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LDC D eb t Pr o b l e m

As you know, C o n g r e s s  last year passed  the I nt e rn at io na l 

R e c o v e r y  and F i n a n c i a l  S t a b i l i t y  Act of 1983, which c o n t a i n e d  

p r o v i s i o n s  re l a t i n g  to the s u pe r v i s i o n  of i nt e r n a t i o n a l  lending,

I w o u l d  l i k e  t o  c o n c e n t r a t e  t o d a y  o h  s o m e  o f  t h e  i m p l i c a t i o n s  o f  

t h e  A c t , e s p e c i a l l y  a s  t h e y  c o n c e r n  t h e  e x a m i n a t i o n  t r e a t m e n t  o f  

i n t e r n a t i o n a l  l o a n s ,

S o m e  b a c k g r o u n d  o n  t h e  h i s t o r y  o f  t h e  A c t  is u s e f u l ,

Each of us is aware, p e r h ap s p a i n f u l l y  so, of the "LDC debt 

cr is is " which, s ta r t i n g  with the al ar m over M e x i c o ' s  fi na n c i a l  

st rai ts in 1982, has re ce i v e d  a lot of press. C o n c e r n s  in the 

Unit ed Stat es over the a mo un t of debt owed to U.S. banks by less 

de v e l o p e d  c o u n t r i e s  were w i de ly  v o i c e d  when the "cr is i s"  first 

erupted, and s u b s e q u e n t  r e n e g o t i a t i o n s  of LDC d ebt  have kept 

these co n c e r n s  a l i v e , C o n t r o v e r s y  over the role of U.S. banks in 

le nd in g to LDCs was p a r t i c u l a r l y  p r o n o u n c e d  d u ri ng  the debate 

over p r o p o s a l s  to b o l st er  the In te rn a t i o n a l  M o n e t a r y  Fund,

T h e  C o n g r e s s  a t  f i r s t  w a s  q u i t e  r e l u c t a n t  t o  a p p r o v e  

a d d i t i o n a l  U.S. s u p p o r t  o f  t h e  F u n d , So m e  m e m b e r s  a r g u e d  it w a s  

a " b i g - b a n k  b a i l o u t ," a n d  it t o o k  a g r e a t  d e a l  o f  e f f o r t  t o  

p e r s u a d e  C o n g r e s s  t h a t  it w a s  in t h e  U n i t e d  S t a t e s ' b e s t

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



INTERESTS TO AP PR OV E  THE A D D I T I O N A L  SUPPORT FOR THE IMF, In THE 

L E G I S L A T I O N  THAT F IN A L L Y  PASSED, THE CO NG R E S S  ALSO D IR E C T E D  THE 

FE D E R A L  BANK R E G U L A T O R S  TO TAKE CE RT AI N STEPS TO S T R E N G T H E N  THE 

S U P E R V I S I O N  OF I N T E R N A T I O N A L  LENDING, THESE " M A R C H I N G  O R D E R S ,"

AS IT WERE, WERE CLOSE TO WHAT THE FED ERAL RES ERVE AND OTHER 

R E G U L A T O R S  EAR LI ER  HAD R E C O M M E N D E D  TO CON GR E SS  AND E S S E N T I A L L Y  

FO C US ED  ON FOUR POINTS, ONE OF THESE —  THE R E Q U I R E M E N T  THAT THE 

FE D ER AL  B AN K I N G  R E G U L A T O R S  CO N SU LT  WITH THEIR FORE IGN

C O U N T E R P A R T S  ABO UT  BANK CAP IT AL A D EQ UA C Y .. DOES NOT BEAR

D I RE CT LY  ON WHAT I WA NT  TO DI SCU SS  TODAY, I WILL C O N C E N T R A T E  

TH ER EFO RE ON THE OTHER R E Q U I R E M E N T S  OF THE A d ,  WHICH ARE 

D E SI GN ED  TO S T R E N G T H E N  AND IMPROVE THE SYST EM OF U.S. 

INT E RN AT IO NA L LENDING.

R e q u i r e m e n t s  o f  A c t

T h e  f i r s t  o f  t h e s e  is a r e q u i r e m e n t  t h a t  s p e c i a l  r e s e r v e s  b e

SET ASIDE FOR AS SET S WHOSE VALUE IS IMPAIRED BEC AUSE OF RISK. A 

SECOND R E Q U I R E M E N T  IS THAT THE B ANK IN G A G E N C I E S  SHOULD MO NI TO R 

BANK EX POSURE TO C O U NT RY  RISK MORE CL OS ELY  AND ES TAB LI SH  

P R O C E D U R E S  FOR A S S U R I N G  THAT CO U NT RY  OR T R A N S F E R  RISK ARE TAKEN 

INTO AC COUNT IN E V A L U A T I N G  THE A DE Q U A C Y  OF A BANK 's CAPITAL.

