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Highlights and Recommendations 

For two years, Latin American countries have suffered from a combination of 

debt and economic crises. The increase in external debt of the countries 

accelerated after 1973 when large private banks located in industriali:.Ged countries 

were recycling the surplus petrodollars that the OPEC countries had accumulated 

after they raised oil prices. As Latin American countries borrowed, their external 

debt increasingly was owed to private bankers, instead of to other governments and 

multilateral public institutions. Also, more and more of the loan interest rates 

were adjustable in accordance with changes in recognized commercial loan market 

rates, such as the U.S. prime rate or the LIBOR rate. 

The OPEC oil price shocks in 1973 ~nd 1979 helped to set off inflationary 

pressures in industrial as well as developing countries. Toward the end of the 

seventies and in the early eighties, the United States adopted tight money policies 

in attempts to fight inflation, generating high interest rates. In 1981, there was 

also a reduction in U.S. budgetary expenditures for- social programs, which 

combined with high interest rates to reduce economic demands. The U.S. economy 

went into a deep recession in 1981 which continued through almost all of 1982 and 

spread to other industrialized countries. 

j Economies of :batin American countries also were hurt by a decline in 

(demands from the U.S. for agricultural, mineral, and manufactured goods, 

decreasing their exp_orts_to .the U.S. at the_same--time thaLJheir -~~bt service 

payment requirements increa~ed becayse_~justable int:!_:_s_!_ rates on their 

loans were rising. Increasing unemployment and a deficit trade balance led to the -combined debt and economic crises in Latin America. The economic declines in 

the U.S. and Latin America fed upon each other, as both experienced declines in· 

demands for their exports. 
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A slowdown of economic growth affected both the large and small countries 

of Latin America in 1981, followed by actual declines of gross domestic product in 

1982 and 1983. 

By the end of 1983, the combined outstanding Latin American external debt 

was $336 billion, of which 86 percent was concentrated in the ·seven largest 

countries. The smaller countries, however, also suffered the hardships of high debt 

burdens and austerity adjustment programs. That was illustrated by the unrest 

focused on ransacking of food stores in the Dominican Republic, as well as in 

Brazil, and by the economic chaos which led to default on its external debt by --
Bolivia. 

Efforts to remedy the· situation have included a restructuring of a country's 

outstanding external debt, negotiated by the government with the private bank 

creditors and with participation by the International Monetary Fund. The bankers, 

·1· almost invariably, will not agree to any debt restru. cturing plan until the country 

has agreed to an IMF-approved economis.. adjus!m.enLplan. Since the debtor 

countries are in need of debt restructuring in order to avoid loan default and a 

cutoff from international credit, they have little choice but to accept many 

conditions for an austerity economic adjustment program which the IMF 

recommends. 

Workers in the affected countries had little or nothing to say about the terms 

and· ·growth of the debt or of subsequent adjustment programs. Yet, through 

increased unemployment and reduced real wages, workers have borne the brunt of 

adjustment program austerity. Workers in industrial countries have also suffered 

increased unemployment, and the head of the IMF, based on a partial analysis of 

factors involved and many dubious assumptions, has said that the wages of workers· 

in industrial countries have increased too much to be compatible with more socially 

acceptable levels of employment. This is an unjustified conclusion. 

. .. 
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It is believed that, armed with appropriate information and understanding of 
the processes which created and carry forward the current crises, the labor 

movements of the various countries can influence their governments, and through 

them the international public entities involved, to pyrsue less harsh and more 

effective remedial policies and progr~~ .. ,.Toward that end, the AFL-CIO analysis 

of the origins and magnitudes of the debt problem, the adjustment processes and 

their effect, and proposed modified and supplementary remedial measures are 

presented in the full paper. In the rest of my allotted time, I will briefly describe 

the recommendations. 

Judging from the record, the attempts over the last few years to cure Latin 

American debt problems have thus far managed to avert default in all but one 

country. It is doubtful, however, whether any Latin American country with a 

serious external debt problem is out of danger of having to default on loans or of 

havi~g a social upheaval that would precede debt repudiation. In order to improve 

the possibilities for a lasting emergence from present debt and economic crises for 

countries in those conditions, and for countries that might in the future encounter 

such problems, certain changes in policies and remedial programs by all the parties 

involved are in order. 

First, in addressing the conditions of countries presently under economic 

adjustment and restructured debt programs, but still facing critical financial, 

economic, and social problems, as well as for future applicants for such programs, 

consideration must be given to salutary basic policy and program changes to be 

adopted where appropriate.) It must be recognized that IMF adjustment programs 

which include cutbacks in real wages and rigid restrictions upon imports are not the 

only possible approach to an attempted restoration of stable economic growth and 

the ability to meet debt repayment obligations. In fact, the success rate of that 
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approach in Latin America is still to be established; and it may turn out to be 

counterproductive in a number of cases • 

. An alternative_3Qr<?ach, desig~ed t~!!'9"ease real econom~r:~~th/ would 

often require debt restructuring that includes grace periods on prindpal 

repayments, longer loan repayment periods, limitations on spreads above LIBOR or 

/ U.S. prime interest rates and on commissions or fees for restructuring and 

refinancing. Also, to promote capability to carry out economic adjustment and 

development programs, annual debt servi_c:e.payments--sho.uld be in a fixed amount. 
;:=. " --···--

That can be arranged either through fixed interest rate financing, or provisions to 

capitalize any increase in required interest payments and commensurately increase 

the maturity of the loan. Such provisions have been proposed recently by some of 

the larger Latin American countries in their JX"Oposals for debt restructing.j As the 

Bank for International Settlements has indicated, it would be in the best interest of 

the private bank creditors to increase loan amounts and maturities to countries 

that have improved their current accounts. It would also help in other cases. 

With such more liberal restructured debt arrangements, economic adjustment 
_,._··--·-~·-·--·----·~·-,-. _ _.. ___ "",.._,. ···-----

t/program modifiCations could 1:>e a<:f<>.P:te<:l :thS\.:L~W<>ul<Lredu~e the risk of pushing 

countries beyond the bounds of political tolerance. Modifications could be designed 

to inject more equity and economic balance into adjustment programs and, thus, 

increase the likelihood of indudng more stable economic growth. To help maintain 

domestic economic demand and avoid a contraction in the economy and in ___________ ,. ___ ,~--~-----~----~--------~ 
employment, programs should avoid C\Jtbacks in already low consumption patterns. 

To the extent that debt restructuring and economic recovery will permit, there 

~ should be upward wage adjustments to restore real wages to levels that prevailed 

~ before cutbacks under economic adjustment JX"Ograms; and workers should be free 

to bargain for wage increases as increased productivity increases the national real 

-. 
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income. An expanded domestic market would then serve to encourage further 

investment and economic growth. As the total gross national product increases, 
·\ 

. there would also be more savings for investment and more products for export, to 

provide foreign exchange for extE"rnal debt repayments. 

In order ~<:_~a~c: _a~justment programs ~.Qt:'L.P.QU!t<:;(i}Jy ... tolerable, ?J1d 

effective for purposes of combatting inflatiO(l and providing more.. reve.nue. for 

repayment of public debt, the governments being assisted should be induced by the 

IMF to improve the tax structure, to make it ,m..Qre e.9':lit~.i:>.l~ .. ~Q9.~tD-9!'.~ .. ~He.c;tive. __ ......... ~ •······ 

That would require changes in tax laws, to reduce exemptions and deductions, so 

that the progressive personal income tax schedules and corporate income tax rates 

would be ~eaningful. F.qually or more important, there should be increased tax 

enforcement and tax collections should be improved. 

