tradeable assets, and they have increasingly channeled funds through 
securities markets rather than through banks to intermediate flows. 
Associated with the growth in securities transactions has been an 
expansion of interbank Lending within the industrial country group. In 
contrast, the reduced external financing of capital importing developing 
countries has been largely met through sources other than international 
capital markets. 

Total net lending to industrial countries through international 
bank credit and bond markets increased by $97 billion in 1985 to 
$268 billion. Bank lending to industrial countries, continuing the 
upswing begun in 1984, rose by $86 billion to $206 billion in 1985 
(Appendix Table I) a growth rate of 13 percent based on outstanding 
claims of $1.6 trillion at end 1984. This growth was dominated by an 
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-3- 

Table 1. International Lending and Selected Economic Indicators, 1980-85 

(In billions of U.S. dollars, or in percent) 

1980 1981 1982 1983 1984 1985 

International lending through 
banks and bond markets 

Total 11 
IMF Eased 
BIS based (gross) 
BIS based (net of redepositing) 

Bond issues (net) z/ 
Bank lendingL/ 

IMP based 
Growth rate 

BIS based (gross) 
Growth rate 

BIS based (net of redepositing) 
Growth rate 

International lending to 
developing countries J/ 

Bond issues 41 
Bank lending-L/ 

IMF based 
Growth rate 

BIS based 
Growth rate 

World economic developments 
Total of identified current 

account deficits 51 
Industrial countries 

Of which: Seven largest 
Developing countries 

Overall current account deficits of capi- 
tal importing developing countries A/ 

Reserve accumulation of capital 
importing developing countries L/ 
(accumulation +) 

Growth rate in value of world trade 
Growth rate of real GNP of 

industrial countries 
Inflation rate of induetrial 

countries (GNP deflators) 
Interest rates (six-month Eurodollar 

deposit rate) 

414 433 235 195 243 310 
260 290 231 149 178 292 
179 190 145 130 145 170 

19 29 49 46 62 76 

395 404 186 149 181 234 
24 20 E 6 7 9 

241 265 181 104 123 222 
22 20 12 6 6 10 

160 165 95 05 90 100 
24 20 10 8 7 a 

2 4 4 3 5 

85 07 51 35 16 
27 22 11 7 3 
56 53 34 26 11 
22 17 10 7 2 

10 

9 
2 

14 
3 

154 176 174 158 196 
61 41 41 55 114 
33 16 18 43 101 
93 135 133 103 82 

66 97 91 50 22 

200 
125 
111 

75 

23 

19.2 -2.9 -17.4 a.7 21.0 11.9 
21.4 -0.5 -6.6 -1.8 6.3 0.9 

1.2 1.4 -0.5 2.6 4.7 2.8 

9.3 0.8 7.3 4.9 4.3 3.8 

14.0 16.7 13.6 9.9 11.3 8.6 

Sources: Bank for International Settlements (BIS); Organization for Economic Cooperation and 
Development; International Monetary Fund, International Financial Statistics; and Fund staff 
estimates. 

l/ IMF based data on cross-border lending by banks are derived from the Fund’s International 
BaKking Statistics (IBS) (cross-border interbank accounts by residence of borrowing bank plus 
international bank credits to nonbanks by residence of borrower), excluding changes attributed 
to exchange rate movements. BIS based data are derived from quarterly statistics contained in 
BIS’s International Banking Developments; the figures shown are adjusted for the effects of 
exchange rate movements. Differences between the IMF data and the BIS data are mainly accounted 
for by the different coverages. The BIS data are derived from geographical analyses provided by 
banks in the BIS reporting area. The IMF data derive cross-border Interbank positions from the 
regular money and banking data supplied by member countries, while the IMP analysis of tranaac- 
tions with nonbanks is based on data from geographical breakdowns provided by the BIS reporting 
countries and additional banking centers. Both IBS and BIS series are not fully comparable over 
time, owing to expanding coverage. 

2/ Net of redemption and repurchases, and of double-counting due to bank purchaaee of bonds. 
3/ Excludes the seven offshore centers, which are: the Bahamas, Bahrain, the Cayman Islands, 

Hong Kong, Netherlands Antilles, Panama, and Singapore. 
4/ Unadjusted for redemptions and double counting due to bank purchases of bonds. 
!?/ Goods, services, and private transfers. 
x/ Goods, services, and transfers. 
71 Based on balance-of-payments definitions. - 
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expansion in intetbank claims, which accounted for 85 percent of 
lending. The major destinations of interbank lending were the principal 
financial centers, where a high proportion of world securities market 
transactions took place. The United States absorbed interbank flows 
amounting to $33 billion, while such lending to Japan and the United 
Kingdom totaled $42 billion and $43 billion respectively (Appendix 
Table II). 

A number of factors may account for these developments. One factor 
was the funding by bank head offices of increases in trading portfolios 
held by branches and subsidiaries located in major financial centers. 
Another factor was the further integration of Japanese financial markets 
into the international financial system, one aspect of which was the 
high level of interbank flows in and out of Japan. 

Lending to nonbanks in industrial countries increased to 
$27 billion in 1985 from $7 billion in 1984, but was still only about 
half of its level in 1982 (Appendix Table III). Nonbanks in the United 
States accounted for almost 80 percent of the 1985 total. Overall bank 
and nonbank borrowers in the United States increased their net 
liabilities to banks by $29 billion. 

Gross international bond issues by borrowers from industrial 
countries expanded by 50 percent in 1985 (to $136 billion), and during 
the first half of 1986 they grew further to an annualized rate of 
$184 billion (Table 2 and Chart 2). Net international bond issues 
(gross issues adjusted for refinancing and scheduled amortization) also 
reached a record level. 

An important impetus for the expansion of activity in international 
bond markets has been the continuing growth in bond issues associated 
with medium-term currency and interest rate swaps, which allowed 
borrowers to tap markets where their names enjoyed a scarcity value. 
The volume of interest rate swaps rose to $85 billion in 1985 from 
$70 billion in 1984, while currency swaps associated with primary issues 
increased to $20 billion in 1985 from $6 billion in 1984. These 
instruments have enabled borrowers to utilize markets in certain 
currencies (e.g., Japanese yen, Australian dollars, and New Zealand 
dollars) to a greater extent and have been a major factor accounting for 
the increased share of non-U.S. dollar-denominated bond issues since 
1984. 

The increase in the swap market has been complemented by an 
expansion of the futures and options markets. These short-term hedging 
and arbitrage instruments have increased the scope for banks and 
nonbanks to cover financial risks associated with fluctuations in 
exchange and interest rates. The ability to hedge risks associated with 
holding securities has been a factor encouraging the growth of the 
securities markets. 
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Table 2. Developments in International Bond Markets, 1980-86 

1980 1981 1982 1983 1984 1985 1986 L/ 

International bond issues: 

By category of borrower 
Industrial countries 29 
Developing countries 2 
Other (including international 

organizations) 

Total international bonds 
Amortization 
Net issues 2/ 
Bond purchases by banks 
Net issues to nonbanks 31 - 

Memorandum items: 
Net issues by industrial 

countries to nonbanks 3/ 
Net issues by developing- 

countries to nonbanks 3/ - 

By currency of denomination 
U.S. dollar 
Deutsche mark 
Swiss franc 
Japanese yen 
Other 

Interest rate developments 
Euro-dollar deposits 41 
Dollar Euro-bonds 51 
Deutsche mark international 

bonds 21 9.4 

8 8 

3% 52 
10 16 
28 36 

9 7 
19 29 

60 60 
5 3 

11 14 

76 77 
18 18 
58 59 

9 13 
49 46 

13 

110 
20 
90 
28 
62 

136 184 
10 6 

20 20 

166 210 
35 46 

131 164 
55 . . . 
76 . . . 

15 22 39 36 51 62 

1 2 3 2 3 4 

. . . 

. . . 

(In percent) 

43 63 64 57 64 61 53 
22 5 7 9 6 7 8 
20 16 15 18 12 9 10 

5 6 5 5 6 8 10 
11 10 9 11 12 15 19 

(In percent per annum) 

17.8 
13.3 

13.3 9.5 10.1 9.0 
14.9 13.4 12.5 12.1 

9.2 8.2 8.1 7.4 

8.0 7.0 
10.6 8.9 

7.0 6.8 

(In billions of U.S. dollars) 

39 
4 

91 
5 

Sources: Organization for Economic Cooperation and Development, Financial 
Statistics Monthly, and Financial Market Trends; International Monetary Fund, 
International Financial Statistics, and Fund staff estimates. 

l/ First half 1986 annualized. 
71 Gross issues less scheduled repayments and early redemption. 
31 Gross issues less scheduled repayments and early redemption and bond purchases 

by-banks. 
4/ Three-month deposits. 
??/ Bonds with remaining maturity of 7-15 years. - 
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One of the major developments in 1985-86 has been the expansion and 
evolution of international facilities for the issuance of short-term 
notes by sovereign and corporate borrowers. Initially, expansion in 
note issuance facilities was confined to those backed by banks. 
Long-term international bank facility commitments (excluding those that 
were merger-related) , amounted to almost $47 billion in 1985, compared 
to $29 billion in 1984 and an average of less than $8 billion in 
1982-83. During 1985-86, however, the pattern of short-term issues has 
shifted, with rapid recent growth in non-underwritten facilities, such 
as eurocommercial paper programs, which did not exist prior to 1984. 
Non-underwritten facilities totaled over $18 billion in 1985 compared to 
less than $1 billion in 1984. This trend accelerated during the first 
half of 1986, with non-underwritten facilities totaling $49 billion at 
an annualixed rate, and accounting for over two thirds of new facilities 
for issuing short-term notes. In addition, commercial paper programs 
were introduced in several industrial country markets. 

A general factor underlying the growth in securities markets has 
been banks’ preference for acquiring tradeable assets and issuing longer 
maturity liabilities. Banks are estimated to have purchased $55 billion 
of bonds in 1985 and to have issued an estimated $35 billion of floating 
rate notes, or 60 percent of such notes. Under certain conditions, bond 
issues by banks may be counted as primary capital for supervisory pur- 
poses in some countries. Banks also held a substantial proportion of 
the short-term notes issued, especially in the case of sovereign 
borrowers. 

In discussions with staff, banks and securities houses also 
attributed the expansion of commercial paper and other securities market 
activities to a disintermediation of credit flows to nonbanks. This 
disintermediation reflected a strong appetite among international 
investors for securities issued by nonbanks with a high credit standing 
(in part, this trend was related to persisting concerns about the 
quality of bank balance sheets), and reflected the relative low cost of 
direct borrowing through the securities markets. More generally, the 
deepening and integration of securities markets and the continuation of 
financial imbalances among the industrial countries have favored a 
diversification of portfolios away from bank deposits and toward a wide 
range of financial market assets. 

The net increase in bank claims on developing countries in 1985 
slowed to $9 billion (a growth rate of 2 percent, based on banks’ total 
claims on developing countries of $555 billion at end-19841 (Table 3 and 
Chart 1). This compares with an increase of $16 billion (3 percent) in 
1984. Bank claims on the 15 heavily indebted countries increased net by 
$1 billion in 1985, compared to $5 billion in 1984. These data on 
claims understate actual bank flows to developing countries because of, 
inter alia, unrecorded bank purchases of bonds and write-offs of bank 
claims. However, the provision of new official export credit guarantees 
covered a significant part of the increase in bank claims on developing 
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Table 3. Bank Lending to Developing Countries, 1983-85 l/ 21 -- 

(In billions of U.S. dollara) 

1983 1984 1985 

Developing countries 21 34.7 16.0 9.2 
(Crovth rate) (7) (3) (2) 

Africa 
Of which: 

Algeria 
Cote d’Ivoire 
HOroCCO 
Nigeria 
South Africa 

5.0 0.2 1.0 

0.3 0.7 1.6 
-0.1 -0.3 0.1 

0.2 0.1 0.1 
1.3 -0.4 -0.7 
2.9 -1.5 -0.2 

Asia 
Of which: 

Chins 
India 
Indonesia 
Korea 
Halaysia 
Philippinee 

8.8 a.2 4.0 

0.7 1.0 3.3 
0.9 0.1 1.7 
2.9 1.0 -- 
2.2 3.5 2.5 
1.9 1.4 -1.4 

-1.4 a.1 *.a 

Europe 
Of which: 

Greece 
Hungary 
Turkey 
Yugoslavia 

2.8 

1.3 
0.9 

-- 

2.2 3.0 

1.8 
0.2 
0.9 
0.2 

1.4 
1.8 
0.5 
0.2 

Middle Eset 
Of which: 

Ewpt 
IerSel 

3.0 -0.3 -2.1 

-0.6 0.6 -0.2 
-0.4 -0.7 -0.8 

Western Hemisphere 
Of which: 

Argentine 
Brazil 
Chile 
Colombia 
Ecuador 
Hexico 
ve”ezuela 

15.2 5.0 2.5 

2.3 -0.2 
5.3 5.2 
0.3 1.5 
0.6 0.3 
0.2 -0.1 
2.8 1.2 

-1.3 -2.2 

)lemorandum items: 
15 heavily indebted 

developing countries 
Total BIS-based 

(Growth rate) 
Gross bond ieaues 

11.4 4.8 
26.4 11.0 

(7) (21 
3.3 5.3 

1.2 
-0.A 

0.3 
0.3 
0.2 
0.7 
0.4 

0.5 
13.8 

(3) 
10.2 

Note: &ring to rounding, components may not add. 