I SHOU LD NOTE P A R E N T H E T I C A L L Y  THAT I WILL USE COU N TR Y RISK 

AND TRA NS F ER  RISK I N T E R C H A N G E A B L Y  T H R O U G H O U T  MY TALK. In THE 

PAST, SOME W R I T E R S  HAVE MADE D I S T I N C T I O N S  BE TWEEN THE TWO TERMS 

BUT IT IS THE US U A L  PRA CT I CE  NOW TO TREAT THE TWO AS E S S E N T I A L L Y
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THE SAME, AMD I SHALL FOLL OW THAT CO NV ENT IO N, BASICALLY, THE 

RISK I AM TAL KING ABOUT IS THE RISK THAT B O R R O W E R S  IN A GIVEN 

COU N TR Y WILL BE UNABLE TO OBTA IN ENOUG H FO REI GN  EXC HA N GE  TO 

SE RV ICE  AND REPAY THEIR LOANS,

I WILL DISCUSS THE FIRST TWO R E Q U I R E M E N T S  OF THE ACT IN A 

M I N U T E , BUT FIRST LET ME SAY A LITTLE BIT ABOU T A THIRD 

R E Q U I R E M E N T  OF THE AcT , WHICH D IR E C T S  FE D ER AL  BANK R E G U L A T O R S  TO 

CO N S I D E R  A L T E R N A T I V E  A C C O U N T I N G  ME TH O D S  FOR H A N D L I N G  THE FEES 

RE C EI VE D IN C O N N E C T I O N  WITH E X T E N S I O N S  OF C R E D I T . C ON G R E S S  FELT 

THE PRA CT I CE  OF SOME BANKS OF I NC LUD IN G LOAN FEES ON R E S T R U C T U R E D  

LOAMS I MM ED IA TEL Y IN INCOME O V E R S T A T E D  EARNINGS, E S P E C I A L L Y  WHEN 

THE A S S O C I A T E D  LOAN WAS A LONG TERM ONE, As YOU WILL RECALL, THE 

O R I G I N A L  R E G U L A T O R Y  P R O P O S A L S  PUT OUT FOR C O M M E N T  C AL LED  FOR 

A M O R T I Z A T I O N  OF FEES ON ALL IN TE RN A T I O N A L  LENDING, AFTER C A RE FU L 

C O N S I D E R A T I O N  OF THE CO MM E N T S  RECEIVED, HOWEVER, IT WAS D EC ID ED  

IN THE FINAL R E G U L A T I O N S  ISSUED TO A M O RT IZ E ONLY FEE INCOME 

A S S O C I A T E D  WITH R E S T R U C T U R E D  L O A N S , THUS MOST FEE INCOME ON 

R E S T R U C T U R E D  LOANS, OVER AND ABOVE R EC O V E R Y  OF O U T - O F - P O C K E T  

EXPENSES, WILL BE C O N S I D E R E D  AN A D J U S T M E N T  TO YIELD AND WILL HAVE 

TO BE A M O R T I Z E D  OVER THE LIFE OF THE LOAN. S Y N D I C A T I O N  FEES, 

HOWEVER, CAN BE TAKEN INTO INCOME AS RE C E I V E D  TO THE E X TE NT  THAT 

THEY R E P R ES EN T R E M U N E R A T I O N  FOR S ER VI CE S R EN D E R E D  IN C O N N E C T I O N  

WITH A R R A NG IN G THE S Y N D I C A T I O N . C O M M I T M E N T  FEES ALSO MAY BE 

TAKEN INTO INCOME AS RECEIVED, PRIOR TO THE D I S B U R S E M E N T  OF THE 

LOAN ,
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In ter a g e n c y , Coyn i r y E x p o s u r e Risk C o m m i t t e e

In d i s c u s s i n g  t h e  f i r s t  t w o  r e q u i r e m e n t s  o f  t h e  A c t , w h i c h

INVOLVE ISSUES OF CO UN TRY  OR T R A N S F E R  RISK, IT IS U SE FU L TO 

REVIEW WHAT THE FE DE RA L RE SER VE  AND THE OTHER FE DE R A L  BA N K I N G  

R E G U L A T O R S  AL RE ADY  HAVE DONE IN THIS AREA, IN 1979, THE 

Int e rA ge nc y C o u nt ry  Ex p o s u r e  Risk C o m m i t t e e  was e st ab li s he d,  The 

purpose of the C o m m i tt ee  is to e n c ou ra ge  ba nk in g  o r g a n i z a t i o n s  to 

d i v e rs if y their ex posure in their fo rei gn  lending, just as they 

have long been e n c o u r a g e d  to div er si fy  other a s p e c t s  of their 

lending, The Committ ee,  which meets three times a year, has 

equal r e p r e s e n t a t i o n  from the Fed eral Reserve, the FDIC, and the 

Office of the C o m p t r o l l e r  or the Currency,

A w i d e  v a r i e t y  o f  i n f o r m a t i o n  is p r e s e n t e d  a t  t h e  

C o m m i t t e e 's m e e t i n g  --- e c o n o m i c  b r i e f i n g s , a s e t  o f  f i n a n c i a l  a n d  

e c o n o m i c  r a t i o s  i n t e n d e d  t o  g i v e  a f i r s t  i m p r e s s i o n  o f  c o u n t r i e s ' 

d e b t - s e r v i c i n g  a b i l i t i e s , a n d  s u m m a r i e s  o f  i n t e r v i e w s  w h i c h  f i e l d  

e x a m i n e r s  h o l d  w i t h  b a n k e r s  i n t h e i r  D i s t r i c t  o r  R e g i o n  in o r d e r  

t o  o b t a i n  t h e i r  o p i n i o n s  a n d  t o  b e i n f o r m e d  o f  t h e i r  c u r r e n t  

e x p e r i e n c e  i n t h e  f i e l d  o f  f o r e i g n  l e n d i n g , A f t e r  d i s c u s s i o n  

a m o n g  t h e  m e m b e r s , a v o t e  is t a k e n  o n  h o w  a c o u n t r y 's t r a n s f e r  

r i s k  w i l l  b e  a s s e s s e d  f o r  e x a m i n a t i o n  p u r p o s e s . T h e r e  a r e  

s e v e r a l  a l t e r n a t i v e s ,

F i r s t , t h e  t r a n s f e r  r i s k  m a y  b e  c l a s s i f i e d  a s  " s u b s t a n d a r d ," 