Economic growth should not be so hampered by adjustment program 

restrictions upon imports that necessities for industrial operation and for human 

health become scarce and hamper the maintenance and growth of economic output. 

In that connection, excessive devaluation of the currency, which gives rise to a 

combination of reduced purchasing. PQ.W~r._Q~ wages and to price inflation, should 
----------------~,-~~ 

,,-·-.. 

not be called for by a~~-ggjustment J?!:oS!:al'!!· ·Devaluations that cause prices of 

imported goods to rise, not only restrict imports but also spur inflation, which will 
--~-- k ~·-~ ---- ·----·~,~.-----·--'-'··~··- '"«•"'-"- • 

cause anticipations of further currency devaluations and encourage the flight of 

capital to other countries. Rising prices of imports also will mean reductions of 

imports from industrial countries, causing them to have increased unemployment 

and possibly economic recessions. There is then a rebound effect upon the less 

industrialized countries as demand for their exports falls off.' 

To prevent capital flight, which is apt to follow currency devaluation and 

anticipation of further devaluation, the adjustment program should provide for hard 

A . r 
I' I \ (' 
\/1 
,·,/,·i 
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. rules against such capital flight and for machinery to enforce them. Enforcement 

could be greatly enharced if the IMF would use its good offices with its member 

governments and the banking community to establish international cooperation for 

enforcement of rules against capital flight that are established by any country. 

The cooperating countries and banks throughout the w~rld should be prepared to 

refuse to accept capital inflows that represent illegal capital flight from other 

countries. 

To achieve an alignment of international exchange values of currencies that 

will not lead to great trade imbalances and worldwide recession, an international 

forum is needed for continuous consultation by the monetary authorities of 

significant international trading nations. The objective of such consultations would 

be for countries to cooperatively make such periodic;: ce>oorc:linat~~a..~tm~t-~ in 

domestic monet_ar_y -~iq~ .a!f~cting interes.t rates and currjfficy: ____ \!.alues, that it 

would also create _an __ equi!Jbr:iym of international .. ..exchange_ra:t~s"_:that would 

preclude great tra~~-~~~~~c_~ w~i_!:f) Jeaq tQ ... tra.d~ __ <;..tJ.r:t_ail~nts ___ aod r.~c;:~~Qn. 

The IMF already has an obligation to maintain surveillance of international 

exchange rates. It should, with the encouragement and cooperation of leading 

economic nations, move forward to establish the necessary international 

cooperative monetary policy forum that is needed. 

Assuming that the foregoing monetary and exchange rate policy remedies are 

adopted and implemented, a good deal of current competitive disadvantage for 

American industry would be overcome, particularly in relation to major industrial 
( 

trading partners .. With respect to less developed industrial countries, however, the 

competitive pricing gap would not be wholly closed because of a huge wage gap 

relative to countries where wages amount to only a minor fraction of wages paid 

for comparable work in the United States. 
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If increasing penetration of the U.S. market by products from such countries 

continues, it would mean _a__c_on:tinuing~@d_J~[.2.~DLI}i.gh level of unemploym~nt in 

the United States and a contracti?O Q.L.the U ~.S· ~C90.91TI.Y· Since the U.s. i~r.:n.estic 

market is the largest market in the world, when it contracts, the developing 
·---~---"'---~~-~--~----~ ................ ,.*, ____ , .,...,, ., 

countries have a reduced market for their materials and manufactured products, 

and their economies decline. This was illustrated during the 1981-82 re~-~;;_si_<>.f'!· It 
~.~"""-'"""- •-•>u~,_.,_,.,,._,_.,._,.,_,.,~~-' 0.. ~·--,..•-·»~• 

probably will be necessary, therefore, after . all the monetary policy and 

supplementary remedies to if.!!_Prove u.s. competitiveness have been adopted, for 
-'""'"""'"',..._ ..... -~ ... --~..-· ...... ·-~-... ---·'><• 

the U.S. to adopt some qtl()~~-.2!"_<>ther?!:~~-~~f!lea_§_l_:l!.es .C!~.i~.!2!:.<?£1:1~ts_~rom 

countries whose very_low wage levels leave an insurmountable remaining price gap. ___ , ___ ,_....____,_,.....,__..,,_.., __ ,_._,._..o;•-·----------- _,. ... ~··•~"''"-"'••~•~-···•"•""''='" ""' ·~>' - ,~ •• ~ 

The U.s. economy was able to grow over the last two centuries because as 

the country became increasingly industrialized and productivity increased, the 

increased income was widely distributed in higher wages. Unioni.zation helped in 

this process. Distribution of income_,_therefpre, was ~-t!~.h_tltat. .there wCLS_ ~-~<Uance 

between production and purchasing powet:, although interrupted periodically for 

business cycle adjustments. Now that the U.S. is part of an interdependent 

international economy, it can be adversely· affected by the growth restricting 

effects of a very skewed income distribution that prevails in newly Industrializing 

countries, especially where governments do not permit free union efforts to obtain 

an income distribution that would support balanced growth. There may be 

temporary benefit to those countries with extremely low wages in steadily 

increasing their shares of domestic product markets in the U.S. and other industrial 

countries. As such penetration of markets in countries with less income inequality 

/'increases, howevever, it will cause unemployment and contraction of the industrial 

economies, who will suffer a contraction of the major market for the exports. The 

rebound effects will weaken the economies of the developing countries and of the 

world economy. 
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In the 1984 if1ternational economy, a balance between demand supported by 
----~·-·-·· ·- ~ 

adequate purchasing power and the supply of goods and services p~oduced is 

necessary in order to have stable economic growth. It is not possible •to achieve 

such a balance and such growth as long as workers, wherever they may be, receive 

\ wages equal to an inequitable, low fraction of the selling price of goods and 

services that they produce. Desired equity generally cannot be achieved in the 

absence of a democracy in which free unions can bargain for the workers. 

**********" 

Introduction 

The ongoing Latin American debt crisis passed its second anniversary in 

August 1984. It is accompanied by national economic crises as repeated debt 

renegotiations go on in one country after another. A usual prerequisite for debt 

restructuring by bank creditors is the institution of an economic adjustment 

program approved by the International Monetary Fund (IMF). Adverse economic 

effects of required increased debt service payments and economic adjustment 

programs have been felt in the countries of the debtors and in the countries of 

their bank creditors. In bot~, the workers have suffered related unemployment. 

Under the IMF-approved economic adjustment programs, placed in effect 

during the past few years, the Latin American countries with large debts had to 

restrict imports and consumption to a degree which caused declines of people's 

purchasing power and total economic activity. Unemployment increased; and there 

was explosive social unrest, including the ransacking of food stores in Brazil and in 

the Dominican Republic, which led to the death of dozens of people. In the United 

"· 

.e 
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States, the leading trading partner of Latin America, there also was related 

unemployment because of drastic reductions of imports from the U.s. by Latin ~ 
j 

American ·countries. 

Workers have borne the brtmt of the accumulated debt problems and the 

negotiated adjustment programs. They had little or nothing to say about the terms 

and cumulative growth of the debt or the subsequent adjustment programs. Yet,. 

adjustment programs have been framed to require reduced real wages and living 

standards for workers in debtor cotmtries without calling for equitable sharing of 

sacrifice from other social groups. Continued deep recessions and import 

restrictions in the cotmtries under adjustment programs has meant a higher level of 

unemployment than would otherwise prevail for workers in the countries of the 

creditors. The latter have then also been subjected to pressures from domestic and 

international sources that their real wages should be restricted to enhance the 

return to capital and thereby encourage investment. 