So”rces: Bank for International Settlement6 (BIS); Organiration for 
Economic Cooperscion and Development; Internationel Monetary Fund, 
International Financial Statistics; and Fund etaff cattmstes. 

l! IMF-based data on cross-border lending by banks are derived from 
the Fund’s International Banking Statistica (BIS) (cross-border inter- 
bank sccounts by residence of borroriog bank plue international bank 
credits to nonbanks by residence of borrover). excluding changes attri- 
buted to exchange rate movements. BIS-based date sre derived from 
quarterly statiatlcs contained in BlS’e International Banking 
Developments; the ftguree shown are adjusted for the effects of exchenge 
rate movements. Differences betweeo the IW data and the BIS data sre 
mainly accounted for by the different coveragea. The 01s data are 
derived from geographical analysea provided by banks 10 the BIS report- 
ing srea. The IMF data derive cross-border lnterbank positlone from the 
regular money and banking date supplied by member cou”rries.vhile the 
IMF enelyaie of transactions with nonbanke ia based on data from 
geographical breakdowns provided by the BIS reporting countries end 
additional banking centers. Both IBS and BIS series ate not fully 
comparable over t Lme, owing to expsnding coverage. 

21 Excluding the seven offshore centere which sre: the Baheaas, 
BaT;ratn. the Cayman Islands, Bong bag, the NetherLands AntLLLes, 
Panama, and Singapore. 
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countries in 1985. l/ After allowance for these offsetting factors, the 
increase in banks' underlying risk exposure to developing countries is 
estimated to have been between $8 and $13 billion in 1985--a growth rate 
in exposure of 1 l/2 to 2 l/2 percent, relative to banks' unguaranteed 
claims. Because reliable regional information is not available, flow 
figures in the remainder of this paper have not been adjusted for write- 
offs, unidentified bond purchases, or guarantees. 

Disbursements under concerted lending packages were halved from the 
1984 level to $5 billion in 1985. Over 80 percent, or about 
$4.2 billion, of these disbursements went to five countries in the 
Western Hemisphere (Argentina, Chile, Ecuador, Mexico, and Panama); the 
remainder was directed to Cote d ' Ivoire and the Philippines. During 
the first six months of 1986, disbursements of concerted bank finance 
totaled $1.4 billion and were confined to Argentina and Chile. New 
concerted packages were also arranged for Colombia and Costa Rica in 
1985; no concerted lending packages were arranged during the first six 
months of 1986. 

In aggregate, commitments under concerted packages totaled 
$2 l/2 billion in 1985 and the first six months of 1986, compared with 
$16 l/2 billion in 1984. A bank lending package involving cofinancing 
by a limited group of banks was arranged for Cote d'Ivoire in 1985, 
while analogous "semi-spontaneous" packages have been initiated for 
Uruguay (also including a cofinancing) and Ecuador. Total publicized 
long-term bank credit commitments to developing countries declined from 
$31 billion in 1984 to under $18 billion in 1985, and to $8 billion 
during the first half of 1986 (Chart 3). 

In late July 1986, Mexico requested from its commercial bank 
creditors a concerted financing package which would call for an amount 
of net lending equivalent to $6 billion. This package would be linked 
to a special scheme calling for additional funding in case the price of 
oil falls below a certain level, and for a reduction in net lending if 
the price of oil exceeds another specified level. Banks were also 
requested to participate in a contingency mechanism that would provide 
additional financing for productive investments if economic recovery 
fails to materialize. 

The trend toward lower spreads for developing countries continued 
in 1985 and during the first half of 1986, while the decline in 
international interest rates also helped to reduce borrowing costs 
(Chart 4). A further lowering of spreads and lengthening of maturities 
was evident in bank debt restructuring agreements, and banks negotiated 

l/ A tentative estimate of the impact of such guarantees is included 
in-the accompanying paper on officially-supported export credits, and a 
description of the adjustments made to arrive at banks' risk exposure is 
contained in the background paper on capital markets. 
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additional MyRAs, including the first MYRA in Africa (for 
Cote d’Ivoire). The amounts of bank debt restructured in agreements 
signed or reached in principle, excluding short-term debt rolled over, 
are estimated at $15 billion for 10 developing countries. During the 
first six months of 1986, restructuring agreements were reached with 
three countries for a total of $9 billion. 

Gross international bond issues by developing countries doubled in 
1985 to $10 billion. Even though the number of developing countries 
borrowing in international bond markets rose to 21 from 18 in 1984, 
eight developing countries from Asia and Europe accounted for 80 percent 
of the total value of these issues. Over 60 percent of the bonds issued 
by developing countries were in the form of floating rate notes; these 
bonds may have largely been purchased by banks and, in many cases, may 
not have been reported as bank lending to developing countries. In 
1985, 13 developing country borrowers also arranged note issuance 
facilities (NIFs) amounting to $3.2 billion, compared with 10 such 
countries in 1984 for an amount totaling $1.2 billion. Purchases of 
notes under these facilities by banks may also be omitted from reports 
of some banks’ exposure to developing countries. 

During the first half of 1986, however, bond issues by developing 
countries were only half of the level during the comparable period of 
1985. The principal borrowers were Asian countries, which accounted for 
85 percent of total bond issues. Several developing countries (e.g., 
Algeria, Malaysia, South Africa, and Thailand) did not issue any bonds 
during the first half of 1986, although collectively their bond issues 
had totaled $2.1 billion during the first half of 1985. 

The growth in developing countries’ cross-border bank deposits 
declined to $16 billion in 1985 from $23 billion in 1984. Interbank 
depositing was virtually flat in 1985, after having risen by $18 billion 
in 1984, reflecting a slowdown in accumulation of official reserves in 
1985. In contrast, deposit taking from nonbanks in developing countries 
rose to $14 billion in 1985 from $2 billion in 1984, and may indicate 
some increase in capital flight. 

The regional pattern of bank lending to developing countries became 
still more differentiated in 1985, both as regards sources and uses of 
funds. Spontaneous bank lending to developing countries was mainly 
accounted for by lending to countries in Asia and Europe that had not 
restructured their debt. The small increase in claims on developing 
countries in the Western Hemisphere was more than accounted for by 
concerted lending. Africa received little net bank financing, and there 
was a continued withdrawal from the Middle East. 

Lending to developing countries also varied significantly among 
banks of different nationalities. In 1985, U.S. banks’ claims on 
developing countries fell by 8 l/2 percent, although nearly 2 percentage 
points of this decline was due to a sale of claims by one U.S. bank to a 
bank in the United Kingdom. U.S. banks reduced their claims on 
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developing countries in all regions. U.K. banks’ claims on developing 
countries also declined in 1985, in U.S. dollar terms, entirely as a 
result of reductions in Africa and the Western Hemisphere. Al though 
detailed geographical data are not available on other countries, it can 
be inferred that the rise in total lending stemmed principally from 
Japanese banks, whose lending offset the drop in U.S. bank claims, 
especially in Asia. German banks may also have increased modestly their 
claims on both the Western Hemisphere and Asia in 1985. 

Supervisors commented on the widespread strengthening of banks’ 
balance sheets since 1982, achieved in some cases mainly through a 
continued build-up in capital and reinforced in other cases by increased 
provisioning. In the United States, there was a significant increase of 
capital in relation to banks’ developing country claims (from 50 percent 
of exposure in 1982 to 80 percent in 1985) (Chart 5). The recent sharp 
decline in the U.S. dollar has helped to diminish exposure relative to 
capital and reserves for banks outside the United States. Thus the 
exposure of banks in industrial countries to developing countries 
relative to capital and reserves has decreased considerably. 

Supervisors cautioned, however, that off-balance sheet risks have 
increased and that new capital was not all of the same quality, espe- 
cially where it has taken the form of loan capital, held at times by 
other banks. Moreover, provisioning levels were uneven, varying 
substantially between countries and also among banks within individual 
countries. While significant strengthening has been achieved, the 
banking system would thus remain vulnerable to a widespread 
deterioration in payments relations. 

III. Developments in the Debt Situation 

1. Commercial banks 

Staff discussions with commercial banks focused firstly on factors 
that would influence their future willingness to lend to developing 
countries and on the implications for the debt situation. Banks 
indicated that the fundamental influences on their lending were devel- 
oping countries’ economic policies and prospects, although at times they 
may respond to changes in these policies and prospects with a consider- 
able lag. In this context, many banks noted the usefulness of the 
economic analyses and data provided by the Institute for International 
Finance. 

There were, however, significant differences in attitudes toward 
lending to developing countries within the banking community. These 
attitudes were influenced by banks’ long-term business interests, 
including regional trading ties and financing patterns. To the extent 
that banks are interested in business with developing countries, this 
business is largely related to trade and project lending, generally in 
support of the activities of industrial country clients and often 
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benefiting from officially supported export guarantees. Large banks 
with more multinational corporate clients--and in some cases with 
significant domestic banking operations in developing countries-- 
expressed the greatest interest in maintaining business Links to 
developing countries. A few Large banks identified as a strategic 
priority the development of their local banking business in selected 
developing countries. Differences in regulatory practices and in banks’ 
exposure have also affected attitudes toward Lending, especially to 
countries that have restructured their debt. 

These factors have interacted in complex ways, at times operating 
in a mutually reinforcing manner. In Asia, for example, these 
influences have, on balance, favored a growth in bank claims, reflecting 
the policies of developing countries in the region and strong financing 
ties to regional banks (e.g., Japanese), which have continued to expand 
their international Lending. 

While there is thus considerable diversity in bank attitudes toward 
Lending to developing countries , staff conversations confirmed a 
continuing reluctance among banks, except to some degree banks in Japan, 
to increasing their exposure to developing countries in the form of 
balance of payments lending. The operations preferred by banks have the 
common characteristic that they do not result in a substantial increase 
in banks’ cross-border exposure and are thus not Likely to be associated 
with a substantial transfer of resources by banks to developing 
countries. 

Banks ’ preference to shift away from balance of payments loans has 
been recognized in restructuring and new money agreements. These 
agreements have tended to include, to the extent feasible, options to 
match the form of these claims more closely to banks’ different 
interests. Banks have, for example, switched their claims back to the 
private sector and to parastatals in developing countries (via “on- 
lending” facilities). In addition, currency redenomination features 
have permitted banks, especially Japanese and Swiss banks, to hold 
claims in their own currencies. 

Banks ’ Loan claims have also been transformed into Longer term 
investments through arrangements to convert debt to equity, although the 
amounts involved so far have been relatively modest. In some cases, a 
bank may undertake to convert its om Loan claims into equity, for 
example to purchase a Local financial institution or to expand existing 
Local operations. For banks in many countries there are regulatory 
difficulties with equity participation in nonbanks. In other cases, 
banks may assemble packages of Loans and broker sales of these Loans to 
a third party that wants to make an investment in the country, for 
example a multinational company. 

The divergence of banks’ interests and the diversification in banks 
claims was seen by banks as part of a long-term “healing process” that 
involves a normalization of creditor/debtor relations based on 
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underlying commercial interests. The staff questioned banks on the 
relationship between this healing process, involving a Lessening of 
cohesion among creditor banks, and the degree of cohesion needed for 
further “concerted” financing packages (Loans involving equiproportional 
increases in exposure by all existing creditor banks). 

Leading banks recognized that, in order to protect existing claims 
and to permit desired activities to expand, there would be a continuing 
need in some cases for concerted Lending. Banks stressed, however, that 
their contributions would be conditioned not only on comprehensive 
policy reforms in debtor countries, but also on the commitment of funds 
by other creditors. It was clear from discussions that banks, while 
supporting the broad objectives of the Baker Initiative, were adopting a, 
“wait and see” approach with regard to its implementation. 

The conditional nature of this support for the debt strategy 
implies that there may be considerable operational difficulties in 
mustering new’money packages. Staff discussions with banks indicated 
that sound policies in debtor countries would remain the key to 
assembling concerted financing packages. Advisory committee banks 
thought that economic subcommittees could play an even greater role in 
preparing assessments of policies and prospects in borrowing 
countries. These banks and their national subgroups would need to 
present information fully and effectively to other banks, to encourage 
participation by a wide range of banks. In the past, the process of 
mustering new money has been facilitated where communications between 
debtors and their bank creditors have been conducted effectively. 