"v a l u e  i m p a i r e d ," o r  " l o s s ," S e c o n d , t h e  c o u n t r y  m a y  b e  l i s t e d
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FOR COM MENT AND D I S C U S S I O N  IN E X A M I N A T I O N  R E P O RT S (BUT NOT

c l a s s i f i e d ), A n d  f i n a l l y , t h e  C o m m i t t e e  m a y  d e c i d e  n o t  t o

DI SCUSS THE CO U NT RY  AT ALL IN EXAMINATION REPORTS. (THIS LAST 

SET OF CASES U SUA LLY  INVOLVES COUNTRIES WITH LITTLE OR NO 

TRANSFER RISK,) IN THE FIRST TWO CASES —  THAT IS, WHERE TRANSFER

RISK IS EITHER C L A S S I F I E D  OR LISTED  AS A P P R O P R I A T E  FOR C O M M E N T  

AND DI SC U S S I O N  —  THE C O M MI TT EE  PR E P A R E S  A S T A N D A R D  A N A L Y S I S  

WHICH IS MADE AVAILABLE TO AND USED BY EACH FEDERAL BANK 

R E G U L A T O R ,

1 MENTION THE COUNTRY RlSK COMMITTEE, WHICH I AM SURE MANY 

OF YOU ARE AWARE OF, FOR TWO REASONS, FlRST, I WANT TO POINT OUT 

i!P ■ 1 :h F e DERA: RrOUL/’ ,,'i:S ALREADY HAVE BEEN ACTIVELY 

ENCOURAGING DIVERSIFICATION IN BANKS' INTERNATIONAL PORTFOLIOS,

This is a c c o m p l i s h e d  by t h e  li sti ng f o r  c o m m e n t  a n d  d i s c u s s i o n  o f

TRA NSFER RISK WHERE WE AKN ES S IN PA RT IC UL AR  C O U N T R I E S  IS EVIDENT, 

If '"EXPOSURE" IN TRESE C O U N T R I E S  APP EA RS C O N S ID ER AB LE ,  THEY ARE 

P U R P O S E L Y  H I G H L I G H T E D  IN THE E X A M I N A T I O N  REPORT FOR THE S P E C I F I C  

PURPOSE OF E N C O U R A G I N G  EACH BANK'S D I R E C T O R S  TO R EV IE W THEIR 

POLICIES AND PRACTICES IN INTERNATIONAL LENDING, WITH A VIEW TO 

ACHIEVING GREATER DIVERSIFICATION.

C o n c e n t r a t i o n s  o f  c r e d i t , w h e t h e r  in c o u n t r i e s  s u b j e c t  t o

TRANSFER RISK OR WHETHER IN OTHER PARTICULAR FIELDS OF LENDING,

IS ONLY ONE OF MANY CONS IDE RAT IONS THAT OUR EXAMINERS AND

AN ALY ST S TAKE INTO AC C OU NT  IN AS S E S S I N G  THE A D E Q U A C Y  OF A BANK'S
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c a p i t a l , A l t h o u g h  t h e  F e d e r a l  R e s e r v e  h a s  i s s u e d  r a t i o

G U I D E L I N E S  R E F ER RI NG  TO M I N I MU M CAPITAL, MANY F A C T O R S  ARE TA KEN  

INTO ACC OU NT WHEN DE C I D I N G  ON CA PI TA L AD E Q U A C Y  -- FA CT ORS  SUCH AS 

THE AMOUN T AND THE QU AL IT Y OF EARNINGS, THE Q UA L I T Y  OF ASSETS,

THE AB IL IT IE S OF M AN AG EME NT , AND C O N C E N T R A T I O N S  OF CREDIT, TO 

NAME BUT A FEW,

" A l l o c a t e d " T r a n s f e r  R i s k  R e s e r v e s

My SECOND REAS ON FOR D I S C U S S I N G  THE COU NT RY  RISK CO M M I T T E E  

IS THAT IT IS THR OUGH THE C O M M IT TE E THAT C O N G R E S S ' S  MA ND AT E TO 

IDENTIFY ASSETS  WHOSE VALUE HAS BEEN IMPAIRED BY T RA N S F E R  RISK 

WILL BE A C C OM PL IS HE D,  FOR EACH IMPAIRED CREDIT, A S PEC IA L OR 

" A L L O C A T E D "  T R A N S F E R  RISK RE SERVE WILL HAVE TO BE ES TA BLI SHE D.