It is believed that, armed with appropriate information and understanding of 

the processes which created and carry forward the current crisis, the labor 

'movements of the various affected co·untries can influence their governments, and 

through them the international public entitities involved, to pursue less harsh and 

more effective remedial policies and programs. Toward that end, the AFL-CIO 

analysis of the origins and magnitudes of the debt problem, the adjustment 

processes and their effect, and proposed modified and supplementary remedial 

measures are presented in this paper. 

Latin America: The Region 

The nineteen cotmtries which are included in most of the economic data 

shown for Latin America (in Table 1) increased in total population from 303 to 369 

million between 1975 and 1983. That represented an average annual increase in 

population of 2.7 percent, which was also the percentage increase for 1982-83. 
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TABLE 1 

LATIN AMERICA: ~!a.1.n Economic Indica.tors.i1 

1975 1977 1978 1~79 1980 1~81 1982 

Gross domestic product at market 
prices (billions of dollars 
at 1970 prices} 263 192 305 326 345 350 347 335 

Population ~millions) 303 318 32& 334 343 351 359 369 

Per capita gross domestic product 
(dollars at 1970 prices) 868 9lb 936 974 1,007 997 965 911 

Per capita gross national income 
~dollars at 1970 prices) 867 918 929 972 1,009 985 938 883 

Growth Rates 

Gross domestic product 3.7 5.0 4.7 6.6 5.9 1.5 -1.0 -3.3· 

Per capita gross domestic product 1.2 2.4 2.2 4.0 3.4 -0.9 -3.3 -5.6 

Per capita gross national income -0.3 2.5 1.3 4.6 3.8 -2.4 -4.1:1 -5.9 

Consumer price.£/ 57.8 40.0 39.0 54.1 52.8 60.8 85.6 U2.9 

Terms of trade (goods) -14.0 6.0 -10.9 4.4 4.2 -7.3 -7.0 -7.2 

Current value of exports of goods· -7.1 18.~ 7.) 34.3 30.1 7.0 -8.5 -1.3 

Current value of imports of goods 7.0 14.8 13.8 25.8 32.3 7.6 -19.9 -28.7 

Billions of Dollars 

Exports. of goods 35.0 48.2 51.8 69.6 90.) 96.8 88.6 87.5 

Imports of goods 40.4 48.3 55.0 69.1 91.5 98.4 78.9 56.3 

Trade balance {goods) -5.4 -o.l -3.4 0.) -1.0 -1.6 ~.7 31.2 

Net payments of profits and interest 5.7 8.5 10.5 14.1 18.5 28.0 37.0 33.9 

Balance on current account~/ -1J.7 -11.7 -l8.J -19.6 -27.7 -40.4 -36.4 -8.5 

Net capital movements!! 14.7 17.3 26.3 29.0 30.2 38.1 16.8 5.) 

Global balancel1 0.8 5.6 8.1 9.4 2.2 -2.3 -19.8 -3.0 

Gross global external debt/,/ 89 105 133 lb6 205 259 290 :no 

SOURCE: ECLA, on the basis of official figures • 

.:,1 The figures for the product, population, and income relate to the following countries: 

~I 

s/ 
~I 

!,1 

J/ 

SOURCE: 

Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, 
El Salvador, Guatemala, Raiti, Honduras, Mexico, Nicararu-, Panama, Paraguay, Peru, 
Uruguay, and Venezeula. The consumer price figures refer to all the above countries, 
plus Barbados, Guyana, Jamaica and Trinidad and Tobago (with the exception of Guyana 
in 1982 and Guyana and Haiti in 1983}. The data for the external sector refer to all 
the countries listed other than Jamaica, except in the case of the figures for the 
external debt, which also exclude Barbados and Trinidad and Tobago. 

Preliminary estimates, subject to revision. 

Variation froa December to December. 

Includes net unrequited private transfer payments. 

Includes long- and short-term capital, unrequited official transfer payments, and 
errors and omissions. 

Corresponds to the variation in international reserves ~with the opposite sign) 
plus counterpart entries. 

1975-1980: Includes public and state-guaranteed private external debt plus the 
long- and short-term non-guaranteed debt with financial institutions reporting 
to the Bank for International Settlements. Excludes both guaranteed and 
non-guaranteed debts with other commercial banks, as well as suppliers' credit 
without state guarantees. The 1981-1983 period includes official estimates of the 
total external debt; the figures therefore have a broader coverage and cannot, in 
a strict sense, be compared with those of the preceding period. 

U.N. Econom1c Commission for Latin America, "Adjustment Policies 
and Renegotiation of the External Debt," February 22, 1984. 

., . 
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Unlike the population, the regional economy did not follow a steady growth 

trend throughout the 197 5-83 period. The Gross Domestic Product, adjusted for 

price changes, rose by an average of 6.2 percent a year in the 5 years from 197 5 to 

1980. In the following year, however, the increase in GDP was less than 2 percent; 

in 1982, it declined by 1 percent; and in 1983, it declined by 3.5 percent. On a per 

capita basis, the GDP began to decline after 1980, with the decline averaging more 
~., .. _"'_""'"" <>, '" •• ,~~"""' ... ,.,._.,.._.."'"'~'"---·,...-~.~" ~· .... ~'""~-'' 

than 3 percent a year between 1980 and 1983. 

There was an even sharper decline in the per capita national income 

measured in con-stant prices, which declined by more than lj. percent per year 

·between 1980 and 1983. Furthermore, the level of the per capita national income, 

adjusted for price changes, peaked in 1980 at $1,009 and then declined each year 

after that, to $833 in 1983. All of the foregoing regional data are based on figures 

shown in Table 1. 

Available data for 1979 as to the per capita Gross National Product (GNP) for 

individual countries show that the highest per capita output among the larger Latin 

American countries was achieved in those countries which have natural resources 

for extraction or growth of large quantities of exportable commodities. Thus, the 

highest per capita GNP was in oil-exporting Venezuela, which at that time had a 

per capita figure of $2,763. The second highest was in wheat-exporting Argentina, 

with $2,530. Brazil, the largest country in the region had a per capita GNP of 
·-· 

$1,677; and Chile and Mexico were slightly under $1,500. (Mexico benefited from 

the increase in oil prices after 1979 when it initiated its large oil exports.) In 

Colombia and Peru, the comparable figure was less than $l,ooo.l1 

Table 2 shows some of the main economic indicators, separately for the seven 

large debtor countries, identified as the selected countries, and for the other Latin 

American countries, for the years 1978-83. Although both groups experienced a 
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TABLE 2 e 
Main Economic Indicators 1978-83 for Selected 

Countries and Other Countries of Latin America 

Selected Countries* 

Indicators 1978 1979 1980 1981 1982 198l 

GDP Growth (%) 4.5 6.7 6.0 1.2 -1.2 -3.5 

Balance of Payments 
(U.S. $ millions) 

current account -14,453 -14,456 -22,138 -33,304 -31,274 -11,429 
trade - 1,684 1,780 116 630 10,992 26,819 
nonfinancial services - 4,402 - 5,797 - 7,600 -10,612 - 9,008 - 5,609 
financial services 8,617 -11,654 -15,093 -23,881 -33,444 -33,146 
transfers 155 218 439 560 189 507 