Once initial agreement of creditor banks for a new money package 
has been finalized, banks anticipated that disbursements would be 
phased, as in the past, in Line with policy implementation. Banks also 
indicated they would seek increasingly to Link their disbursements to 
prior actions by other creditors--for example, specifying “minimum” 
contributions from the Paris Club, export credit agencies, or the World 
Bank. In some cases, arrangements to modify such conditions have 
required approval of all banks, which has involved delays. Advisory 
committee banks noted that Limiting approval for such modifications to a 
qualified majority of banks has in some instances avoided such delays. 

Burden sharing within the banking community remains a contentious 
issue. New money packages have continued to be based on exposures 
existing at the time debt servicing difficulties emerged for each coun- 
try (i.e., the base date), although as time has passed, some banks have 
provisioned heavily against their exposure or even sold their claims. 
Advisory committee banks noted that, for this reason, the 1982-83 new 
money bases have become increasingly artificial. However, these banks 
felt that shifting to a Later base date-- one that reflected more fully 
banks ’ current exposure --would send the wrong signals by penalizing 
banks that have contributed to spontaneous increases in exposure, and 
Legitimizing the withdrawal of others. More broadly, most advisory com- 
mittee banks did not consider it feasible to reach a consensus on a 
different basis for burden sharing. 
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Leading banks believed that a major problem existed in ensuring the 
participation of banks with small exposures. Possible approaches to the 
problem of banks with small exposures were described in the Board paper 
on ‘Implementing the Debt Strategy: Financing Issues” (EBS/86/41, 
2/24/86), including notably trust funds, Loan sales and swaps, applica- 
tions of cofinancing, or arrangements such as a cut-off point below 
which banks would not be expected to participate. The discussion of 
this subject among banks has not advanced significantly since the time 
of that Board paper. After studying this issue in a working group, 
banks reached no agreement on providing financial protection exclusively 
to banks with small exposures. More generally, banks saw great 
difficulty in setting a cut-off point below which banks would be 
specially treated or not approached at all. Such cut-off points would 
be viewed as arbitrary and difficult to enforce, and could also affect 
burden sharing among different nationalities of banks. 

Advisory committee banks thus envisaged continuing to approach all 
banks for contributions to new money packages. Some banks noted two 
techniques that may in practice accommodate recalcitrant banks, albeit 
to a Limited degree. First, in some cases banks have swapped debt so as 
to consolidate claims with those banks that have a continuing business 
interest in a country. Second, formal arrangements along the Lines of 
the discounted Loans/equity conversion scheme operating in Chile 11 
could allow some banks to dispose of their claims in a manner acceptable 
to other creditor banks. Banks observed that it would be crucial that 
Legal arrangements clarify that the potential new money obligation of a 
‘selling” bank had been extinguished in a manner that was indeed 
definitive and satisfactory to all parties. 

In addition, it was noted that some banks, particularly those that 
have provisioned heavily, have stated that their reluctance to provide 
new money does not mean that they would not provide financial support 
through some other modality such as interest capitalization. This 
suggests that some diversification of financing modalities within a 
financing package may, to a Limited degree, help secure more rapid 
assistance from banks. Nevertheless, there may be some banks that would 
seek to avoid any financial contribution to a new money package, while 
still receiving their full interest payments; in discussions with staff, 
banks viewed that position as unjustifiable. 

Banks noted that they had recentLy adopted a more differentiated 
approach to financing, in Light of countries’ varied economic 
situations. To a high degree, developing countries’ adjustment efforts, 
by determining the magnitude of financing and influencing banks’ 
perceptions of creditworthiness, were viewed as influencing the 
appropriate form of bank financial assistance. In some key cases, as 

A/ Implementing the Debt Strategy: Financing Issues - Conversion of 
External Debt to Equity and Liquidation of Loan Claims at a Discount 
(EBS/86/41 Supplement 1, 3/21/86). 
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discussed above, concerted Lending packages were viewed as necessary. 
However, for some countries that have advanced to a point where their 
financing needs were small, and their economic policies and prospects 
favorable, it has been possible to shift toward managed Loans. These 
Loans will be feasible chiefly where limited group of banks with 
longstanding ties are prepared to strengthen relations with the country 
through Lending that is ‘semi spontaneous’ in nature. 

Such semi-spontaneous arrangements were generally facilitated by 
special types of financing. In Uruguay and Cote d’Ivoire, project Loans 
cofinanced by the World Bank facilitated such packages, while in Ecuador 
a package has been initiated in the form of a trade facility to pre- 
finance oil exports. When developing countries reach this point, the 
divergence and regional nature of banks’ interests can work to 
developing countries’ advantage. However, banks warned that a premature 
move toward such a semi-spontaneous Loans could jeopardize a country’s 
subsequent ability to arrange concerted financing if that should prove 
necessary. 

In contrast, there could be cases where a country’s payments 
situation and prospects had deteriorated to a point where a classic new 
money package was not deemed appropriate or feasible by the advisory 
committee. An example could be a Low-income country with Large interest 
arrears, such as Bolivia. In such cases, most banks recognized a need 
to consider solutions attuned to the particular situation of the 
country. In the past, banks have been prepared to reschedule or 
formally defer interest for a very Limited number of countries whose 
debt problems were exceptionally serious and whose prospects for 
regaining access to spontaneous bank financing were considered remote. 

Banks noted two considerations in this connection. First, as a 
principal financing modality rescheduling of interest obligations would 
signal a departure from market-oriented financing, which would be 
inappropriate for debtor countries that were still able to raise 
medium-term loans, albeit on a concerted basis. Second, while interest 
rescheduling was sometimes viewed as a form of debt relief, it added to 
countries’ commercial indebtedness to the same extent as a new loan, and 
could result in a buildup in obligations beyond the extent justified by 
a country’s debt servicing capacity. 

As far as genuine debt relief through concessional interest rates 
or outright reductions in principal was concerned, most banks appeared 
unwilling to consider this option at the present time. Banks were sym- 
pathetic to the situation of Low-income countries implementing 
macroeconomic and structural reforms. They saw, however, a number of 
very difficult issues, including selection of appropriate criteria to 
determine eligibility for, and scale of, relief as well as problems of 
contagion to “inappropriate” country cases. 

Several points emerged during discussions with banks on the 
question of countries re-entering international financial markets. 
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These points were based in part on experience in the case of Turkey, 
following its restructuring, and Hungary, which had experienced a period 
of constrained access to spontaneous commercial financing. They also 
reflected the so far limited experience with semi-spontaneous credits 
and some spontaneous short-term financing for certain countries that 
have restructured since 1982. 

Re-entry was likely to begin at the short-term end of the maturity 
spectrum. Access to short-term trade finance was typically the first 
form of financing to return. Project loans, perhaps involving 
officially supported export credit guarantees or cofinancing with a 
multilateral development bank, might also be attractive for banks with 
domestic customer interests in a developing country. Loan instruments 
that were transferable could be helpful for some countries in the 
transition to general purpose bank loans, as could private placement of 
bonds with a group of banks. Public issues of bonds would be a much 
later step. In this connection, it was stated that floating rate notes, 
principally a bank instrument, might be more accessible to developing 
countries and that for fixed rate financing the Japanese bond market had 
been especially receptive to placements and issues by developing 
countries. 

Developing countries that regained access to capital markets might 
be able to benefit from some of the current innovative financing 
techniques in capital markets. For countries that have rebuilt their 
creditworthiness, these new techniques offered opportunities to minimize 
borrowing costs, to hedge risks, and to tap new portfolios. At the same 
time, banks cautioned that on occasion borrowers have been offered 
expensive arrangements that would not improve their market standing 
because they were viewed as premature. Even techniques designed to 
enhance the credit rating of bonds (e.g., through collateralization), 
need careful study to determine whether they are appropriate in 
individual cases. Rebuilding creditworthiness was not seen primarily as 
a matter of financing techniques: it depended rather on solid 
improvement in debt servicing prospects, combined with sustainable 
economic growth. 

The staff asked bank supervisors and banks for their assessment of 
the impact of bank supervisory practices on lending to developing 
countries. Bank supervisors have been proceeding with a strengthening 
of banks’ balance sheets during the past several years. Banks expressed 
some concern about the divergence in national supervisory and accounting 
regimes, and the differing degrees of tax deductibility afforded to Loan 
Loss reserves. Banks in some countries identified a particular concern 
that mandatory provisions on all exposure to a group, or “basket,” of 
countries for a predetermined number of years may deter spontaneous 
Lending and provide an unfortunate signal to developing countries 
pursuing adjustment policies. The basket approach assigns the same 
level of provisions to all countries within the basket, regardless of 
economic performance, and to all types of exposure, including trade 
finance, irrespective of the payments record. A flexible approach to 
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upgrading debtor countries in a basket as their economic performance 
improves would appear more consistent with the case-by-case approach to 
debt problems. In addition, a return to spontaneous financing would be 
facilitated if trade finance, where serviced regularly, were treated 
flexibly with regard to provisioning requirements; this is already the 
case in a number of countries. 

In the past two years, there has been a general move among 
supervisors toward using as an indicator of banks’ capital adequacy a 
risk asset ratio that assigns different weights to various types of 
assets-- distinguishing, for example, between claims on public sector 
bodies, banks, and nonbanks. In a number of cases, a higher risk weight 
is applied to claims on governments in developing countries, reflecting, 
inter alia, transfer risk. In discussions with the staff, banks and 
supervisory authorities expressed the view that differentiation of risks 
in capital ratios does not have a significant impact on the availability 
of loans to developing countries because banks’ business interests and 
own perceptions of creditworthiness would be predominant in lending 
decisions. 

The proposed risk asset ratio for U.S. banks was issued for public 
comment; it proposed using the Fund’s country classification to distin- 
guish between industrial and developing countries in this connection. 
The Deputy Managing Director, in a letter to the U.S. Federal regulatory 

. . 
authorities, pointed out that the Fund’s country classification was 
devised for economic analyses and not with a view to prudential 
concerns, and that judgments of prudential classifications are based on 
assessments made by supervisory authorities. 

2. Foreign investment 

During 1984-85 foreign direct investment flows to developing 
countries averaged approximately $10 billion, or only somewhat less than 
the sharply reduced level of bank Lending during those years. Nonethe- 
less, these investment flows were considerably below their average level 
($15 billion) before the emergence of widespread debt servicing 
difficulties and significantly below the average level of bank lending 
($70 billion) during 1979-82. Direct investment in developing countries 
has been depressed by, inter alia, the decline in investment and 
economic activity in these countries. 

Comments by banks concerning attitudes of their corporate customers 
provided some broad indications of the various areas in which changes 
could positively influence their investment decisions. These included 
sectoral entry restrictions, Limitations on equity participation of 
foreign firms in domestic firms, restrictions on profit remittances, 
absence of patent protection, complex regulatory environments, and 
certain noncommercial risks. Banks emphasized that existing and 
potential trade barriers in industrial countries were also a major 
source of concern to their industrial clients when deciding whether to 
manufacture products in developing countries. This concern was seen as 
discouraging investment in the export sectors of developing countries. 
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A number of developing countries consider that there are certain 
broad advantages of greater reliance on foreign direct investment, 
principally the greater sharing of economic risks associated with using 
foreign savings. Some countries are studying or undertaking measures to 
encourage such flows; examples of such recent measures are outlined in 
the background paper. Banks have indicated that their corporate 
customers were taking stock of such changes and may respond, especially 
where external factors-- such as the sharp appreciation of the Japanese 
yen--provide added inducement to engage in foreign investment. 
Nevertheless, even with a recovery in the economies of developing 
countries, direct investment flows were not expected, in the near term, 
to increase sufficiently to offset the decline in bank lending. 

The Multilateral Investment Guarantee Agency (MIGA), being launched 
by the World Bank, may help stimulate an increase in direct investment 
flows. The MIGA would issue guarantees for foreign investment against 
noncommercial risks and promote investments by undertaking research, 
providing information, and rendering technical assistance. A 
preparatory committee is scheduled for September 1986 to formulate 
regulations and policies. Signatories of the MIGA convention totaled 31 
at end-June 1986, of which 26 were developing countries. The authorized 
capital is approximately $1.1 billion. 

Some investment banks in major financial centers have indicated an 
interest among clients in portfolio investment in a limited group of 
developing countries, as part of a general diversification strategy. In 
Japan, for example, a strong interest in Korean equity was noted. The 
success of the Korea Fund and the recent convertible bond issues by 
Korean private sector firms were cited. An equity mutual fund for India 
was Launched in July 1986. Demand by investors for equity instruments 
in developing countries was seen as dependent on several factors, 
including suitable investment vehicles, adequate stock exchanges, proven 
remittance policies, and considerable effort at investor education. 
Multilateral institutions, such as the International Finance Corporation 
(IFC), can help establish the necessary capital market and Legal struc- 
tures, while assisting in disseminating information. 