T h i s  r e s e r v e  w i l l , o f  c o u r s e , h a v e  a n  i m m e d i a t e  e f f e c t  o n

E AR NI NG S SINCE THE R ESE RV E A L L O C A T I O N  WILL BE C H A R G E D  TO C U R R E N T  

EARNINGS, (I WOUL D ADD P A R E N T H E T I C A L L Y ,  W I T H O U T  GOING INTO THE 

A C C O U N T I N G  DETAILS, THAT THERE ARE A COUPLE OF WAYS THESE 

RES ER VE S MAY BE SET UP,) THE MAIN POINT, HOWEVER, IS THAT IT IS 

THE CLEAR INTENT OF THE C ON GR ES S TO ENSURE THAT PO TE N T A L  L O S S E S  

BE D ET E C T E D  AND R E C O G N I Z E D  ON AN O N - G O I N G  BASIS, SO THAT A BANK'S 

R EP OR TE D E A R N I N G S  MORE A C C U R A T E L Y  R E P R E S E N T  ITS TRUE POSITION.

TWO CO NDI TI ONS , EITHE R OF WHICH RE Q U I R E S  E S T A B L I S H I N G  

T R A N S F E R - R I S K  RE L AT ED  RESERVES, ARE S P E C I F I E D  IN THE ACT, ONE IS 

A P R O T R A C T E D  I NA BI LIT Y OF PUBLI C OR P RIV AT E B O R R O W E R S  IN A 

FO REIGN CO UN TR Y TO MAKE P AY ME NT S ON THEIR E XT ER NA L INDEBTEDNESS.
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T h e  o t h e r  is a l a c k  o f  d e f i n i t e  p r o s p e c t s  f o r  t h e  o r d e r l y

R E S T O R A T I O N  OF DEBT SERVICE.

The ag enc i es  may ex ercise their d i s c r e t i o n  and best j u d g m e n t  

as to the a m o unt of sp ec i a l  r i s k - r e l a t e d  r e s e r v e s  t h a t  m u s t  be

HELD, AMD HAVE STATE D THAT G E N E R A L L Y  THIS WOULD BE 10 P E RC EN T  

DURING THE FIRST YEAR iii u'HICH A L O AN 'S  VALUE IS IMPAIRED, AND AN 

A D D I T I O N A L  15 PE RC EN T IN EACH S U B S E Q U E N T  YEAR,

It 's IMPORTANT TO NOTE THAT THESE T R AN SF E R RISK R E S E RV ES  

G E N ER AL LY  WILL N O J  BE REQUIRED, AT LEAST INITIALLY, IN SU PP O R T  OF 

NET NEW L EN D I N G  IN C O U N T R I E S  THAT ARE I MP L E M E N T I N G  ECO NO M IC  

A D J U S T M E N T  PROGRAMS, SUCH AS PROG RA MS A PP R O V E D  BY THE

In t e r n a t i o n a l  M o n e t a r y  F u n d , w h i c h  a r e  d e s i g n e d  t o  c o r r e c t  t h e

C OUN TRI ES ' ECO NO M IC  D I F F I C U L T I E S  IN AN OR DE RLY  MANNER. THE 

REASON IS THAT SUCH NEW LENDING, UNDER A P P R O P R I A T E  C I R C U M S T A N C E S ,  

MAY S TR EN G T H E N  THE F U N C T I O N I N G  OF THE A D J U S T M E N T  PRO CESS, AND 

THEREBY HELP TO IMPROVE THE QU A LI TY  (THAT IS, REDUCE THE RISK 

EX PO SU RE ) OF O U T S T A N D I N G  CREDITS. W H E T H E R  THESE NEW LO ANS  

S U B S E Q U E N T L Y  WILL HAVE TO BE MADE S UBJ EC T TO THE R ES E R V E S  WILL BE 

D E T E R M I N E D  BY THE A G E N C I E S  ON THE BASIS OF THE LOANS'

PER FOR MAN CE .

B a n k  R e p o r t i n g  o n  C o u n t r y  E x p o s u r e

As I m e n t i o n e d  earlier, an oth er of the r e q u i r e m e n t s  OF THE 

NEW Act is that r e g u l a t o r s  are to m oni to r banks' c ou nt ry

E XP O S U R E S  MORE CLOSELY. YOU WILL SOON BE E X P E R I E N C I N G  THE
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RE SU LTS  OF THIS DIRECTI VE,  SINCE THE R E G U L A T O R S  HAVE IN CRE ASE D

BANK RE PO RTI NG  ON C O U NT RY  EX POSURE TO A Q U A R T E R L Y  FROM A S E M I 

ANN UAL  BASIS, IN ADDITION, THE R E P O R T I N G  TIME HAS BEEN S H O R T E N E D  

FROM 6U DAYS TO 45 DAYS F O L L O W I N G  THE END OF EACH PERIOD,

Th e "g o o d  n e w s " is t h a t  v i r t u a l l y  t h e  s a m e  r e p o r t  is b e i n g