Total External Debt 
(U.S. $ millions) 17.6,839 157,185 199,081 243,738 271, 94) 291,397 

External Debt Service 
(U.S. $ millions) 23,768 32,5&8 38,391 48,075 59,356 59,726 

debt service ratio (%) 46.1 46.9 42.0 47.8 65.1 68.2 
interest 2ai!ents (%) 

exports 17.8 20.6 23.0 28.8 37.1 39.3 

Total External Borrowing 
(U.S. $ millions) 31,880 34,362 46,459 50,694 32,965 22,697 

net external credits 28,812 30,346 41,896 44,657 28,207 19,452 
direct foreign 

investment & transfers 3,068 4,016 4,563 6,037 4,758 3,244 

Other Countries 

Indicators 1978 ..1.lli... 1980 _llli_ ...l2!L 198l 

GDP Growth (%) 5.0 2.7 4.1 1.6 -2.3 -6.1 

Balance of Payments 
(u.s. $ millions) 

current account - 2,958 - 3,271 - 4,305 - 5,580 - 5,057 - 4, 986 
trade - 1,829 - 2,171 - 2,665 - 3,403 - 2,425 - 1,481 
nonfinancial services 137 64 602 689 246 234 
financial services - 1,483 - 1,781 - 2,845 - 3,547 - 3,237 - 3,740 
transfers 486 742 603 680 356 0 

Total External Debt 
(U.S. $ millions) 25,136 27,008 29,973 35,959 42,415 44,833 

External Debt Service 
(U.S. $ millions) 4,015 5,267 5,212 5,878 6,947 7,085 

debt service ratio (%) 27.9 29.7 23.3 25.8 32.8 45.1 
interest 2ai!ents (%) 

exports 11.9 13.6 13.7 15.9 22.1 29.5 

Total External Borrowing 
(U.S. $ millions) 7' 918 3,057 4,469 7,500 9,020 4,419 

net external credits 6,913 1.872 2,965 5,986 6,455 2,403 
di~ect foreig~ 

1.nvestment transfers 1,491 1,927 2,107 2,194 2,921 2,000 

* Includes Argentina, Brazil Chile, Colombia, Mexico, 
# Preliminary ' 

Peru, and Venezuela 

SOURCE: :nter-~erican Development Bank, "External Debt and Economic Development 
1.n Lat1.n America," Washington, D. c., January 1984, pages 72-73 
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similar pattern of high economic growth in the years 1978-80, a slowdown in l98l, 

and negative growth in 1982-83, the smaller countries did not achieve as high 

growth rates as the larger, selected countries and experienced relatively greater 

economic decline. It is also evident that as far as the external debt, debt service, 

and external borrowing are concerned, the seven selected countries are responsible 

for a great major part of the related responsibilities and problems. That does not 

mean, however, that the workers and other people of the smaller countries do not 

feel similar burdens. 

Evolution of the Debt Problem 

By the end of 1983, the combined outstanding external debt of the Latin 

American countries was estimated at $336 billion. However, 86 percent of that 

total amount is concentrated in seven selected, larger countries: · Brazil, 27 

percent; Mexico, 26 percent; Argentina, 12 percent; Venezuela, 10 percent; Chile, 5 

percent; Colombia., 3 percent; and Peru, 3 percent • .Y Other Latin American 

countries which owe smaller proportions of the total external debt of the region 

include Costa Rica, the Dominican Republic, Ecuador, Bolivia, Jamaica, Nicaragua, 

• and Uruguay)/ 

During the decade of the sixties, the Latin American economies progressed 

smoothly. External resources obtained through borrowing were relatively 
. 

moderate, to finance investments ne.eded for economic development. The annual 

growth of Gross Domestic Product (GOP) averaged 5.5 percent for all Latin 

American countries, somewhat higher for the larger countries and somewhat lower 

for the smaller countries. For the entire region, during the decade, domestic 

demand was just about equal to GOP, reflecting balanced economic growth and 

only modest expansions of current account balance deficits.!/ 
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TABLE 3 

Latin America: GOP, Domestic Demand and Current Account 
of Balance of Payments, 1960-83 

(percentages) 

I. Average annual variation in GOP' · 

1961-69 1970-74 1975-79 1980 1981 1982 1983" 

Selected countries 5.7 7.4 5.2 6.0 1.2 -1.2 -3.5 
Argentina 4.3 3.7 1.9 1.1 -5.9 -5.4 1.3 
Brazil 5.8 11.3 6.4 7.9 -1.9 -5.2 
Chile 4.5 1.1 3.4 78 5.7 -14.3 -2.7 
Colombia 5.1 6.6 5.0 4.1 2.3 0.9 1.0 
Mexico 7.0 6.8 6.1 8.3 7.9 -0.5 -2.8 
Peru 5.0 6.3 1.4 3.0 3.1 0.7 -8.4 
Venezuela 5.9 5.4 5.0 -1.7 0.4 0.6 -3.5 

Other countries 4.6 6.2 4.7 4.1 1.6 -2.3 -6.1 

Latin America 5.5 7.3 5.2 s.s 1.2 -1.3 -3.7 

II. Domestic demand2 as a percentage of GOP 

. 1961-69 1970-74 1975-79 1980 1981 1982 1983" 

Selected countries 99.3 101.6 102.9 104.6 106.1 103.4 99.1 
Argentina 100.8 100.2 97.8 104.0 102.7 96.1 96.0 
Brazil 99.8 101.8 101.7 101.3 102.9 104.0 98.7 
Chile 109.2 113.6 101.9 106.7 111.8 98.4 92.5 
Colombia' 100.5 102.5 100.9 103.1 105.6 107.3 104.9 
Mexico 100.2 101.5 101.7 105.2 107.0 99.8 96.6 
Peru 93.2 99.4 100.5 98.5 100.9 98.5 97.1 
Venezuela 87.1 97.6 121.9 123.5 124.0 124.9 114.7 

Other countries 103.3 103.0 103.0 102.6 100.9 98.9 100.7 

Latin America 99.7 101.8 102.9 104.4 105.5 102.9 99.3 

',Oretimtnary ettmates. based on tnformatton available as ot Oee. 1983. 
' CalculatiCI on tl'lt basiS of Hgures at constant f)ri<:es. 
' Sum ot consumption exf)en(liture (private ana f)Ubli<:) and gross domesti<: tnvestment. 

Sorm:e: lOB. '" ac:t:ordan<:e will'l offiCial statiSiic:s of tile member countnes. 

Source: Inter-American Development Bank, "External Debt and Economic 
Development in Latin America," Washington, D. C., January 1984, 
see Table 6, page 2/j.. 

During 1970-74-, domestic demand for goods and services for consumption plus 

investment in Latin American countries began to exceed the Gross Domestic 

Product. The increasing gap between domestic demand and total resources devoted 

to consumption plus investment,_ as indicated by the figures in panel II of Table 3, 

resulted in an increased external trade deficit, supported by increased borrowing. 

., . 