As noted earlier, some recent bank debt restructuring agreements 
have included provisions permitting the conversion of debt into 
equity. This subject was reviewed recently in “Implementing the Debt 
Strategy: Financing Issues--Conversion of External Debt to Equity and 
Liquidation of Loan Claims at a Discount” (EBS/86/41, Supplement 1, 
3/21/86). Some banks have expressed considerable interest in 
debt-equity conversions and the scheme in Chile continues to operate 
successfully. In several other countries banks have purchased loan 
claims at a discount on the market and assembled these into packages for 
conversion into equity to provide an advantageous cost of financing for 
investment by industrial country clients. The overall scale of activity 
was thought to be relatively modest thus far. An update of developments 
in this area is included in the background paper. 
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3. Capital flight 

There are considerable difficulties in assessing, or even defining, 
capital flight. A number of recent studies have indicated that the 
external position of several major borrowing countries has been weakened 
by large outflows of capital by private residents. These studies are 
difficult to compare because of differences in definition and 
methodology, in the countries covered, and in the periods reviewed. An 
overview of these studies is provided in the background paper. There 
are significant methodological shortcomings in these studies, and they 
do not provide adequate guides to the dimensions of capital flight. 

Although the estimates in these studies show substantial 
differences in annual and cumulative flows , some common features in the 
studies have attracted attention in the banking community. In parti- 
cular, cumulative private capital outflows estimated for certain 
developing countries were observed to be significant in relation to 
their outstanding bank debt, while in some other countries such 
cumulative flows were seen to be a relatively small proportion of total 
bank debt. Given the general shortage of foreign savings, banks noted 
that repatriation of flight capital could be an important source of 
external flows. 

Banks acknowledged indications that capital flight in the aggregate 
for developing countries had declined since 1982-83, because of an 
improvement in domestic poLicies and a shortage of foreign exchange. 
This decline is apparent in statistics available in the WE0 and from the 
Fund’s IBS data. They stressed the need for developing countries to 
tackle the problem of capital flight, and insisted that their 
willingness to Lend would be influenced strongly by action in this area, 
reflecting a concern that additional bank lending might finance further 
capital flight. This worry has heightened banks’ desire to Link their 
lending to the pursuit by developing countries of appropriate fiscal, 
monetary, interest and exchange rate policies to provide incentives for 
domestic savings to be invested at home. 

Some banks also emphasized the need for institutional development, 
in particular the creation of domestic capital markets, to encourage 
residents to employ their savings within the economy. Technical 
assistance by the multinational agencies was seen as having a role to 
play in this area by helping to devise measures that promote banking 
system competition; to develop Local stock exchanges; and to broaden and 
deepen financial markets. Further measures designed to combat capital 
flight have also been considered in some cases. In Chile, for example, 
the arrangements to facilitate the purchase at a discount of external 
Loan claims may have encouraged the repatriation of residents’ capital. 
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4. Multilateral development banks L/ 

The World Bank and the three regional development banks--the 
Inter-American Development Bank (IDB), the African Development Bank 
(ADB) and the Asian Development Bank (AsDB)--together made new lending 
commitments of close to $22 billion in 1985, compared to $18 billion in 
1984. The World Bank accounted for 72 percent of the total, followed by 
the IDB (14 percent), and the AsDB (9 percent). New commitments to the 
group of 15 highly indebted countries by the four multilateral 
development banks exceeded $7 billion in 1985 (compared to $6 billion in 
19841, about two-thirds of which was provided by the World Bank. 

Well-designed and efficiently implemented projects were seen by 
banks as essential for the restoration of growth in debtor countries. 
They can also enhance export capacity, and the ability to finance future 
development. In Africa, there has been an increased emphasis on 
agricultural lending, while in Latin America, the largest share of IDB 
lending went to industry and mining and energy. The largest proportion 
of World Bank Lending over the past six years has been directed to 
agriculture and rural development, followed by energy. Given the con- 
straints on funds for development and investment in many debtor 
countries, there is greater stress on the efficiency and productivity of 
those investments that are made. The World Bank, in particular, can 
assist countries to design an overall investment plan that allocates 
resources well between different sectors. 

A greater proportion of structural and sectoral adjustment Loans 
were approved by the World Bank in 1985 and early 1986 in support of the 
broad reforms being undertaken in a number of key debtor countries. 
Policy-based Lending commitments of the World Bank to the group of 15 
heavily indebted countries amounted to $850 million in 1985, equivalent 
to 17.5 percent of the World Bank’s total Lending to these indebted 
countries, which was a higher proportion than in 1984 (16.2 percent), 
and also well above the ratio for the World Bank’s policy-based lending 
to all countries. Policy-based Lending has emphasized structural 
reforms including trade liberalization; improved pricing policies and 
greater managerial efficiency in public sector enterprises; 
deregulation, and measures to support private initiative, particularly 
where this can be substituted for costly public sector investments. A 
substantial increase in World Bank disbursements during 1986-88, is 
expected to include a higher share of fast disbursing funds under 
policy-based lending. 

Regional development banks also may engage in policy-based Lending 
to support sectoral reform and/or comprehensive country strategies aimed 

l/ A companion paper reviews recent developments in project and 
poiicy-based Lending from the World Bank for the group of heavily 
indebted countries. Activities of regional development banks are also 
reviewed. 
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at promoting growth. Some regional development banks have already 
engaged in such lending on a small scale, and others are in the process 
of discussing such activities. The AsDB has indicated that it is 
increasingly concerned with sectoral issues that affect project 
performance. The ADB and the IDB are also studying this question. The 
ADB has to a significant extent associated its Lending with that of 
multilateral and regional development institutions and bilateral 
donors O The ADB recently initiated policy-based lending through 
cofinancing loans with the World Bank. At its 1986 annual meeting, it 
was noted, however, that such Lending would probably remain a small part 
of the total, especially in the early stages, given the ADB’s limited 
expertise and experience in nonproject Lending. At the IDB’s 1986 
annual meetings the possibility of engaging in quick-disbursing sectoral 
loans tied to implementation of policies was raised by various 
governors, but a decision has not yet been taken. In some cases, it may 
be possible for project lending by regional development banks to be 
coordinated with sectoral policies supported by the World Bank. 

Multilateral development banks can also add to the flow of finance 
to developing countries through formal cofinancing arrangements with 
commercial banks, for example, by fostering the association of 
commercial banks with viable investment activities. The World Bank has 
recently cofinanced loans for Chile, Cote d’Ivoire, Colombia, Costa 
Rica, and Uruguay. Both the AsDB and the IDB have mobilized resources 
from commercial banks in support of projects. The IDB and the World 
Bank engaged recently in parallel financing of projects in Colombia and 
Uruguay. 

Multilateral development banks have an important role in the 
provision of long-term finance in support of sound projects and needed 
structural reforms, and in catalyzing commercial financing. Commercial 
banks made clear in discussions with staff that they view World Bank 
involvement in debtor countries as extremely important. They emphasized 
their interest in Linking their funding to trackable sector and project 
activities-- designed to enhance countries’ longer-run development and 
growth prospects --in a framework of financial and macroeconomic 
stability. Export credit agencies also see a role for the World Bank in 
assisting identification of productive projects. 

5. The Fund’s role and enhanced surveillance 

The central nature of the Fund’s role in helping developing 
countries resolve their debt problems was stressed by virtually all 
institutions. In particular, convincing macroeconomic and structural 
policies were cited as the key to facilitating the assembly of new 
commercial bank financing. Arrangements to use Fund resources were also 
expected to continue for a number of debtor countries, especially where 
adjustment was at a relatively early stage and the financing gap was 
still relatively Large. 
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Commercial banks have increasingly linked their disbursements of 
concerted lending both to implementation of Fund programs and to struc- 
tural reforms and projects supported by the World Bank. As banks 
outLined their intentions to extend this process, the staff registered a 
concern that such arrangements should not introduce indirect forms of 
cross conditionality or, through their rigid nature, lead to unwarranted 
delays in the provision of bank financing. 

Desire to demonstrate to creditor banks the linkage of refinancing 
arrangements to the Fund has led advisory committee banks in some cases 
to insert clauses in such arrangements that appear to precommit the use 
of Fund resources or of enhanced surveillance. These clauses have 
tended to occur in bank MYRAs with consolidation periods that extend 
beyond an existing Fund arrangement. In such cases, a new Fund arrange- 
ment or enhanced surveillance was made a condition precedent for 
continued restructuring under the MYRA. Banks have also attempted to 
make the absence of such Fund involvement an event of default on the 
country’s debt. 

Fund management has confirmed to banks a willingness to propose to 
the Executive Board, upon request from the member country, further 
stand-by arrangements if needed , or enhanced surveillance, within the 
Fund guidelines. However, Fund management and staff have also made 
clear to banks that the Fund’s Executive Board would not be bound by 
conditions specified in loan agreements, involving procedures that have 
not been agreed to for a specific member by the Fund’s Board. The Fund 
is not a direct participant in negotiations between banks and a member 
country, and banks do not always provide draft clauses relating to the 
Fund for review by the Fund staff when agreements are in preparation. 
In a number of cases where clauses relating to the Fund have been dis- 
cussed with the management and staff, banks have modified such clauses. 

In the case of Colombia, an exceptional procedure was developed to 
facilitate commercial bank financing that was considered by Executive 
Directors during their discussion of “The Role of the Fund in Assisting 
Members with Commercial Banks and Official Creditors” and their 
conclusions were reflected in the Managing Director’s Summing-Up of that 
meeting (EBM/85/132, g/4/85). The Fund was requested by Colombia to 
endorse its policies as sufficiently strong and comprehensive “to have 
qualified for access to the Fund’s resources under an arrangement in the 
upper credit tranches,” and to monitor observance of performance 
criteria negotiated with Colombia. Banks have linked their disburse- 
ments of a concerted bank loan to observance of those criteria. The 
Colombian authorities may provide bank creditors with copies of the 
reports prepared by the Fund staff on the economic situation. The Fund 
staff has sent communications on quarterly developments related to 
performance criteria to the Colombian authorities for distribution to 
creditor banks. Executive Directors wilL have the opportunity to 
examine Colombia’s experience during the next review of its economic 
situation. 
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Enhanced surveillance was developed to facilitate the return to 
normal market access-- through a MYRA--of countries with a good record of 
adjustment and in a position to present an adequate quantified policy 
program in the framework of consultations with the Fund. Experience in 
the four cases of enhanced surveillance--Venezuela, Mexico, Ecuador, and 
Yugoslavia-- is described in greater detail in the accompanying back- 
ground paper. 

The first Article IV consultation reports under enhanced 
surveillance were prepared for Venezuela. Three such reports have been 
discussed by Executive Directors. The Venezuelan authorities have not 
distributed these reports to creditor banks since the MYRA has not yet 
been implemented. Consequently, enhanced surveillance has not become 
fully effective in the case of Venezuela. 

Enhanced surveillance for Mexico was due to begin in January 1986. 
Mexico presented a quantified annual economic and financial program to 
its bank creditors, but this program was not reviewed by the Fund staff 
under the enhanced surveillance procedures. The monitoring procedures 
in the Mexican MYRA envisaged that a material deterioration in Mexico’s 
financial condition could result in a return to an arrangement for the 
use of Fund resources. A request for use of Fund resources is expected 
to be discussed by the Executive Board in the near future. 

Ecuador was the first country to conclude a MYRA with both official 
and private creditors. The bank MYRA does not envisage enhanced sur- 
veillance beginning until after the existing Fund arrangement expires in 
mid-1987. The official MYRA provides that the third stage of 
rescheduLing-- covering maturities due June-December 1987--may occur pro- 
vided Ecuador is inter alia implementing a comprehensive and 
satisfactory economic program set forth in the process of consultation 
with the Fund. If the assessment by official creditors is not positive, 
then a new meeting could be convened in order to discuss if, and under 
what conditions, the rescheduling can proceed. Official creditors, in 
making their assessment, will have available both the staff report and 
the Managing Director’s Summing Up of the Board discussion. 

Enhanced surveillance for Yugoslavia began on the expiration of the 
Fund arrangement on May 16, 1986; the Executive Board will have an 
opportunity to discuss the first staff paper under enhanced surveillance 
for Yugoslavia prior to discussion of this paper. On April 17, 1986, 
official creditors reached agreement in principle on a rescheduling with 
Yugoslavia but made the signing of that agreement subject to ratifica- 
tion of the monitoring procedures which were set forth in the agreement 
and were to be implemented in the context of enhanced surveillance. The 
Executive Board met on May 12 to discuss the conclusion reached in Paris 
between official creditors and the Yugoslav authorities; the agreement 
was signed on May 13. Official creditors agreed with the Yugoslav 
authorities on a two stage rescheduling. Terms and conditions for the 
second year are to be agreed early in 1987 if the first phase of 
restructuring has been concluded successfully, including a positive 



- 23 - 

assessment of economic performance during 1986 and the formulation of a 
satisfactory economic program for 1987. 