USED TO PROVIDE CO U NT R Y INF ORM AT ION  THAT HAS BEEN USED FOR SOME 

TIME, I SAY " V I R T U A L L Y  THE SAME RE POR T, " BE CA US E THERE ARE A 

COUPLE OF CHANGES, INCLUDING A SMALL, BUT IMPORTANT, ADDITION,

The ADDI TI ON IS A TWO-PART S UMM AR Y WHICH WILL PR OV ID E I N F O R MA TI O N 

ON EXP OSU RE  TO ANY CO U NT RY  THAT EX CE ED S A CE R T AI N P E R C E N T A G E  OF 

THE R E P O RT I NG  BANK'S ASSETS, THE FIRST PART WILL RE QU IR E YOU TO 

LIST YOUR EXP OSU RE  IN ANY CO UN TRY  WHICH A CC O U N T S  FOR 1 P E R C E N T  OR 

MORE OF YOUR B A N K ' S ASSETS, IN SUCH CASES YOU WILL HAVE TO SHOW 

THE AMOUN T OF THE EXPOSURE, LIST THE D E B T OR S BY BROAD C A T E G O R I E S  

(BANKS, THE PUBLI C SECTOR, OR ALL OTHERS), AND GIVE THE AM O UN T 

M A T U R I N G  IN 1 YEAR OR LESS AND THE AM OUN T M A T U R I N G  IN OVER 1 

YEAR, THE SECOND PART RE QUI RE S SO MEW HA T LESS D E T A I L E D  

INFORMATION P E R T A I N I N G  TO CREDIT E X P O S U R E S  IN C O U N T R I E S  WHICH 

ACCOUNT FOR 3/4 OF 1 PE R CE NT  OF YOUR TOTAL ASSETS, IN BOTH 

CASES, THE IN FO RM AT IO N WILL BE A VA IL ABL E TO THE PUBLI C UPON 

REQUEST, AND I WOULD GUESS THERE MAY BE A LOT OF REQUESTS!

E x a m i n a t i o n  o f  B a n k s  a n d  R i s k  M a n a g e m e n t

T h e R E Q U I R E M E N T S  OF THE NEW ACT ALSO WILL BE RE F L E C T E D  IN 

THE E X A M I N A T I O N  OF YOUR BANKS, FOR E X A M P L E , BANK E X A M I N E R S
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P R OB AB LY  WILL BE D I S C U S S I N G  WITH YOU, IN GRE AT ER  DETAIL, YOUR OWN

c o u n t r y  r i s k -m a n a g e m e n t  s y s t e m s , T h i s  p a r t  o f  t h e  e x a m i n a t i o n  

f o c u s e s  o n  t h r e e  c o m p o n e n t s , a n d  is v e r y  i m p o r t a n t  i n e n a b l i n g  

o u r  e x a m i n e r s  t o  r e a c h  t h e i r  d e c i s i o n  o n  m a n a g e m e n t  a b i l i t i e s  a n d  

s t r e n g t h s .

T h e  f i r s t  c o m p o n e n t  o f  a c o u n t r y 's r i s k  m a n a g e m e n t  

e v a l u a t i o n  c o v e r s  e a c h  b a n k 's o w n  p r o c e d u r e s  t o  e v a l u a t e  e c o n o m i c  

t r e n d s , a n d  p o l i t i c a l  a n d  s o c i a l  d e v e l o p m e n t s , in t h e  c o u n t r y  o r  

c o u n t r i e s  w h e r e  b a n k  f u n d s  a r e  a t  r i s k , In f o r m a t i o n  in t h e s e  

a r e a s  c o m e s  f r o m  a v a r i e t y  o f  s o u r c e s , i n c l u d i n g  e c o n o m i c  d a t a  

p r o v i d e d  b y  t h e  b o r r o w e r  o r  o b t a i n e d  f r o m  i n t e r n a t i o n a l  l e n d e r s , 

s o c i o - p o l i t i c a l  c o m m e n t a r i e s , a n d  r e p o r t s  f r o m  b a n k  o f f i c e r s  

t r a v e l i n g  o r  s t a t i o n e d  in t h e  f o r e i g n  c o u n t r y ,

T h e  s e c o n d  c o m p o n e n t  i n v o l v e s  t h e  u n d e r t a k i n g  b y  t h e  B a n k 's 

b o a r d  o f  d i r e c t o r s  a n d  s e n i o r  m a n a g e m e n t  t o  d e f i n e  t h e  l e v e l  a n d  

t y p e  o f  e x p o s u r e  t h a t  t h e  b a n k  is w i l l i n g  t o  a s s u m e  in e a c h  

f o r e i g n  c o u n t r y , T h i s  t y p i c a l l y  i n v o l v e s  t h e  e s t a b l i s h m e n t  o f  

a g g r e g a t e  l e n d i n g  l i m i t s  p e r  c o u n t r y  (a n d  p e r h a p s  f o r  a l l  f o r e i g n  

l e n d i n g  a s  a w h o l e ), a s  w e l l  a s  l i m i t s  f o r  m a t u r i t i e s  a n d  

d i f f e r e n t  c a t e g o r i e s  o f  c r e d i t  r i s k , s u c h  a s  t r a d e  f i n a n c i n g , 

l o n g - t e r m  p r o j e c t  f i n a n c i n g , a n d  t h e  l i k e .