.--
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The latter part of this period was marked by the formation of OPEC and the oil 

price shock, which was bound to have an effect upon the non-oil producing 
·~ 

countries of Latin America. It also marked the beginning of the recycling of 

petrodollars The nondeveloped, oil producing countries of the world benefited 

from the greatly increasing oil prices and accumulated large surpluses of hard 

currencies, primarily dollars. The surplus funds were invested in securities, in bank 

deposits, and in real estate of the leading industrial countries. The leading banks 

of those countries then undertook to recycle the dollars by making loans to 

developing countries around the world. The lending of these funds, including a 

significant amount that went into Latin American countries and continued through 

the second half of the seventies, has been described as follows: 

"The financial permissiveness shown by the international private 

' 

banking system in the second'"'nilf of the 1970s and the intense and 
. Apersistent efforts it made to loan its financial surpluses to Latin 

merica encouraged a policy of external indebtedness on a scale without 
any precedent in the region in the last half century. There were few 
countries in Latin Amer.ica which did not follow this policy in order to 
finance domestic policies with widely varying aims, ranging from some 
which involved large investments that even overestimated the future 
expansion of domestic and international markets to others which 
promoted an exaggerated expansion of consumption -- especially of 
imported goods -or a big.increase in defense spending. In recent years, 
furthermore, a considerable and growing proportion of external financing 
was used to pay the servicing costs of the accumulated debt, so that this 
situation was accompanied in pr~ftice by a reduction in the real transfer 
of resources to Latin America."- -

There was also an important change in the composition of the debt which 

should be noted. In 1975, 21.5 percent of the total outstanding Latin American debt 

was owed to either foreign governments or multi-lateral organiztions, such as the 

World Bank; and 78.5 percent was owed to private creditors, with 69 percent being 

owed to private banks. In 1981, the nonprivate creditor proportion had decreased to 

ll.7 percent, and the private portion had grown to 88.3 percent, with 82.1 percent 

being owed to private banks_.§/ The change in debt composition and terms over the 
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entire decade of the seventies was even greater, because at the beginning about t,.O 

percent of the credit flows were private, and a decade later 80 percent were 

private; maturities were S~()rt~n.eci, and there was a shift from fixed to variable 

ratesl/ It is believed that in 1983 and in 198t,., as new debt restructuring plans had 
---~--

gone into effect, there has been a further increase in the proportion owed to 

private banks, which had to increase their outstanding loan amounts, along with 

advances by the IMF, so that the debtors could continue to pay interest. 

Evolution of Economic Crises 

As can be seen in Table 3, the excess of demand over Gross Domestic Product 

continued to grow larger in the first two years of the 1980s. There had been 

another significant boost in the oil prices in 1979 which helped to stimulate 

worldwide inflation and greatly increased the borrowing needs of the non-oil 

producing, developing countries, marking the end of the 1970s and the beginning of 

the 1980s. In the leading Western industrial countries, there were continuing high 

interest rates, reinforced in the United States by a tight money policy that was 

adopted to counter inflation. 

Added to the tight monetary policy, in 1981 there was a change in fiscal policy 

in the United States. It involved a tax reduction program which was to take place 

mostly in 1982 and 1983. It also involved a cutback in budgetary expenditures for 

social programs. The latter measure teduced the purchasing power of many low-

income families. That effect was combined with the continuing high interest rates, 

which discourage investment and initially tend to raise prices as business borrowers 

try to recoup higher costs of credit in higher prices. The U.S. economy went into a 

deep recession during the s«:~-C)~d halfof 1981 and almost all of 1982. 

These significant economic changes in the United States during the early 

1980s had an impact upon the Latin American countries. Most of the outstanding 
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debt owed by governments and private borrowers in Latin America was in floating 

intere_:~, tied to either the IJ.S. ~ra~~-"~L.!.b~J~Qndo!l~I~~er-Bank 

Offering Rat~J!:-_!~?R)., A,s these interest rates r~se,, the interest rates on the 

Latin American debt also rose and increased the debt service required. At the 

same time, as the U.S. economy succumbed to the continued burden of high 
'~ ....... ...-----~" -··'···-··--•""''·~·--·--···~ .......... ---------

interest rates, with many business failures and increasing unemployment, the 

demands for U.S. imports of agricultural, mineral, and manufactured products from 

other countries declined. 

What followed highlights the interdependence of different national economies 

in a world economy which has become much more integrated. The Latin American 

countries, especially the leading countries which had been exporting a good deal to 

the United States, faced drastic declines in such export trade (as did countries in 

other parts of the world). Consequently, Latin American international product 

sales fell off, Urban unemployment rose in Argentina from 2.0 percent in 1979 to 

4.5 percent in 1981, and 4.9 percent in 1983; in Brazil, over the same years, it went 

from 6.4 percent to 7.9 percent and then down to 6.8 percent; in Bolivia, from 6.2 

percent to 9.7 percent to 12.6 percent; in Columbia, from 8..9 percent to 8.2 

percent to 11.0 percent; in Chile, from 13.4 percent to 9.0 percent to 19.7 percent; 

Mexico, from 5.7 percent to 4.2 percent to 12.5 percent; and in Peru, from 6.5 

percent to 6. 8 percent to 8. 8 percent.!/ 

The foregoing figures related only to urban unemployment and, in some 

instances, are based on reports for only a few large cities. There are indications of 

much greater unemployment in the countries than is reflected in those figures. In 

August 1984, it is reported that the unemployment rate in Brazil is 13 percent; but 

DIEESE, the union research institute of Brazil, calculated that it would take eight 

more years to rest9re employment to the 1980 level, while a million young 

Brazilians join the job market every year.2./ 
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Another 1984 report, on Bolivia, which has a relatively modest foreign debt of 

U.S. $4.5 billion and a 1983 urban unemployment rate of 12.6 percent, mentions that 

in three years of economic decline since 1980, the per capita income has fallen by 

one-quarter. Inflation is running at about 3 5 percent a month. It would require an 

amount equal to 40 percent of the value of this year's exports to service the 

foreign debt. The government has been seeking an IMF standby credit of $350 

million, which is about as much as the World Bank would then lend it. However, 

that would require acceptance of a tough economic adjustment program, as a 

condition for a private debt restructuring program. The conditionality reportedly 

induded devaluing the peso from 500 to 2,000 against the dollar, removal of all 

food subsidies, and a 400 percent increase in domestic gasoline prices• There was 

some question of the approval of the program by I\~F, however, because in April 

Bolivia had permitted an inflation compensatory award of $24 a month, more 

symbolic than realistic. The workers, however, want wages indexed to inflation 

and a moratorium on debt repayments until Solivia can afford to make them. 

There are also observers who daim that the proposed devaluation of the peso would 

increase inflation from 320 percent in 1983 to 2,000 percent in 1984.
101 

At one 

point, Bolivia just managed to pull itself back from default on its international 

loans. 

At its height, unemployment in the United States towards the end of 1982 was 

at a 10.7 percent rate, representing about 12 million .unemoloyed. Today, the 

United States has a 7.4- percent unemployment rate, representing some 8Yz million 

fully unemployed, besides several million involuntarily employed only part time. 

Part of the high U.s. unemployment relates to conditions of the IMF debt 

restructuring programs. 
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The Latin American countries, particularly as they adopted adjustment 

programs negotiated with the International Monetary Fund as part of the debt 

restructuring programs, severely cut back their imports. That was a factor in a 

huge U.S. negative balance of merchandise trade, which amounted to $69 billion in 

1983 and is running at an annual rate of $120 billion in 1984-. Thus, the decline of 
~- ~--·· -~-

the U.S. economy led to a reduced external demand for latin American products, 
~-~-- ·---·~ _, • <~ -~-~~-- " "''"" --

weakening the economies of~ that ,region; contracting economies plus aust~rity t./ 

programs in the latin Am eric~ de.btor nations, reacted adversely UPQI't·1~e __ c!~f!land 

for U.S. products. There has to be balance in domestic economies,as well as in the 
""'"----~.. .•. . ' .. - - . 

international economy, if the national and international economies are to have 

stable growth. 