During the Board discussion, Directors agreed that the targets and 
limits established by the Yugoslav authorities did not represent 
performance criteria. Nevertheless, "in the minds of some Directors the 
type of arrangements discussed today should be exceptional" (SUR/86/40, 
5112186) reflecting concerns that Yugoslav procedures might too closely 
resemble a stand-by arrangement. Directors stressed that it was 
desirable for any differences of view between the Yugoslav authorities 
and the Fund staff to be narrowed as much as possible and, optimally, 
eliminated. 

A novel aspect of the bank MYRA with Yugoslavia was the inclusion 
of a trigger mechanism to indicate likely difficulties in meeting future 
repayments. The major purpose of this mechanism is to shorten the time 
lag between implementation of remedial action, if needed, and the 
diagnosis of such a need and to facilitate the assessment of the 
situation by creditor banks. Remedial actions could potentially lead to 
an approach to the Fund by the authorities. The trigger clauses agreed 
between the creditor banks and the Yugoslav authorities apply to 
external reserves and export earnings. The experience with these 
triggers is yet to be tested. 

Official creditors agreed to a MYRA for Cote d'Ivoire in 
June 1986. The first two and a half years of the restructuring (1986 to 
mid-1988) coincide with Fund arrangements; thereafter, the Ecuador 
formulation, referring to a program set forth in process of consultation 
with the Fund, was applied to maturities falling due from July 1, 1988 
to December 31, 1988. For maturities falling due in 1989, official 
creditors have indicated their willingness to reschedule, if conditions 
warrant, and provided Cote d'Ivoire "has an appropriate relationship 
with the International Monetary Fund." Commercial bank's monitoring 
procedures have not yet been finalized; however they presently envisage 
for the period after the expiration of the existing Fund arrangement 
either a new Fund arrangement or enhanced surveillance. 

While there has been no experience of creditors using enhanced 
surveillance papers, recent developments may illustrate certain impor- 
tant general issues. First, enhanced surveillance can only facilitate a 
return to spontaneous financing where countries show persistence in the 
implementation of appropriate policies. Second, adverse circumstances 
can arise which would lead a country engaged in enhanced surveillance to 
request a financial arrangement with the Fund. Third, official credi- 
tors have sought to exert influence on debtor countries' economic 
policies by agreeing only to serial MYRAs wherein each annual restruc- 
turing is linked to an acceptable economic program. Commercial banks 
have moved progressively in this direction by requiring successive sub- 
periods within a consolidation period to be subject to their approval. 
This practice places particular responsibility on creditors to determine 
the adequacy of policies. If, in their judgment, drawing inter alia on 
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the Fund staff appraisal, the member country needs to adapt its policies 
in order to ensure a sustainable external position, then discussions 
between the country and its creditors will be needed to determine an 
appropriate course of action. 

IV. Other Chanaes in Financial Markets 

Last year's report on international capital markets described the 
rapid pace of change in financial markets arising from liberalization 
and the spread of innovative financing techniques. These trends have 
continued during 1985-86, increasing the integration of major financial 
centers and diminishing the segmentation within various sectors of 
domestic markets. This section identifies some key developments in this 
continuing process and discusses their policy implications. 

1. Recent structural developments 

Liberalization has been carried further in several major financial 
markets. In France, the Euro-French franc bond market was reopened, 
with foreign banks permitted to be co-lead underwriters, and exchange 
controls were relaxed; currency swaps, financial futures, and 
convertible issues were authorized; and commercial paper and negotiable 
certificates of deposits were introduced in the domestic market. In 
Germany, new financing techniques were permitted as of May 1985 (e.g., 
floating rate notes, zero coupon bonds, equity-related issues, and 
interest and currency swaps) and the calender system for new issues was 
reformed. On a reciprocal basis, foreign banks with subsidiaries in 
Germany were also permitted to Lead-manage deutsche mark bond issues. 
Since June 1986, foreign banks may join the German government's bond 
issuing syndicate. Issuance of negotiable certificates of deposit was 
authorized as of May 1, 1986. 

In Japan, the spectrum of domestic money market instruments was 
broadened in 1985 and 1986 with the introduction of money market 
certificates, banker acceptances , and publicly auctioned short-term 
government refinancing bonds. Conditions applicable to certificates of 
deposit were further Liberalized. In early 1986, legislation was 
passed to allow the opening of an offshore banking market in Tokyo. 
Institutional separation of banking and securities market activities has 
also been Lessened as domestic banks have been permitted to establish 
overseas securities subsidiaries , and to deal in Long-term government 
securities in the domestic market. A number of further measures were 
implemented to Liberalize access to --and instruments available in--the 
Euro-yen bond market. Foreign financial institutions have been 
permitted to begin trust banking operations and to become members of the 
Tokyo Stock Exchange. 

In the United Kingdom, a major reform of the Stock Exchange is 
currently underway, involving Liberalization of ownership rules per- 
taining to Stock Exchange firms, the abolishment of minimum commissions, 



- 25 - 

and the introduction of dual capacity trading. A comprehensive regula- 
tory regime for the financial services industry is being introduced, 
aimed at ensuring that the system remains sound and at increasing 
investor protection. The structure of the gilt edged securities market 
has also been reorganized substantially. A sterling commercial paper 
market was established in May 1986. In the United States, geographical 
segmentation of banking markets has continued to lessen. 

Liberalization measures were implemented in a number of other 
national financial markets. The segmentation of financial markets has 
continued to erode, as leading financial institutions have become 
established in each of the major domestic financial markets. 

During 1985-86, use of the new financing instruments discussed in 
Last year’s paper has expanded and been extended to new markets. The 
volume of medium-term currency and interest rate swaps has expanded 
sharply, partly accounting for the bouyancy of international bond 
markets. Options and futures markets have grown and a wider range of 
participants have taken advantage of the hedging opportunities avail- 
able. The use of securities to intermediate savings has continued to 
expand. The issuance of short-term paper in the Euromarkets, previously 
mainly underwritten by banks, has developed into a non-underwritten 
commercial paper market, and commercial paper programs are being 
introduced in some domestic capital markets in Europe. 

Liberalization and innovation have tended to increase the 
efficiency of capital markets in three ways. First, intermediation 
costs have been sharply reduced by the substitution for bank credits of 
direct transactions in securities, by reduced commissions and by 
increased competition. Second, new instruments have facilitated 
arbitrage between markets in different countries and between different 
instruments. Swaps have been particularly effective in arbitraging 
differences between markets in the cost of loan funds to individual 
borrowers. Recently first signs have been emerging of an international 
equity market, which may narrow differences between markets in the cost 
of equity capital. Third, it has become possible to hedge exposure to 
risks associated with fluctuations in exchange rates and interest rates 
through a variety of techniques and over a Longer maturity period, thus 
achieving a wider sharing of risk among market participants. 

2. Issues raised by recent developments 

Many of the issues raised by recent market developments were 
discussed in a report prepared by a Study Group established by the cen- 
tral banks of the G-10, under the chairmanship of Mr. S.Y. Cross (Senior 
Vice President of the Federal Reserve Bank of New York), on llRecent 
Innovations in International Banking.” This report was published in 
April 1986 by the Bank for International Settlements. 

The Cross Report noted that innovations have improved the 
efficiency of international financial markets but cited a number of 
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concerns relating to the implications of innovation for macroprudential 
policy, for the interpretation of financial conditions, and for the 
timing and incidence of monetary policy. Several dangers in the 
securitization process were mentioned, including a Lowering in the 
quality of banks’ loan portfolios due to the sale of higher quality 
assets, and a possible decline in the ability of banks to meet sudden 
Liquidity needs as the share of flows through securities markets 
expands. Market participants and authorities underlined the value of 
this comprehensive survey in identifying potential areas of concern. 
Staff discussions concentrated on those areas and issues which were most 
relevant to the Fund’s activities. 

A key attribute of effectively functioning financial markets is the 
appropriate allocation of savings based on risk adjusted rates of 
return. New instruments have allowed various risks to be unbundled, 
separately priced, and sold to new portfolios. This process has made it 
possible to distribute these instruments and their associated risks more 
widely through the financial system and to nonbanks. To the extent that 
these instruments are priced properly, they can help financial markets 
to allocate resources more efficiently. A major issue is whether risks 
are adequately priced. Some market participants and supervisors 
expressed concern that the pricing of new instruments, especially swaps 
and note issuance facilities, may not also fully reflect the associated 
credit risks but may instead be influenced by efforts to gain market 
share. The proper market-pricing of credit risk becomes increasingly 
important as the share of saving flowing through these markets grows 
relatively to the share of savings flowing through the banking sector. 
Bankers raised the concern that traders may not rely on their own 
indepth credit analysis to make portfolio decisions, but rather may 
depend on credit assessments performed elsewhere, and also view the 
marketability of assets as implying that there is less need for credit 
analysis. 

An important potential aspect of the efficient allocation of 
savings would be greater access by developing countries to innovative 
techniques that reduce borrowing costs, hedge risks, and tap new sources 
of foreign savings (e.g., medium-term swaps, financial options, 
tradeable assets). Approximately two dozen developing countries have 
tapped the international bond market in 1985 and the first half of 1986, 
with more than half of those countries also using note issuance facili- 
ties. In a few cases, swaps have been employed to Lower borrowing 
costs. Market participants stressed that access to such instruments 
depended on the borrower enjoying a very high credit standing. In 
addition to these examples of direct access to capital markets by 
developing countries, the World Bank has been an important avenue of 
indirect access, especially to innovative techniques. 

The greater marketability of assets may at times cause financial 
institutions to overestimate the Liquidity of assets, especially if 
market conditions were adverse. However, the availability of new 
instruments has facilitated banks’ efforts to lengthen the maturity of 
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their Liabilities on advantageous terms, for example through the 
swapping of issues of fixed rate bonds into floating rate debt. 

The risk of Liquidity strains in the interbank market has been 
diminished by banks’ efforts over the past several years to monitor 
their interbank positions more closely , and to make more selective 
placements, as well as by the successful containment of banking distur- 
bances in several industrial country markets. Nevertheless, banks are 
aware that the interbank market remains a sensitive transmission 
mechanism for financial strains. Overall, the liquidity of 
international markets remains an area where considerable vigilance 
appears justified. 

Monetary officials have expressed a concern that Liberalization and 
innovation may be changing the transmission of financial impulses to the 
domestic economy and to the international economy. Innovations, such as 
swaps, and international Liberalization measures have tended to inte- 
grate national financial markets more closely, increasing the 
sensitivity of capital flows to interest rate differentials and exchange 
rate movements. Greater financial integration may alter the transmis- 
sion mechanism for monetary policy by increasing the responsiveness of 
exchange rates --relative to domestic interest rates--to monetary policy 
and by shifting its impact from interest rate sensitive sectors, such as 
housing and capital goods, to the tradeable goods sector. Uncertainty 
concerning the impact of these changes on the transmission mechanism and 
on the measurement of monetary aggregates was cited as a potential 
problem. 

A crucial characteristic of an effective market is resilience to 
external shocks. The widespread application of new communications and 
computer technology to financial transactions has permitted markets to 
react more quickly and to process a significantly larger volume of 
transactions. While the ability to process information has increased, 
recent innovations may have reduced the quality of information available 
to prudential and monetary authorities because transparency in financial 
markets has been reduced considerably. These developments have also 
made financial markets more vulnerable to equipment and transactions 
failure as evidenced by the problems at the Bank of New York in 
November 1985. 

3. Policy implications 

Opinions differ about the degree of concern that is warranted by 
the recent pace of structural change. Nonetheless, there is agreement 
that the concerns that do exist can be addressed by official actions. 
Structural changes in financial markets thus have implications for the 
supervisory agencies, monetary authorities, and the Fund, pertaining to 
the soundness of financial institutions, the allocation of resources, 
and the coordination of macroeconomic policies. 
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In recent years, markets have developed in areas where statistical 
coverage is relatively weak, such as the bond market and off-balance 
sheet activities of banks. Since many of the recent innovations in 
capital markets offer new ways of taking old risks and adapting Liquid- 
ity instruments to new portfolios, the issue of transparency is arguably 
the central concern for monetary and supervisory authorities. This is 
especially true with regard to the ability of markets to withstand sharp 
changes in prices!or perceptions of creditworthiness. Reduced trans- 
parency-makes it more difficult for monetary authorities to evaluate 
conditions in financial markets even as the effectiveness of monetary 
policy is altered. While reduced transparency may represent a cost of 
innovation and liberalization, this cost may be highest in the short run 
when transparency is least and experience is Limited. 