T h e  t h i r d  c o m p o n e n t  o f  y o u r  b a n k 's o w n  c o u n t r y  r i s k  

m a n a g e m e n t  s y s t e m  is t h e  i n t e r n a l  r e p o r t i n g  s y s t e m  w h i c h  is u s e d  

t o m o n i t o r  a n d  c o n t r o l  c o u n t r y  e x p o s u r e , T h e  r e p o r t i n g  s y s t e m
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SHOULD DESIGMK!! :0 Slk-‘-i COMPLIANCE WITH THE BA NK' S OWN 

INTERNAL POLICIES AND LIMITS; IT SHOULD IDENTIFY ANY EXCEPTIONS 

TO THOSE POLICIES AND LIMITS; IT SHOULD ESTABLISH A METHOD TO 

REPO RT THE EXCEPTIONS; AMD IT SHOULD PROVIDE FOR AT LEAST AN 

ANNUAL REVIEW OF THE P O R T F O u i O  COMPOSITION OF EACH COUNTRY,

S e t t i n g  t h e  b a n k 's o v e r a l l  g o a l s , d e t e r m i n i n g  m e t h o d s  t o

A CCO MPL IS H THEM, TAKING INTO A CCO UN T THE RISK INVOLVED, D I R E C T I N G  

M AN AG E M E N T  TO IMPLEM EN T THE POLICIES, AND M O N I T O R I N G  THE R E S U L T S  

ARE BASIC DIRECTOR RESPONSIBI LITIES IN EVERY ASPECT OF BANK 

OPERATIONS, INCLUDING INTERNATIONAL LENDING, OUR E X A M I N E R S  WILL 

WANT TO ASSURE THAT YOUR C O U N TR Y RISK M A N A G E M E N T  SY STE M IS 

COMPREHENSIVE AND EFFECTIVE,

I SHOU LD NOTE THAT THE A d  CURRENTLY IS BEING IMPLEMENTED 

THROUGH R E G U L A T I O N S  WHICH AFFECT ONLY U.S. D O M E S T I C  BANKS, EDGE 

CORPORATIONS, AND BANK HOLDING COMPAN IE S, THE RULES CURRENTLY DO 

NOT APPLY TO U.S, BRANCHES AND AGENCIES OF FOREIGN BANKS OR 

COMMERCIAL LENDING C O M P A N I E S  WHICH ARE SUBSIDIARIES OF FOREIGN

b a n k s , H o w e v e r , c o n s i d e r a t i o n  c u r r e n t l y  i s b e i n g  g i v e n  b y  t h e

REGULATORS AS TO WHL i HER THOSr TIES SHOULD BE MADE SUBJECT TO

THE REGULATION, AND THE REGULATORS HAVE INVITED COMMENT ON THE

SUBJECT,

This issue of w h e t h e r  b r a n c h e s  and a g e n c i e s  of f or ei gn

IN ST IT U TI ON S SHOULD  BE SU BJE CT  TO THE P R O V I S I O N S  OF THE ACT IS A 

C O M P L I C A T E D  ONE, ON THE ONE HAND, SOME O B S E R V E R S  POI NT OUT THAT
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OUR POLICY OF A C C O R D I N G  NA TI ON AL  TR E A T M E N T  TO ALL B A N K I N G  

O R G A N I Z A T I O N S  IN THIS COU NT RY  ARG U ES  FOR INC LU DI NG  THEM, ON THE 

OTHER HAND, THERE IS OUR AG RE EM EN T WITH THE C E N T R A L  BANKS OF 

MAJOR C O U N T R I E S  THAT THE S U P E R V I S I O N  OF THE G E N E R A L  S O LV EN CY  OF 

BANKS' W OR LD - W I D E  O P E R A T I O N S  SHOULD REST WITH THE HOME CO U N T R Y

s u p e r v i s o r . T h i s  a g r e e m e n t  is based on the a r g u m e n t  that the

HOME C O U NT RY  IS THE ONLY ONE THAT CAN A C C O M P L I S H  S U P E R V I S I O N  ON A 

FULLY C O N S O L I D A T E D  B A S I S . R E S E R V E S  AG AINST T R A N S F E R  RISK WOULD 

FALL INTO THE CA T E G O R Y  OF S U P E R V I S I O N  OF GEN ER AL  S O L V E N C Y , As I 

MENTIONED, NO DE CI S I O N  ON THIS ISSUE HAS BEEN R E A C H E D  AT THIS 

TIME, AMD THE FE DER AL  AG ENC IE S ARE STILL R E C E I V I N G  C O M M E N T S  FROM 

IN TER ES TE D PARTIES,

I NT ER N AT IO N AL  L E N D ING TO LDCS

F i n a l l y , I w o u l d  l i k e  t o  m a k e  a f e w  r e m a r k s  o n  t h e  s u b j e c t

OF I N T ER N AT IO NA L L E N DI NG  t o  THE L E S S - D E V E L O P E D  CO UN TR I E S ,  LET ME 

SAY FIRST THAT THERE IS N OT HIN G B A S IC AL LY  WRONG WITH BANK L EN DI NG  

TO D E V E L O P I N G  COUNTRIES, NOR IS IT WRONG FOR A D E V E L O P I N G  NA TIO N  

TO BORROW  AB RO A D TO HELP FI NANCE ECO NO M IC  G R O W T H , THIS IS A 

C H A R A C T E R I S T I C  C O MM ON  TO ALL GR O WI NG  C O R P O R A T I O N S  AS WELL AS TO 

C O U NT RI ES  IN THE EARLY S TA GE S OF ECO NOM IC  G R O W T H , OUR OWN 

COU NTRY RELI ED TO A LARGE EXTENT ON FO R EI GN  B O R R O W I N G  FOR THE 

D E V EL OP ME NT  OF THE WEST DURING THE 19TH CENTURY,

W h a t  I d o  f i n d  d i s t u r b i n g , h o w e v e r , is t h e  w i d e  s w i n g  in