As the Latin American countries suffered Increased deficits in their trade 

and current account balances and consequently did not have enough to pay even the 

interest on outstanding debts, let alone the scheduled repayments of prindpal, 

more had to be borrowed from banks in the credlt9L~Q.I,JJ1t.ri~s; and the increase in -- . - . -- - ' - .. - - ' " . -" ~ ~" . . ··-~~- ~~~-

the outstanding debt accelerated in the last ~ew years. 

The effects of the current economic crisis in latin America were described 

by o~e authority on the region as follows: 

"Per capita income has actually been falling in most countries. 
Whiplashed by the global recession, governments are under tremendous 
pressures to cut back on social welfare programs. Already meager sodal 
provisions are being withdrawn at the very moment when real wages are 
falling and unemployment lines are lengthening. Beggars are reappearing 
in latin capitals where they had become only a sad memory, infant 
malnutrition is rising, and typhoid, malaria, and other diseases are 
spreading where medidnes are in short supply. In brief, the gains in 
sodal welfare accumulated in Latin America over a generation are being 
undone by a cruel international economy. 

"Latin America today is littered with underutilized machines and 
men. This i"iJSted capacity and the resulting lost output can never be 
recovered."-
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Domestic Economic Balance: A Matter of Income 
Distribution, Taxation, and Capital Flight 

As indicated by figures on the per capita income in 1979, which were cited 

earlier, ranging from less than $1,000 in Colombia and Peru to a high of about 

$2,800 in Venezuela, incomes in the Latin American countries are relatively 

limited even in a prosperous year. In the current years of economic crisis, the 

limited purchasing power of a high proportion of the population is reduced even 

further. Prevailing high interest rates, combined with the reduction of demand for 

goods and services is bound to discourage investment and economic growth. 

Increased levels of in vestment and production are not likely to be an enduring 

characteristic of most of the Latin American economies, because of the great 

inequality of income distribution as well as the low level of incomes, which limit 

opportunities for the growth of market demand to stimulate increased capital 

investment and growth of productivity. Table 4 presents in summary fashion the 

available data on income distribution in 7 Latin American countries and in the 

United States. The figures for the various countries are for different years; and 

there probably have been subsequent changes, as indicated by the change between 2 

years for which United States data are shown. The figures, therefore, cannot be 

used for accurate inter-country comparisons or as current measures of inequality. 

However, as the TJ.S. figures for 1972 and 1981 indicate, the changes probably have 

not been great and the suggested great differences in relative inequality among 

countries permit some inferences to be drawn. 

The measures of inequality shown are the percentage share of income of the 

poorest 40 percent of households and the ratio of the share of the highest 20 

percent to the share of the lowest 20 percent of households. Among the Latin 

American countries for which data are available, only Argentina and Chile come 

close to the United States in having relatively less income inequality than most 
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TABLE If. 

Comparisons of Income Inequality for Certain 
Latin American Countries, South Korea, and the United States 

r ,, 
l ,/) <\ ~' '' 

Country 
Data 
Year 

P-ercentage Share of 
Income of Poorest 
40% of Households 

Ratio of Share of Income 
of Highest 20% to Share of 

Lowest 20% of Households 

Colombia 
Argentina 
Chile 
Venezuela 
Peru 
Brazil 
Mexico 

1974 
1970 
1968 
1971 
1972 
1980 
1977 
1972 
1981 

11 
14 
1:3 
13 

Pf"'('.)-Jr 
17 ')4,...-.<.-.> n~rf"l t..j('c; 

11 ·~ 

United States 
United States 

SOURCES: 

7 
10 
10 
15 
14 

12 
14 
3:l 
20 
2.0 
10 
11 

Data for Argentina, Chile, Mexico, Peru and the United States for 1972: 
World Bank, World Development Report, 1983, Annex Table 27, page 200 
Oxford University Press. 

Data for Brazil: Brazil Economic Hemorandum, World Bank, Washington, D. C., 
1984. 

Data for Colombia: Albert Berry and Ronald Soligo, editors, Economic Policy 
and Income Distribution in Colombia, page 5. 

Data for Venezuela: A Survey of National Sources of Income Distribution 
Statistics, United Nations Statistical Papers, Series M, No. 72. 

Data for the United States for 1981: U. S. Department of Commerce, Bureau 
of the Census, "Honey Income of Households, Families and Persons of the 
United States: 1981," Table S, page 16, U.S. Government Printing Office, 
Washington, D. c., 1983. 
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countries. The Chilean figures may be most significantly out of· date, given the 

radical change in government and economic policies since 1973. The two largest 

Latin American countries, Brazil and "1exico, have much greater inequality than 

the United States. Thus, in the United States, the bottom 4-0 percent of the 

households accounted for 15 percent of household income in 1972 and 14- percent in 

1981. In Brazil, they accounted for only 10 percent of the total income in 1980; and 

in "'exico, 10 percent in 1977. Also, while in the United States the top 20 percent 

of the households have a share of total income 10 times as great as that of the 

bottom 20 percent in 1972 and 11 times as great in 1981, in Brazil the comparable 

multiple in 1972 was 20 times; and in Mexico in 1977 it was 17 times as great. 

It must be noted that in Brazil (from 1970 to 1980) and in ~~exico (from 1963 to 

1977) there had not been any dramatic changes in household income distribution. 

However, there had been increases in the average real income in each country. In 

Brazil, the price-adjusted average monthly income had increased from 8,013 to 

11,94-0 cruzeiros. It was also remarked that, "The observed increase in literacy, the 

expansion and increased distributional equality, improved sanitation facilities, and 

increased household possession of consumer goods and services, all suggest 

substantial improvements in living standards and welfare over the decade of the 

1970s." Nevertheless, the average per capita annual income of the economically 

active members of the population (excluding those with zero income) in 1980 was 

$2,622 in U.S. dollar terms, with an average of $639 for the bottom 4-0 percent and 

$12,600 for the top 10 percent.E/ 

nata are. available for "'exico for the years 1963;1968, 1975, and 1977. Except 

for a temporary shift toward greater inequality in 1975, the same relative 

inequality seems to have prevailed. However, a general rise in income levels is 

indicated by the average real income for the lowest 4-0 percent in the household 
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income distribution, which rose (under one method of adjustment for 

underreporting) in 1977 u.s. dollars, from $565 in 1963 to $944 in 1977. Over the 

same period, the number of households with real income less than the 1977 

minimum wage declined from 4-.2 to 3.4- million; and the percentage of all 

households represented by. those numbers declined from 57.2 to 30.3 percent.!-2/ 

In the United States there is some compensatory redistribution of income 

through the tax system with a progressive income tax schedule and a relatively 

good tax collection record, which has made it possible for the government to use 

rev.enues in support of social programs, such as health care, food assistance, public 

housing, and education. This provided a better balanced economy than the before- { 

tax income distribution would permit and supported balanced economic growth. 1 
I 

(The Reagan Administration has moved back from these policies.) 

latin Ameri~ countriesL~Y-~.dJ~rge, have lower income levels and greater 

inequality of lf\CQ_me distribution than the United States. They have a progressive 

personal income tax schedule but also have serious regressive features of their tax 

system. Brazil's personal income tax schedule, with rates ranging upward from 5 to 

55 percent as incomes increase, is fairly illustrative of the progressive individual 

income tax schedules in the leading latin American countries.~/ However, there 

are large deductions and exemptions in Brazil. There is a standard deduction 

amount, adjusted from year to year. Also capital gains, severance pay, gifts, and 

inheritances are deductible. There are deductions for dependents, and 25 percent 

of ·gross income in lieu of itemized deductions; also, there are deductions for social 

security, education, and medical expenses. On the revenue raising side, there is a 

sales tax of 11 to 14 percent and a tax of 3 to 15 percent on industrial products, 

which in most years pr()dt,J£e. ,rnuch ... 9l ~h~~r~y.enue.!1/ Corporations have a 35 

percent income tax rate plus surcharges above certain levels. They receive certain 
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tax rebates on the FOB value of exports. In Brazil, anyone engaged in export sales 

can have an export sales deduction equal to taxable income multiplied by a ratio of 

export revenues to total revenues. In addition, an employer can deduct twice the 

amount of expenses related to improved employee training programs and meals 

provided to employees, limited to 10 percent of income tax due. 