These costs and risks can be diminished by effective procedures to 
collect information, coordinating efforts where appropriate. Efforts by 
supervisory authorities, and monetary institutions including the Fund, 
are under way’to improve and broaden statistical reporting especially of 
activity in bond markets and off-balance sheet transactions. Certain 
monetary authorities have taken measures to extend statistical reports 
to include data on banks’ holding of bonds. The BIS is engaged in an 
effort to compile information on outstanding stocks of bonds in 
different markets. 

Regulatory authorities have also been reviewing the implications 
for financial market supervision in the Basle Supervisors Committee. In 
particular, the.integration of the activities of commercial banks and 
other financial institutions has raised issues concerning the scope and 
the structure of prudential supervision. One of the major extensions in 
the scope of supervision has been the recent review of off-balance sheet 
risks. Supervisors have recently established a framework for evaluating 
risks associated with off-balance sheet business, and have issued a 
paper on this subject (“The Management of Banks’ Off-Balance Sheet 
Exposures: A Supervisory Perspective,’ Committee on Banking Regulations 
and Supervisory Practices, BasLe, March 1986). In some countries, 
capital adequacy requirements are being extended to include note issu- 
ance facilities, and other types of new off-balance sheet activity. 

Differences in supervisory practices may result in ‘regulatory 
arbitrage” as business is shifted to financial institutions governed by 
different regulatory practices. This is the case made by those who 
argue for a regulatory ‘level playing field’ among financial institu- 
tions within and between countries, and for an approach to supervision 
which applies the same rules to an activity, irrespective of the type of 
financial institution engaged in it. Contacts among regulators of 
securities markets has intensified, focusing initially on investor 
protection. Regardless of the precise supervisory approach adopted, 
close coordination between supervisory authorities--domestically and 
internationaLLy-- remains crucial for maintaining the soundness of the 
financial system. 

, 

l 
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The need to increase supervision of nonbank financial institutions 
may suggest an extension of the bank safety net, especially liquidity 
support by the central bank. However, this could weaken the impact of 
market discipline on these institutions and result in an underpricing of 
risks and misallocation of savings. Market discipline can be allowed to 
operate more effectively if the risks of contagion and financial 
disturbances are reduced by an environment of stable economic and 
financial conditions. 

Recent structural changes in financial markets may also affect the 
operation of macroeconomic policies. The greater degree of capital 
mobility associated with financial liberalization and innovation implies 
that industrial countries may find it easier to finance fiscal and - 
current account imbalances, while more difficult in some cases to pursue 
independent monetary policies. Heightened international financial 
integration may also imply that the impact of policies can spread more 
widely and more quickly through the international community. Improved 
policy coordination, including a strengthening of Fund surveillance 
procedures, was viewed as necessary to foster more orderly conditions in 
financial markets and to improve global resource allocation. 

V. Concluding Observations 

Spontaneous private credit flows to developing countries are 
expected by banks to continue at a low level in the near term and to be 
concentrated among countries in Asia and Europe that have not recently 
restructured their bank debt. Following the pattern of recent years, 
credit flows from banks of different nationalities may also continue to 
differ significantly, with perhaps some further regionalizetion of 
flows. Banks have indicated that their willingness to provide financing 
depends on several factors, foremost of which are sound macroeconomic 
and structural policies in borrowing countries and a healthy and growing 
world economy. Banks noted that countries’ efforts to repatriate flight 
capital would have a major influence on their lending decisions. 

Trade and project lending is expected to be the dominant form of 
spontaneous bank lending to most developing countries, associated with 
export activities of banks’ customers in industrial countries. Banks 
noted that export credit agencies can also help developing countries to 
maintain or regain access to spontaneous commercial financing by 
extending export cover to those creditworthy countries that are 
implementing appropriate economic policies. They indicated also that 
the World Bank can help stimulate bank lending through its involvement 
in project loans and structural policies. Notwithstanding some growth 
in trade and project lending, a number of developing countries will 
still need further general purpose balance of payments support from 
banks and, in some cases, official coordination will be required to 
secure an adequate volume of such bank flows. 
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The mustering of concerted financing may be more difficult in the 
period ahead as bank cohesion is diminishing. Effective collaboration 
among banks is needed for the prompt assembly of financing packages in 
support of growth-oriented adjustment policies. Banks may need to 
introduce more flexible financing techniques to mitigate the problems of 
cohesion, including notably the difficulties of securing the participa- 
tion of banks with a low level of claims on a country or a high level of 
provisioning. Banks, however, may seek guarantees from other creditors, 
and predicate their own assistance on prior actions or minimum levels of 
financial contribution by other creditors. In particular, banks may 
press for identical financial contributions and arrangements from other 
creditors, whereas a larger role by official creditors in assisting with 
the debt problems of low-income countries may appropriately counter- 
balance a larger role by banks in countries with substantial bank debt. 

Differences in the impact of external developments and policy 
implementation have broadened the spectrum of economic prospects faced 
by debtor countries. Consequently, bank financing will need to be more 
differentiated on a case-by-case basis. This greater differentiation in 
restructuring and financing packages needs to reflect each debtor 
country’s financial outlook and its prospects for regaining access to 
spontaneous financing. For countries seeking to resume access to 
spontaneous financing, market-related new money packages and bank and 
official MYBAs linked to appropriate macroeconomic policy reforms remain 
key modalities. For countries with more intractable payments problems, 
for example low-income countries with a high level of bank interest 
arrears, banks will need to adopt approaches which respond realistically 
to the country’s medium-term prospects. 

The role of the Fund in assisting developing countries to design 
growth-oriented adjustment programs is seen by banks as central in 
securing external capital flows. In a considerable number of cases the 
Fund’s direct financial support will be of substantial importance. In 
other cases, the Fund’s catalytic role will be of greater 
significance. For this catalytic role to be effective, banks have 
observed that the frankness of the Fund’s policy assessments will be 
crucial. 

Experience with enhanced surveillance has thus far been limited. 
Banks have not as yet received any Fund staff reports under the enhanced 
surveillance procedure. For enhanced surveillance to be effective in 
fostering a return of spontaneous financing in the future, debtor 
countries will need to show firm and continuing commitment to sound 
policies. In this connection, creditors must take responsibility for 
their own financing decisions, and take the initiative, where 
appropriate, to seek policies in debtor countries that are more 
consistent with a sustainable external position. 

Nondebt-creating flows, especially foreign direct investment, are 
expected to represent a relatively higher share of capital flows to 
developing countries, although in real terms such flows have grown very 
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little since the early 1980s. The Multilateral Investment Guarantee 
Agency is expected to help foster additional private direct investment 
by reducing noneconomic risks. A number of major debtors have 
established or are actively studying schemes to convert bank debt to 
equity. Nevertheless, investment flows may expand only moderately in 
the near term, due to protectionism in industrial countries and 
limitations on equity investment in developing countries. Direct 
bilateral assistance will continue to provide a major share of the 
capital flows to many developing countries, especially low-income 
countries. 

Structural changes in capital markets have offered new 
opportunities for borrowers-- chiefly in industrial countries--to access 
new markets, hedge risks, and to reduce financing costs. The recent 
rapid changes in major financial markets have also, however, diminished 
the transparency of developments in these markets. Efforts by 
authorities in industrial countries and by international organizations, 
including the Fund, in the area of statistics can help improve the 
operation of financial policy through greater transparency. As markets 
become more integrated, supervision of both bank and nonbank financial 
institutions-- coordinated within and among countries--becomes more 
important. Sound macroeconomic policies will be needed to provide an 
environment in which market discipline can operate effectively, 
diminishing the problem of moral hazard that greater official involve- 
ment could entail. Greater policy coordination among countries, 
supported by Fund surveillance, can make a key contribution to improving 
the allocation of resources through international capital markets. 
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Table I. Total Croos-Border gank Leading and Deposit Taking, 1982~gSL/ 

(In billions of U.S. dollare) 

1982 1983 1984 1985 

Lending to 21 
Ind”striaico”ntries 

Of which: 
United States 
Japan 

Developing countriee y 
Offshore centere b/ 
Other tranaactorn-5/ 
Unallocated (nonba;ke) 61 

Memorandum items : 
Capital-importing developing 

countries 3/l/ 
Non-oil devel;pGng countries 3/a/ 
15 heavily indebted countries-- 

Deposit taking from 91 188 178 195 252 
Industrial countri~e 15O 90 113 196 

Of which: 
United States 
J*p*ll 

Developing Countrle~ Al 
Offshore centers 41 
Other tranaactars-51 
Unallocated (nonba&) i/ 

Memorandum items: 
Capital-importing developing 

co”ncrles 3/l/ -- 
Non-oil developing countries 3101 
15 heavily indebted countriee- - 

change in “et claillln on xi 
Induetrial countrieo 

Of which: 
United Stereo 
Japan 

Developing countrien 3-f 
Offshore centern 41 
Other transactors-5/ 
UnallocaCed (nonbe& J 

Memorandum 1 terns: 
Capital-importing developing 

countries 3/l/ 
Non-oil deveio:ing eountriel 3181 
15 hesrily indebted countriee-- 

186 149 1.91 234 
123 94 120 206 

61 
. . . 

51 
25 
-1 

-12 

40 36 54 
10 19 42 
35 16 9 
12 21 15 

6 6 8 
3 17 -4 

. . . 31 16 10 
41 28 17 10 

. . . 11 5 1 

107 
. . . 

4 
25 

4 
6 

32 7 25 
15 12 43 
20 23 16 
36 19 31 
10 3 a 
23 37 1 

17 
. . . 

27 25 15 
26 22 11 

9 lb 6 

-2 -29 -14 -18 
-26 3 7 10 

-46 a 29 29 
. . . -5 7 -1 

47 lb -7 -7 
-- -22 2 -16 
-5 -4 3 -- 

-18 -20 -20 -5 

. . . 
24 

. . . 

3 
2 
3 

-9 
-5 
-9 

Note: Owing tn rounding, cospoaents my not odd. 

Sources : International tinetary Fund. Internetionel Pinanelel Ststiecics 
(E); and Fund staff eetimetee. 

i/ Date on lending and depoeit taking nre derived from etock data on the 
reporting countries’ liebilitie~ end asset@, excluding changes sttributad to 
exchange rate q ovemente. 

2/ Am measured by differencce in the outstanding liabilities of borrowing 
countries defined a~ croos-border interbank account. by residence of borrowing 
bank plus international bank credits to nonbank~ by raeldence of borrnwer. 

3/ ExcIuding offehorc ccnters. 
T/ Cnnsietlng of the Behsmas. Bshrain. Capaan Islands. Bong Knng. the 

NeTherland Antilles, Panama, end Singapore. 
51 Treneactors included in IFS measures for the world, to enhance global - - 

eymmetry, but excluded from IFS mea~urc~ for ‘All Countries.’ The data com- 
prise changes in identified~w-border bank accounts of centrally planned 
economies (excluding Fund members), and of lntemationel org~nlratioaa. 

6/ Calculated as the difference between the Pmount that countries report 88 
th;ir bankr’ positions with nonresident bankn in their mnnctsry statletles and 
the amounts that banks in major financial centers report a# their positloos 

with nanbanke in each country. 
7/ Consisting of all developing countries except the eight Middle gaetern 

oii exportere (Islamic Republic of Iran. Iraq. Kuwait, Libyan Arab Jamahiriya. 
Oman. Qatar, Saudi Arabia. and the United Arab Emirates) for rhich external 
debt atatietlcs are “at available or are sosll in relation to external ..Pete. 

01 Consisting of all developlag countries except the eight Middle Eastern 
.&exporters (lilted in footnote 7 above), Algeria, Indonesis. Nigeria, aad 
Venezuela. 

9/ As measured by differencca in the outstanding eaoetm of deposltlng coun- 
tries, deflncd 81 cross-border interbank eccou”ts b7 residence of lending bank 
plus internetional bank depooltn of nonbsnks by realdeuce of depoeftor. 
E/ Lending to. minus deposit taking from. 
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Table II. Crow-Border Interbank Lending and Depoeit Taking. 1982-85 l/ 

(In billions of U.S. dollars) 

1982 1983 1984 1985 

Lending to 2/ 
I”dustriaico”“trles 

Of which: 
United States 
Japan 

Developing countries Al 
Offahore centera 41 
Other traneactore-5l - 

Memorandum items: 
Capital-importing developing countries 31 61 
Non-oil developing countries 31 71 

-- 
-- 

15 heavily indebted countriee 

105 110 151 197 
73 19 114 178 

46 39 25 33 

. . . a 22 42 

16 16 12 I3 

18 11 20 5 
-2 4 5 6 

. . . 15 13 a 

15 15 12 0 

. . . 9 6 1 

Deposit taking from I/ 
Iodustrlel countries 

Of which: 

125 100 144 209 

113 63 101 175 

United States 
Japan 

Developing countries A/ 
Offshore centers 41 
Other transactors-5l 

&morandum items: 
Capital-importing developing countriee 31 61 -- 
Non-oil developing countries 3/ 7/ -- 
15 heavily indebted countries 

Chenge in net claims on 9/ 
Industrial countries - 

Of which: 
United Statea 
Japan 

81 
. . . 