D E V E L O P M E N T  F I N A N C I N G  IN THE LAST TEN YEARS. T H R O U G H  MOST OF THE
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1970s, f u n d s  w e r e  s o  p l e n t i f u l  i n i n t e r n a t i o n a l  c a p i t a l  m a r k e t s  

t h a t  i n t e r e s t  r a t e s , a f t e r  a l l o w i n g  f o r  t h e  r a t e  o f  i n f l a t i o n , 

o f t e n  w e r e  n e g a t i v e , F l u s h  w i t h  f u n d s , b a n k s  w e r e  e a g e r  t o  l e n d ; 

d e v e l o p i n g  n a t i o n s  t o o k  a d v a n t a g e  o f  t h e  c h e a p  c r e d i t  a n d  

b o r r o w e d  h e a v i l y  t o  m a i n t a i n  t h e i r  e c o n o m i c  g r o w t h  i n t h e  f a c e  o f

O I L - P R I C E  INCREASES AND WORLD RE CE SSI ONS , IN THESE 

CI R CU MS TA NC E S,  B O R R O W I N G  CO U N T R I E S  IN EFFECT WERE E N C O U R A G E D  BY 

THE MA RK ET  TO O V E R - S P E N D  AND O V E R - I N V E S T , HOWEVER, AFTER TROU BL E 

SUR FAC ED IN 1982, AN ABRUPT SHIFT IN S E N T IM EN T TOOK PLACE,

L EAD ING  TO A STEAD Y AND LARGE W I T H D R A W A L  OF FUN DS FROM 

I NT ER NAT ION AL  LENDING, AND L EAV ING  B O R R O W I N G  C O U N T R I E S  IN A 

DESPERATE ST RUG GL E TO CARRY AND SE RVICE THEIR HEAVY B UR DEN  OF 

FO REI GN DEBT. As EVERY FI NA NC IA L M A N A GE R KNOWS, SUCH A F E A S T - O R -  

FAMINE AP P R O A C H  IS A D I S R U P T I V E  WAY TO MANAGE A F I N A N C I A L  SYSTEM. 

1.F O V E R - L E N D I N G  IN THE PAST IS ONE OF THE CAUSES  OF THE 

I N T E R N A T I O N A L - D E B T  PROBLEM, I SUBMI T THAT E XC E S S I V E  R E T R E N C H M E N T  

HAS E X A C E R B A T E D  THE PROBLEM.

P e r h a p s  a c o m p a r i s o n  w i t h  d o m e s t i c  l e n d i n g  p r a c t i c e s  w i l l

MAKE MY POINT CLEAR. In D O ME ST IC  LENDING, WHEN A L O N G - T E R M  

C US T O M E R  IS IN F I N A N C I A L  TROUBLE, THE LEN DI NG  BANK U S U A L L Y  GOE S 

IN, AND JO INTLY WITH THE MA NAG EMENT, WORKS OUT A R E S T R U C T U R I N G  

PRO G RA M TO E LI MIN ATE  WASTE AND PUT THE C U S T O M E R  BACK ON T R A C K .

Banks do this not just as a service to society, but b e c a u s e  it is

IN THEIR L O NG -R UN  INTEREST TO DO SO.
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In IN TE RN A T I O N A L  LENDING, HOWEVER, THE C O N S T R A I N T S  ARE 

C O N S I D E R A B L Y  D IFF ERE NT , UNLIKE DOME STI C LENDING, C O M M E R C I A L  

BANKS ARE NOT IN A P O S I T I O N  TO GO INTO A S O V E R E I G N  NATIO N AND 

WORK OUT, LET ALONE STIPULATE, A S T A B I L I Z A T I O N  P R O G R A M  WITH THE 

G O V E R N M E N T  OF THE COUNTRY, SOME BANKS A T T E M P T E D  TO DO THAT A FEW 

YEARS BACK WITH PERU AND WERE QU ICK LY  ASKED TO LEAVE,

Solving the LDC D e bt Pr ob lem

W h a t  a r e  b a n k s  t o  d o  t h e n , w h e n  a s o v e r e i g n  d e b t o r  n a t i o n  is 

in f i n a n c i a l  t r o u b l e ? L e f t  a l o n e , t h e r e  is i n d e e d  l i t t l e  t h a t  

b a n k s  c a n  d o  o t h e r  t h a n  t o  r e t r e n c h  in t h e i r  l e n d i n g  t o  t h a t  

c o u n t r y , a n d  in t h e  p r o c e s s  e x a c e r b a t e  t h e  c o u n t r y 's d e b t - 

s e r v i c i n g  p r o b l e m s . F o r t u n a t e l y , h o w e v e r , t h e  b u r d e n  o f  

d e v e l o p i n g  a s o l u t i o n  t o  t h e  p r o b l e m  d o e s  n o t  f a l l  o n  b a n k s  

a l o n e . T h e  i n t e r n a t i o n a l - d e b t  p r o b l e m  is a w o r l d  f i n a n c i a l  

p r o b l e m  b e c a u s e  t h e  p r o s p e r i t y  a n d  s t a b i l i t y  o f  t h e  w o r l d  e c o n o m y  

a r e  a t  s t a k e , L i k e  c o l l e c t i v e  s e c u r i t y , t h e  i n t e r n a t i o n a l  d e b t  

p r o b l e m  is o n e  t h a t  t h e  w o r l d  c o m m u n i t y , i n c l u d i n g  t h e  b a n k i n g  

c o m m u n i t y , m u s t  f a c e  a n d  j o i n t l y  r e s o l v e  t h r o u g h  c o o p e r a t i o n  a n d  

c o o r d i n a t i o n ,

In this regard, the IMF—f und ing  bill which the P r e s i d e n t  

signed into law last N o ve m be r truly m a rk ed  a m i l e s t o n e  in the 

wo rld's c o l l e c t i v e  stri de to wa rd s in t e r n a t i o n a l  fi na n c i a l  

stability, With the b i l l ' s  passage and s i g n i n g  into law, the 

United State s j oi ned  the other ITS I MF -m em be r n a t i o n s  in
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INCREAS IN G THE R E S O U R C E S  AV A IL AB LE  TO THE I N T E R N A T I O N A L  M O N E T A R Y