In Argentina, the individual income tax rates range from 7 to 4~ percent. 

The exemptions or deductions include interest income on savings and interest on 

government bonds, dividend income, and a minimum deduction for all. They have a 

value added tax on imported goods and on sale of local products goods of 20 

percent, excluding food and medicine. Mexico, in addition to the regular income 

tax with standard types of deductions, also has a valu~ ac!9ed tax on the transfer of 

goods, services, and rentals with rates ranging between 6 and 20 percent. Peru, in 

·addition to the individual tax, has a 16 percent general service tax~ 

In summary, the tax structur~~Pattern i_rt .Latin A.merica. seems to be a 

progressive income tax schedule, but with deductions and ~xemptions that are 

most beneficial to the higher income groups, and high sales or value added taxes 

which must be paid directly or indirectly at the same rate by hpuseholds of. all 

incom.e levels. 

In addition to the resultant inequity of the total tax structure, there is also a 

question of _the efficacy of tax collection systems. There was an interesting 

attempt at tax reform in Colombia by the Lopez administration in 1974 and 1975. It 

was hailed for its potential for raising government revenue and increasing the 

equity and progressivity of the tax system. In addition to increasing progressivity 

by changes in the income, sales, and other taxes, administrability -- for more 

effective collection -- was improved. It has been estimated that between 1974 and 

197 5 tax revenue as a percent of GNP increased from 9.0 to 10.5 percent and that 



-25-

the incidence of the increased tax collections fell almost entirely on the top 20 

percent of the income distribution. In 1976, revenues declined in relation to 

national income as the government back pedalled, and there was increasing tax 

evasion. The authors who recount this bit of history conclude by stating that, "Had 

the Lopez administration's fiscal hopes been met, the increased revenues made 

available by the reform would have permitted both fiscal balance and a substantial 

increase in expenditures directed towards the poor."lG/ 

It has generally been recognized that in many Latin American countries, a 

good part of income is unreported for tax puq~()ses, and collections are. lax. This ______ ,..,..."---~-- . "" -- -

factor was given recognition in a recent speech by Argentina Economy Minister 

Bernardo Grinspun. Mr. Grinspun has been arguing against a provision in a proposed 

IMF program which would require a reduction of real wages. He argued against 

such austerity measures but said that the government would continue efforts to 

reduce tax e~asions and make Argentina's tax system more progressi ve.ll/ Of 

course, such improved tax collection would help reduce the government budget 

deficit and thereby help to hold down inflation and interest rates in the domestic \ 

economy so that more capital would be available for repayment of international 

debts. At the same time, by maintaining or allowing some increase in real wages, 

the domestic market could expand to support greater production that would permit 

lower unit costs through economies of scale. There also would be more potential 

for increased exports from a larger total national production without reductions of 

domestic consumption. Increased export earnings would facilitate the earning of 

foreign exchange with which to pay debts. 

Regardless of the type of program that is adopted to bring about a better 
..._____ ____ ~""'" """""···---~-~,.-~ 

balance of payments and accumulation of foreign exchange to meet external debt 

servi'ce requirements, such gains are offset to the extent that there is capital flight 
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from a country. One internationa! ~~l>t ~cholar h~ written that, "Perhaps one

third of foreign debt in Argentina and Venezuela, and one-fifth of that in Mexico, 

was caused by private cgpltal-f.Hght."181 Mexico has been praised for its austerity 

programs and establishment of a positive merchandise trade balance --although 

achieved primarily by cutting imports, rather than increasing exports. 

Nevertheless, in a dispatch from l\:1exico City, published June 2~/ and in another 

'¥texico City news story of July 22,201 there are discussions of capital flight. The 

June 29 dispatch mentions expectations of a further peso devaluation, because of 

higher than expected inflation, which is causing capital flight, much of it hidden. 

The u.s. f:ederal Reserve r:eportedly estimated that $1.8 billion was deposited by 

Mexicans in U. <;. banks)n th~Jive quarters ending \!'arch 19.8~. ,,,e~CaJ1 exporters, 

it was reported, as a commQ.n__pra~ice, present underrepo.rt.ed. export Lnvoices to 
-~--,~-_.~--· 

the central bank and directly deposit the unreported portion in foreign .. banks. 
~- ··~-------~ -- -

There also is increasing reliance on cash transactions, especially along the 

'Aexican-U.S. border zone, allowing money to be transported north or to be 

converted into dollars without any paper evidence. In addition to the U.S., Mexican 

\f~nds reportedly are deposited in high-secrecy banking centers .in other countries. 
I • 
! 

pn the Cayman Isl~ds, for example, banking authorities report more than U.S. $3 

l billion in Mexican bank accounts. Such estimates do not include the value of real 

estate investments in the U.S. and elsewhere. The July 22 news story mentions 

that the "errors and omissions" in the f\ank of Mexico's international payments. 

statement is viewed as an indication of capital flight. The figure reached ~1.054 

billion in the first quarter of 1984. It also mentioned that although the Rank of 

Mexico has been intervening in exchange markets to stabilize the peso at 200 to 

the dollar, every morning people line up before banks to change the daily maximum 

of $500 in pesos to dollars. 
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A news story from Caracas, published July 27, 198ll-,!!/ points out that 

currency devaluation and high interest rates have brought on capital flight,. and 

that the Bank for International Settlement had reported last year that Venezuelans 

had more than $17 billion deposited abroad. 

The U.S. economy was able to grow over the past two centuries because of 

two basic factors that affected income distribution and growth. Preceding the 

accelerated industrial growth of the country, there had been widespread· land 

distribution, under government sponsorship. From 1785, government land had been 

available for farming at $1 an acre; and in 1862, a Homestead Act was passed to 

give 160 acres free to anyone who would cultivate and live on the land. \Vhen 

industrial growth gathered momentum during the second half of the nineteenth 

century, there was a large l)ase of small farm owners who, with the aid of 

government-spo~ored research, free education, and credit programs, improved 

their productivity. \Vith their earnings, they could increase their own investment 

in equipment and also support a growth market for manufactured goods for their 

. farming operations and for household consumption. They also began to acquire 

some wealth and liquid assets that could provide some of the needed U.S. 

investment capital. 

Then, as industrial productivity in the United States improved, the increased 

income w·as widely distributed in increased wages. Unionization helped this 

pro<:_ess, as the country became increasingly industrialized. nistribution of income, 

therefore, was such that there was a halance between production and purchasing 
·---~·- ---"~·--·- --- --g--,.·--·""'"-'' .•. 

power which fostered balanced economic growth, although interrupted periodically 

for business cycle adjustments when a. temporary imb~lance developed. 