-9 

11 
3 

. . . 
2 

. . . 

-20 
-40 

-35 

Developing countries if 25 
Offshore centers 41 1 
Other transactors-~/ -5 

bmorandum items: 
Capital-importing developing countries 31 61 -- 
Non-oil developing countries 31 71 -- 
15 heavily indebted countries 
Net error8 and omtesions El 

. . . 4 

13 4 

. . . 10 
20 -9 

16 lb 11 
15 11 42 

3 21 2 

26 13 25 
8 2 1 

11 
10 
-1 

10 
16 

23 
-1 
13 

-15 
-4 

21 
20 
11 

7 
7 

11 
11 
-9 

1 
3 

-8 
-8 
-5 
-1 

3 

1 
-3 

-12 
3 

22 
-- 

6 
-20 

-1 

5 
7 
4 

11 

Note: Owing to rounding, components may not add. 

Sources: International Monetary Fund. International Financial Statistics 
(IFS) ; and Fund staff eetimates. 

L/ Data on lending and deposit taking are derived from stock data on the 
reporting countries’ liabilities and assets , excluding changee attributed to 
exchange rate movements. 

21 An measured by differences in the outetending liabilities of borrowing 
countries. defined BB cross-border interbank accounts by residence of 
borrowing bank. 

31 Excluding offshore centers. 
xl Consisting of the Bahamas. Bahrafn. the Ceyman Islands, Hong Kong. the 

NeTherlands Antlllee, Panama, and Singapore. 
51 Transactors included in IFS measures for the world, to enhance global 

symmetry. but excluded from IFGasures for ‘All Countries.’ Ihe date 
comprise changes in the accounts of the Bank for International Settlements 
with banks other than central banks; and changes in identified cross-border 

interbank accounta of centrally planned economiee (excluding Fund members). 
6/ Consisting of all developing countries except the eight Middle Eastern 

oil exporters (Ielamic Republic of Iran, Iraq. Kuvait. Libyan Arab Jamahiriye. 
Omen. Qatar, Saudi Arabia, and the United Arab Emirates) for vhich external 
debt statistics are either not available or are small in relation to external 
488et8. 

71 Consisting of all developing countries except the eight Uiddle Eastern 
oii exportera (lieted 1” footnote 6), Algeria, Indonesia. Nigeria, and 
Venezuela. 

g/ As measured by differences in the outstanding aseeta of depoeiting 
countries. defined ae crose-border interbank accounte by residence of lending 
banks. 

91 Lending to. minus depoeit taking from. 
iO/ Calculated 88 the difference betveen global measures of crose-border 

interbank lending and deposit taking. 
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Table III. International Bank Lending to Nonbanke and 
Deposit Taking from Nonbanka, 1982~85Lf 

(In billions of U.S. dollars) 

1982 1983 1984 1985 

Lending to 2/ 
Industrial countries 

Of which: 
United States 
JFlP8” 

Developing countries 21 
Offshore centera 41 
Other transactors-51 
Unidentified borrowers 61 

Memorandum i temB : 
Capital-importing developing countries 31 71 -- 
Non-oil developing countries 21 s/ 
15 heavily indebted countries 

Deposit taking from 21 
Industrial countries 

Of which: 
United Statee 
Japan 

Developing countriee 31 
Offshore centere 41 - 
Other transactors-51 
Unidentified deposTtors 61 

Memorandum items: 
Capital-importing developing countries 31 71 

- - Non-oil developing countries 31 01 -- 
15 heavily indebted countries 

change in net claims 0” lo/ 
Industrial countries - 

Of which: 
United States 
Jap*” 

Developing countries 31 
Offshore ce”terB 47 
Other transactors-?,’ 
Unidentified (net) I?/ 

Memorandum items: 
Capital-importing developing countries 31 ?I -- 
Non-oil developing countries 31 Bl -- 
15 heavily indebted countriee 

80 40 31 36 
51 14 7 27 

14 
. . . 

35 
7 
1 

-12 

1 
2 

19 
1 
2 
3 

11 
-3 

4 
2 
1 

17 

21 
1 
1 

10 
2 

-4 

. . . 16 3 1 
26 13 4 1 

-- . . . 2 -1 

63 77 51 42 
37 27 6 21 

26 16 
-- . . . 

13 17 
8 8 
1 2 
6 23 

-7 14 
1 1 
2 14 
6 5 

-- 1 
37 1 

. . . 17 
15 16 

. . . 10 

4 
3 
4 

-20 
1 

18 
-4 

1 
-4 

1 
-20 

-1 
1 

-5 

12 
9 
7 

17 -38 
14 -13 

-6 
6 

-12 
. . . 

22 
-1 
-- 

-10 

. . . 
12 

. . . 

-15 
2 
2 

-7 
-- 

-20 

-1 
-3 
-8 

7 
-- 

-13 
5 
1 

-5 

-11 
-8 
-7 

Note: Wing to rounding, components may not add. 

Sources: International lkonetary Fund, International Financial statistica (Ipsl; 
and Fund etaff estimates. 

l-/ Date on lending and depoeit taking are derived from stock data on the 
reporting countrice’ liabilities and assets, excluding changes attributed to 
exchange rate movements. 

2/ Aa measured by differences in the outstanding liabilities of borrowing 
countries. defined em cross-border bank credits to nonbanks by residence of 
borrower. 

3/ Excluding offshore centers. 
xl Consisting of the Bahamas, Bahrain, the Cayman Islands. Bong Kong, the 

NeTherlands Antilles. Panama, and Singapore. 
21 Transactors included in IFS mcaaurer for the world, to enhance global 

symmetry, but excluded from IF-S%eesures for ‘All countries.” ‘Ihe data compriee 
changes in the accounta of international organizatione (other than the Bank for 
International Settlements) with banka; and changee in identified cross-border banks 
accounts of nonbanks in centrally planned economies (excluding Fund members). 

61 Calculated as the difference betveen the amount that countries report a~ their 
ba;ks’ positions with nonresident banks in their monetary atatietica and the amounts 
that banks in major financial centera report aa their positlone with nonbanks in 
each country. 

71 Consisting of all developing countries except the eight Middle Eastern oil 
exporters (Ielamic Republic of Iran, Iraq, Ruvait, Libyan Arab Jamahiriya, Oman, 
Qatar, Saudi Arabia, and the United Arab Emirates) for which external debt 
statistics are either not available or are small in relation to external a88et8. 

01 Consisting of all developing countriea except the eight Middle Eastern oil 
expOrtera (liated in footnote 7). Algeria, Indoneria. Nigeria, and Venezuela. 

z/ An measured by differences in the outstanding aaseta of depositing countries 
defined a8 international bank deposite by “onbanks by residence of depositor. 

lo/ Lending to. minus deposit taking from. - 
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Table IV. Long-Term International Bank Credit Commitments. 1981-Firrt Ralf 1986 

(In billiona of U.S. dollars) 

1st. 1st. 
Half Half 

1981 1982 1983 1904 1/ 1985 21 i%Ki/ 1986 

Industrial countries 44.8 
Seven largest 27.8 
Other 17.0 

Developing countries 

Capital-importing 
Africa 
Asia 
Europe 
Middle East 
Western Remisphere 

Centrally planned economies if 

International organizations and unallocated 

48.1 

41.0 
4.1 

12.8 
4.7 
0.2 

25.2 

0.7 

Total 

1.0 

94.6 

Industrial countries 
Seven largest 
Other 

Developing countries 

Capital-importing 
Africa 
Asia 
Europe 
Middle East 
Uestern Hemisphere 

46.5 
45.9 

0.6 

6.5 

6.5 
0.1 
0.2 

-- 
-- 

6.2 

Centrally planned economies 57 

International organiaationa and unallocated 

- 

Total 

0.1 

53.1 

Industrial countries 
Seven largest 
Other 

Developing countries 

Capitel-importing 
Africa 
Asia 
Europe 
Middle East 
Uestern Hemisphere 

Centrally planned economies 41 

International organisations and unallocated 

91.3 
73.6 
17.6 

54.6 

53.5 
4.2 

13.0 
4.1 
0.2 

31.3 

0.7 

1.1 

Total 

Memorandum item: 
Other international long-term 

bank facilities, excluding merger- 
related facilities 

147.1 

. . . 

bong-term external credit commitments 

51.6 21.9 29.9 31.6 16.2 
31.2 15.0 la.2 23.9 11.9 
20.4 12.9 11.7 7.7 4.2 

44.6 34.9 31.0 17.9 9.4 

42.6 32.6 29.9 16.1 8.6 
2.7 2.7 0.5 1.4 1.1 

12.6 10.4 10.2 7.5 3.0 
3.7 3.5 3.4 4.4 2.3 
0.6 0.7 0.4 0.3 -- 

23.0 15.3 15.4 2.5 2.1 

0.2 0.5 2.2 3.5 1.6 

1.8 3.9 3.5 2.5 1.3 

98.2 67.2 66.6 55.5 28.4 

Other International long-term bank facilities 

14.6 
10.0 

4.5 

8.3 

6.9 
0.8 
4.1 
1.9 

-- 
0.1 

1.1 

0.4 

24.4 

3.1 12.4 47.0 51.6 17.9 
1.4 10.6 33.9 35.9 13.0 
1.7 1.8 13.9 15.7 4.9 

2.1 1.0 6.9 4.3 2.1 

2.1 0.9 6.6 4.1 1.9 
- -- 0.2 -- -- 

0.5 0.4 1.5 3.0 1.3 
0.4 0.3 0.7 0.9 0.5 

-- 0.2 -- 0.1 -- 
1.2 - 4.3 0.1 -- 

-- -- -- -- -- 

0.2 0.1 0.6 0.9 0.5 

5.4 13.5 55.3 56.0 20.5 

Total international cormeitments 

14.5 
7.3 
7.2 

2.7 

2.7 
-- 

1.5 
1.2 

-- 
-- 

0.3 

- 

17.5 

54.6 40.2 77.6 83.2 34.0 29.0 
32.6 25.5 52.1 59.5 24.9 17.3 
22.1 14.7 25.5 23.4 9.1 11.7 

46.8 35.9 37.9 22.2 11.4 11.0 

44.0 33.5 36.5 20.2 10.5 9.6 
2.7 2.7 0.7 1.4 

10.8 t :: 
0.8 

13.1 11.7 10.5 5.5 
4.1 3.8 4.2 5.3 2.9 3.1 
0.6 0.8 0.4 0.4 0.1 -- 

24.2 15.3 19.7 2.6 2.1 0.1 

0.2 0.5 2.2 3.5 1.6 1.4 

2.0 4.0 4.1 3.4 1.8 0.4 

103.6 00.1 121.8 112.3 40.9 41.7 

5.4 9.5 28.9 46.0 . . . . . . 

Note: CWing to rounding, components may not add. 

Sources: Organisation for Economic Cooperation and Development. Financial Statistics Monthly; and Fund 
staff estimates. 

l-1 Includea agreements in principle with Argentina and the Philippines. and excludes the short-term trade 
deposit facility for Argentina of $0.5 billion. 

2/ Includes SO.1 billion for Costa Rica. 
3/ Includes agreements in principle vith Chile and Colombia. 
x/ Excludes Fund member countries. 
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Table V. New Publicized Long-Term External Bank Credit Commitments to l 
Developing Countries, 1981-First Half 1986 

(In billions of U.S. dollars) 

1st. 1st. 
Half Half 

1981 1982 1983 1984 11 1985 21 1985 21 1986 - 

Developing countries 48.1 44.6 34.9 31.0 17.9 9.4 8.3 

Capital-importing 47.0 42.6 32.6 29.9 16.1 8.6 6.9 

Africa 4.1 
Spontaneous lending 51 4.1 
Concerted lending i/ . . . 

Asia 12.8 12.6 
Spontaneous lending i/ 12.8 12.6 
Concerted lending . . . . . . 

Europe 4.7 3.7 3.5 3.4 
Spontaneous lending il 4.7 3.7 2.9 3.4 
Concerted lending A/ -- . . . . . . 0.6 

Middle East 0.2 0.6 0.7 0.4 0.3 

Western Hemisphere 25.2 23.0 15.3 15.4 2.5 
Spontaneous lending i/ 25.2 23.0 2.0 0.6 0.1 
Concerted lending i/ . . . . . . 13.3 51 14.8 2.4 

2.7 2.7 
2.7 2.7 

-- . . . 