F u n d , T h e  r e s u l t  is t h a t  t h e  IMF h a s  b e e n  b e t t e r  e q u i p p e d  t o

ASSI ST THE DEBTOR N A T I O N S  TO HELP T H E M S E L V E S  OUT OF SOME VERY 

D I F F I C U L T  DEBT S IT UA TIO NS , A KEY FEATURE OF THESE EF FO R T S  IS THE 

S O - CA LL ED  " C O N D I T I O N A L I T Y "  OF IMF L O A N S , WHICH MEANS THAT ACCESS 

TO IMF C RE DI T IS C O N D I T I O N E D  UPON THE B O R R O W I N G  C O U N T R Y ' S  

AD O P T I N G  AN A P P R O P R I A T E  A D J U S T M E N T  PR O GR AM  FOR R ED U C I N G  B A L A NC E-  

O F - P A Y M E N T S  DE FICITS, IN SHORT, THIS MEANS THAT THE A V A I L A B I L I T Y  

OF F I N A N C I N G  IS MADE C O N T I N G E N T  UPON THE I M P L E M E N T A T I O N  OF 

E C ON OM IC  A D J U S T M E N T S  PRO GRA MS BY THE BO R R O W I N G  COUNTRY, T h IS IS 

P R E C I S E L Y  WHAT BANKS DO IN THEIR L O N G - T E R M  L E N D IN G TO D O M ES TI C  

CU STO MER S,  AND IS WHAT THEY NOW ARE DOING IN I N T E R N AT IO NA L  

LE N D I N G  IN C O O R D I N A T I O N  WITH THE IMF L END ING  PROGRAMS.

N e v e r t h e l e s s , u l t i m a t e l y  b a n k s  c a n n o t  r e l y  o n  t h e  IMF o r  

u p o n  a n y o n e  e l s e  t o  a s s e s s  r i s k s  in i n t e r n a t i o n a l  l e n d i n g , a n d  n o  

a m o u n t  o f  i n t e r n a t i o n a l  c o o r d i n a t i o n  in l e n d i n g  c a n  e v e r  r e p l a c e  

i n d i v i d u a l  r e s p o n s i b i l i t y  i n r i s k - t a k i n g . T h a t  is w h y  r e g u l a t o r y  

a g e n c i e s  a n d  t h e  C o n g r e s s  h a v e  i n s i s t e d  o n  a h i g h  s t a n d a r d  o f  

p r u d e n c e  i n i n t e r n a t i o n a l  l e n d i n g , In s h o r t , t h e  p u r p o s e  o f  

i n t e r n a t i o n a l  c o o r d i n a t i o n  is t o  s a f e g u a r d  t h e  s o u n d n e s s  o f  t h e  

i n t e r n a t i o n a l  f i n a n c i a l  s y s t e m ; i n d i v i d u a l  b a n k s  a r e  s t i l l  

a c c o u n t a b l e  f o r  t h e i r  o w n  r i s k - t a k i n g .

S u m m a r y  a n d  C o n c l u s i o n

Let me summari ze . The LDC-d e b t  pr o b l e m  has c a us ed  a great 

deal of co nc e r n  in re ce nt  years. For tun at el y , as a result of
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UNPRECEDENTED COOPERATION AMONG NATIONAL. GOVERNMENTS, 

INTERNATIONAL AGENCIES AND COMMERCIAL BANKS, THE WORLD HAS BEEN 

ABLE TO WEATHER A SERIES OF POTENTIALLY HIGHLY DISRUPTIVE STORMS 

IN THE ARENA OF INTERNATIONAL F I N A N C E , FROM THESE EXPERIENCES, A 

LOT HAS BEEN LEARNED ABOUT THE HAZARDS OF INTERNATIONAL LENDING, 

AND THE SUCCESS WE HAVE HAD IN MAINTAINING INTERNATIONAL 

FINANCIAL STABILITY THROUGH INTERNATIONAL COOPERATION HAS 

BOLSTERED OUR CONFIDENCE IN DEALING WITH FUTURE P R O B L E M S , As WE 

CONTINUE TO DEAL WITH IMMEDIATE PROBLEMS, CONGRESS HAS ACTED TO 

ENHANCE THE LONG-RUN VIABILITY OF INTERNATIONAL LENDING BY 

MANDATING A STRENGTHENING OF THE REGULATORY AND SUPERVISORY 

FRAMEWORK OF INTERNATIONAL BANK L E N D I N G , HOPEFULLY, WE ALL HAVE 

LEARNED SUFFICIENTLY FROM PAST EXPERIENCES TO PUT INTERNATIONAL 

LENDING ON A SOUNDER F O O T I N G ,
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