10.4 
10.4 

0.5 
0.5 

10.2 
9.3 
0.9 

1.4 
1.3 
0.1 

1.1 
1.0 
0.1 

7.5 
7.5 

4.4 
4.4 

3.0 
3.0 

-- 

2.3 
2.3 

-- 

0.8 
0.8 

4.1 
4.1 

-- 

2.1 
-- 

2.1 

0.1 
0.1 

-- 

Sources: Organisation for Economic Cooperation and Development, Financial Statistics 
Monthly; and Fund staff estimates. 

l/ Includes agreements in principle with Argentina and the Philippines, and excludes the 
shzrt-term trade deposit facility for Argentina of $0.5 billion. 

21 Includes $0.1 billion for Costa Rica. 
T/ Includes agreements in principle with Chile and Colombia. 
71 Concerted lending refers to bank credit commitments obtained during 1983-85 and 

coordinated by a bank advisory committee (i.e., Argentina, Brazil, Chile, Colombia, Cote 
d'Ivoire, Ecuador, Mexico, Panama, Peru, the Philippines, Uruguay, and Yugoslavia). 

51 Excludes the extension of a bridging loan of $1.3 billion to Argentina. 
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Table VI. Terms on New Publicized Long-Term International 

Bank Credit Commitments, 1980-First Half 1986 

(In percent, unless otherwise indicated) 

Jan.- 
bY 

1981 1982 1983 1984 11 1985 1m - 

Six-month Eurodollar interbank 
rate (average) 

U.S. prime rate (average) 18.87 14.86 10.79 12.13 10.48 

Average maturity (in years/months) 718 717 713 719 718 

OECD countries 718 813 718 714 713 6/10 
Centrally planned economies 517 419 415 s/11 7/5 7/10 
Oil exporting countries 719 6/O 712 717 6111 819 
Other developing countries 719 7/O 7/O 8111 9/l 719 

e verage spread 

OECD countries 0.58 0.56 0.65 0.55 0.41 0.39 
Centrally planned economies 0.62 1.03 1.18 0.88 0.55 0.26 
Oil exporting countries 0.79 0.94 0.85 0.76 0.72 0.44 
Other developing countries 1.04 1.14 1.70 1.44 0.99 0.71 

16.72 13.60 9.93 11.29 8.64 7.61 

0.80 0.77 1.15 0.93 0.60 0.41 

9.23 2/ - 

712 

Sources: Organization for Economic Cooperation and Development, Financial Market 
Trends; International Monetary Fund, International Financial Statistics (for Eurodollar 
rate); Federal Reserve Bulletin (for prime rate). 

l/ Does not include terms of agreements in principle with Argentina, and the 
PhTlippines. 

21 January-April average. 
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Table VII. Change in Bank Cleima on Developing Countries, 1982-85 L/ 

(In billions of U.S. dollare and in percent) 

1982 1983 1984 1985 
Billions 8illione Billione Billions 
of U.S. Growth of U.S. Growth of U.S. Growth of U.S. Crovth 
dollars rate dollars rate dollars r*te dollars rate 

Developing countrite 
BIS semiannual 
U.S. claims data 
U.K. claims data 

Capitel-importing 
developing countries 

BIS semiannual 
U.S. claims data 
U.K. claims data 

Africa 
BIS semiannual 
U.S. claims data 
U.K. claims data 

Asia 
BIS semiannual 
U.S. claims data 
U.K. claims data 

Indonesia 
BIS semiannual 
U.S. claims data 
U.K. claims data 

Korea 
BIS semiannual 
U.S. claims data 
U.K. claims data 

Philippines 
BIS semiannual 
U.S. claims data 
U.K. claims data 

Europe 
EIS semiannual 
U.S. claims data 
U.K. claims data 

Middle East 
BIS semiannual 
U.S. claims data 
U.K. claims data 

Western Hemiephere 
BIS semiannual 
U.S. claima data 
U.K. claime date 

Argentina 
BIS semiannual 
U.S. claims data 
U.K. claims data 

Brazil 
BIS semiannual 
U.S. claims data 
U.K. claima data 

kXiC0 

BIS semiannual 
U.S. claims data 
U.K. claims data 

Venezuela 
BIS semiannual 
U.S. claims data 
U.K. claims data 

39.3 10.0 26.0 6.0 4.7 1.0 31.4 6.8 
11.5 8.2 6.2 4.1 -3.5 -2.2 -13.2 -8.5 

6.4 11.2 2.3 3.1 -0.9 -1.4 -0.4 -0.6 

38.2 10.2 21.7 5.3 4.7 1.1 30.7 7.0 
11.6 a.5 5.7 3.9 -2.1 -1.8 -11.9 -7.9 

6.2 11.7 2.0 3.3 -0.1 -0.2 -0.5 -0.8 

5.5 10.8 3.1 5.5 -1.0 -1.7 3.7 6.1 
1.3 12.4 1.0 a.5 -0.8 -6.0 -2.8 -22.4 
2.9 31.1 0.5 4.1 -0.2 -2.0 -0.8 -6.4 

10.4 17.1 a.7 12.2 3.8 4.7 9.3 10.9 
3.8 14.2 1.4 4.5 -3.0 -9.5 -3.4 -11.9 
1.4 16.5 0.4 3.6 -0.3 -3.0 0.2 2.3 

2.7 31.5 1.5 15.2 1.1 9.3 1.2 9.5 
0.6 24.2 0.6 19.9 -0.2 -5.0 -0.6 -18.8 
0.5 63.6 0.3 26.0 -- 2.1 -0.1 -3.0 

3.3 16.6 1.9 a.2 0.3 1.2 2.8 10.6 
2.1 24.1 0.5 4.1 -1.5 -13.3 -0.8 -7.9 
0.3 10.8 -0.2 -7.4 -0.1 -2.5 -0.1 -2.0 

2.4 23.5 0.6 4.8 -1.4 -10.1 0.5 4.0 
0.4 6.9 0.3 5.5 -0.6 -10.0 -- -0.7 
0.2 11.7 0.1 4.2 -0.2 -9.6 -0.1 -8.7 

-0.3 -0.7 I.6 3.5 -0.6 -1.2 7.5 15.8 
-0.8 -7.0 0.9 9.5 -0.4 -3.6 -0.5 -4.8 
-0.2 -2.1 0.2 3.2 -0.2 -2.5 0.2 3.0 

3.5 19.7 
0.3 8.1 
0.5 32.0 

3.3 -0.7 -4.5 1.2 8.4 
a.5 -0.4 -9.0 -0.7 -18.8 

-11.2 -0.2 -13.3 -- 2.0 

19.1 9.6 
6.9 a.2 
1.6 6.1 

3.5 3.2 1.4 9.0 3.9 
2.3 1.8 1.9 -4.5 -4.7 
3.9 0.8 2.8 -0.1 -0.5 

0.9 3.6 
-0.2 -2.0 
-0.3 -1.0 

0.7 
0.3 

-0.2 

7.7 
2.1 
1.1 

0.2 
0.3 
0.1 

1.7 
0.2 
0.7 

5.5 
2.0 
0.3 

-0.3 
-0.3 
-0.2 

0.8 -1.5 -5.6 4.1 16.3 
3.3 -0.5 -6.3 0.4 5.5 
2.8 -0.1 -1.3 0.3 a.3 

8.0 15.2 
3.6 21.5 
1.2 18.2 

2.8 

ik: 

4.8 7.9 1.3 1.9 
3.2 15.6 -1.1 -4.5 
0.7 8.5 -0.2 -2.2 

5.8 
2.9 
0.2 

1.3 
1.1 

-0.1 

10.2 
13.4 

3.1 

5.0 
10.5 
-4.3 

8.7 1.6 2.3 0.8 1.1 
8.0 0.2 0.7 -1.6 -6.0 
3.8 0.1 1.1 -0.1 -0.9 

-1.1 -0.9 -3.3 0.4 1.7 
-2.8 -0.4 -4.0 -0.7 -6.7 
-5.4 -0.1 -4.2 -0.1 -2.9 

Note: Cuing to rounding, components may not add. 

Sources: Bank for International Settlements, The Maturity Distribution of International Bank Lending; Federal 
Financial Institutions Examination cOunc11, Country Exposure Lending Survey; end Bank of England, Bank of England 
Quarterly Bulletin. 

11 These data are not adjusted for the impact of exchange rate movement8 and are baaed on consolidated reports of 
ba;;ks. 
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Table VIII. Capital-Asset Ratioe of Banks in Selected Industrial Countries, 1978-85 L/ 

(In percent) 

1978 1979 1980 1981 1982 1983 1984 1985 

Canada 21 3.3 3.2 3.0 3.5 9 3.7 4.1 4.4 4.6 
France ‘i;/ 2.3 2.6 2.4 2.2 2.1 2.0 1.9 2.2 
Germany: Federal Republic of 11 3.3 3.3 3.3 3.3 3.3 3.3 3.4 3.5 
Japan / 5.1 5.1 5.3 5.3 5.0 5.2 5.2 4.8. 
Luxembourg 71 . . . . . . 3.5 3.5 3.5 3.6 3.8 4.0 
Netherlands-81 3.9 4.3 4.2 4.3 4.6 4.7 4.7 4.9 
Switzerland y/ 

Largest 5 Tanks 7.8 7.6 7.6 7.4 7.3 7.1 7.1 7.8 
All banks 7.8 7.6 7.6 7.5 7.5 7.3 7.4 7.8 

United Kingdom 
Largest 4 banks 101 7.5 7.2 6.9 6.5 6.4 6.7 6.3 7.9 
All banks 111 - 5.2 5.1 5.0 4.5 4.1 4.4 4.5 5.5 

United Statee’ 
Nine center banks 121 money 4.7 4.5 4.5 4.6 4.9 5.4 6.2 6.8 

- Next 15 banks 121 5.4 5.4 5.5 5.2 5.3 5.7 6.6 7.2 
All country reporting banks 121131 5.5 5.3 5.4 5.4 5.6 5.9 6.5 6.9 -- 

Sources: Data supplied by official sources; and Fund staff estimates. 

L/ Aggregate figures such as the ones in this table must be Interpreted with caution, due to 
problems of consistency across national groups of banks and over time in the accounting of bank 
assets and capital. In particular, provisioning practices vary considerably across these coun- 
tries as do the definitions of capital. Therefore, cross-country comparisons may be less appro- 
priate than developments over time within a single country. 

21 Ratio of equity plus accumulated appropriations for contingencies (before 1981, 
accumulated appropriations for losses) to total assets (Bank of Canada Review). 

31 The changeover to consolidated reporting from November 1, 1981 had the statistical effect 
of-increasing the aggregate capital-asset ratio by about 7 percent. 

4-1 Ratio of capital, reserves, and general provisions, to total assets. Data excludes 
cooperative and mutual banks (Commission de Controle des Banques, Rapport). 

5/ Ratio of capital including published reserves to total assets. From December 1985, the 
BuTdesbank data incorporate credit cooperatives (Deutsche Bundesbank, Monthly Report). 

61 Ratio of reserves for possible loan losses, specified reserves, share capital, legal 
reserves plus surplus and profits and losses for the term to total assets (Bank of Japan, 
Economic Statistics Monthly). 

7/ Ratio of capital resources (share capital, reserves excluding current-year profits, 
general provisions, and eligible subordinated loans) to total payables. Eligible subordinated 
loans are subject to prior authorixation by the Institut Monetaire Luxembourgeois and may not 
exceed 50 percent of a bank’s share capital and reserves. Data in the table are compiled on a 
nonconsolidated basis, and as a weighted average of all banks (excluding foreign bank 
branches). An arithmetic mean for 1985 would show a ratio of 9.3 percent. Inclusion of cur- 
rent-year profits in banks’ capital resources would result in a weighted average of 4.3 percent 
for 1985. Provisions for country risks, which are excluded from capital resources, have been 
considerably increased in the last few years, with a quadrupling of the level of provisions 
between 1982 and 1985. 

8/ Ratio of capital, disclosed free reserves, and subordinated loans to total assets. 
ElTgible liabilities of business members of the agricultural credit institutions are not 
included (De Nederlandsche Bank, N.V., Annual Report). 

91 Ratio of capital plus published reserves, a part of hidden reserves, and certain 
subordinated loans, to assets (Swiss National Bank). 

101 Ratio of share capital and reserves , plus minority intereete and loan capital, to total 
assets (Bank of England). 

111 Ratio of capital and other funds (sterling and other currency liabilities) to total asset6 
(Bank of England). Note that theee figures include U.K. branches of foreign banks, which nor- 
mally have little capital in the United Kingdom. 

121 Ratio of total capital includes equity, subordinated debentures, and reserves for loan 
losses, to total assets. 

131 Reporting banks are all banks which report their country exposure for publicatfon in the 
Country Exposure Lending Survey, Federal Financial Institutions Examination Council. 
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