The two largest, and most other, L~tin American countries do not have the 

widespread agricultural land distribution and cultivation that the TJ.S. had before 
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its accelerated industrialization got under way. The AFl-CIO's American Institute 

i 

for Free labor Oevelopment has provided technical assistance in the struggle for 

land reform in latin American countries, and two of its representatives engaged in 

that effort in El Salvador were murdered. Most latin American countries also 

have not had the widespread education and literacy of their population such as was 

true in the Un~fed States. They, therefore, do not _bay~ a large base of agricult~ral 

entrepreneurs with relatively good incomes, that would be reflected in a .less 

unequal income distribution than they now have, and could support a domestic 

growth market for increased industrial production. 

Brazil, Mexico, and Argentina were experiencing deficit merchandise trade 

balances in 1981; and in 1982, only Argentina had been able to achieve a surplus of 

t 
. 22/ 

expor s over 1mports.- Government and private borrowers in· all of the 

aforementioned countries had been assuming additional debt between 1970 and 1980, 

and the average interest rates they had to pay had almost doubled from a. range of 

7 to 8 percent in 1970 to 12 to 15 percent in 1982.231 This serves to reinforce the 

point of the interdependence of national economies in the world of the 1980s. Not 

only is weakened economic d~r:nand · in the highly industrialized countries 

transmitted to other less industrialized countries and vice-versa, but the effects of 

fluctuations in levels of interest rates will be transmitted directly through 

international financial transactions. 

Another indirect effect of monetary policies and interest rate levels in highly 

industrialized countries, particularly in the United States, has impacted upon 

international merchandise trade balances. The pursuit of a restrictive U.s. 

monetary policy by the Federal Reserve Board for intermittent extended periods 

since the latter part of 1979, combined with the need to finance increasingly large 

U.S. budget deficits, helped to sustain interest rates within a range of double digit 
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rates during most of the 1980-84 period. This, in turn, led to significant increases 

in the value of the dollar relative to the value of other currencies as 'people from 

other countries exchanged their money for dollars to be invested in U.S. deposits or 

securities, in order to obtain high returns. The "overvaluation" of the dollar has 

continued during the 1983-84 U.S. economic recovery as the growth of TJ.S. private 

business and consumer credit demands caused U.s. nominal interest rates to 

remain high; and after inflation had declined, real interest rates were at 

historically high levels. In addition to causing a sharp rise in the debt service 

burdens of many developing countries, the continual high U.S. interest rates led to 

increases of between 300 and 1,300 percent in the international exchange value of 

the U.S. dollar relative to that of currencies of tatin A.meric~ currencies between 

1981 and mid-1984. l)uring that period, the international exchange value of the 

dollar also appreciated 15 to 20 percent against various currencies .of leading 

industrialized countries. 

As a consequence, foreign producers, who could obtain more units of their 

own currency for a dollar than before, could sell their merchandise at a lower 

dollar price than U.S. producers in international markets and in the United c:;tates. 

The U.S. negative merchandise trade balance which had been at about $25 billion in 

1980 rose in the next three years to $28 billion, $36 billion, and $69 billion. In the 

first 6 months of 1984, the cumulative deficit was $60 billion, and it is expected to 

be about $125 billion for the year. This experience contributed, first, to the deep 

U.S. recession which at that time caused a severe cutback in TJ.S. imports from 

Latin America, and currently contribut~s to a civilian unemployment rate of 7.5 

percent, representing 8.5 m·illion people in the U.S. 

There is a need to overcome the TJ .s. trading disadvantage arising from an 

overvaluation of the dollar relative to other currencies. Cognizance of this factor 
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by the Federal Reserve in administering monetary policy, continuing negotiations 

with other major industrial cot.mtries, and periodic coordinated market intervention 

" is necessary. Increased tax revenue from higher income groups to reduce the large 

U.S. budget deficit and Federal borrowing is also needed to lower interest rates and 

the value of the dollar. 

Assuming that the foregoing monetary, fiscal, and exchange rate policy 

remedies are adopted and implemented, a great deal of the competitiveness 

disadvantage for American industry will be overcome, particularly in relation to 

major industrial ·trading partners. With respect to less developed industrial 

countries, however' the com peti ti ve pricing gap will not be wholly closed because 

of a huge wage gap in countries where wages amount to only a minor fraction of 

wages paid for comparable work in the United States. 

If increasing penetration of the TJ.S. market by products from such countries 

continues, it would mean a continuing and growing high level of unemployment in 

the United States and a contraction of the TJ.S. economy. !\lot only would t'hose 

who are primarily affected by the imports, because they had been producing such 

products, become unemployed, there would also be a secondary unemployment 

effect because of the reduced demand for all sorts of products in the United 

States; as those directly affected and unemployed had to cut back on their 

purchases of goods and services. Furthermore, the U.S. domestic market is the 

largest market in the world. When it contracts, the developing countries have a 

reduced market ·for their materials and manufactured products, and their 

economies decline. This was illustrated durin~?; the 1981-82 recession •. lt probably 

will be necessary, therefore, after all the monetary policy and supplementary 

remedies to improve TJ.c:;. competitiveness have been adopted, for the TJ.IS. to 

adopt some quota or other protectionist measures against products from countries 

whose very low wage levels leave an insurmountable remaining price gap. 
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The U.S. economy was able to grow over the last two centuries because as 

productivity increased, the increased income was widely distributed in higher 
n 

wages. Unionization helped this process, as the country became increasingly 

industrialized. ':"Hstribution of income, therefore, was such that there was a 

balance between production · and purchasing power, although interrupted 

periodically for necessary business cycle adjustments when a temporary imbalance 

developed. Now that there is an international economy in which the U.S. plays a 

central role, it will be necessary to avoid the growth restricting effects of a very 

skewed income distribution that prevails in newly industrializing countries, 

especially under governments which do not permit free union efforts to obtain an 

income distribution that would support balanced growth. While there may be 

temporary benefit to those countries in steadily increasin~ their shares of U.S. and 

other industrial country domestic product markets, as they cause unemployment 

and contraction of the U.S. economy, there will also be a contraction of the major 

market for their exports. The rebound effects will also weaken the economies of 

the developing countries and of the world economy. 

In the international economy, a balance between demand supported by 

adequate purchasing power and the supply of goods and services produced is 

necessary in order to have stable economic growth. It is not possible to achieve 

such a balance and such growth as long as wori<ers, wherever they may be, receive 

wages equal to an inequitable, low fraction of the selling price of goods and 

services that they produce. nesired equity generally cannot be achieved in the 

absence of a democracy in which free unions can bargain for the workers. 

International Monetary Fund loans and Adjustment Programs 

Most of the countries of the world, 146 of them, are members of the 

International r-.~onetary Fund (IMF). When a,_ member requests a loan, the TMF staff 
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studies the economy of the country seeking assistance and then negotiates with the 

government of that country to establish an economic adjustment program. Private 

banks, who are creditors of the government and/or private borrowers in the country 

seeking assistance, are also involved, since they probably will have to rewrite 

outstanding loans to allow longer maturities, perhaps a grace period on principal 

repayments, and also extend additional credit to the debtors so that they can make 

interest payments. The bankers, almost invariably, will not go into the proposed 

refinancing program until the country has agreed to an J~,F-approved economic 

adjustment program. 

The IMF approval of an adjustment program, therefore, has been of great 

importance to a country to whom additional fin·ancing or more favorable repayment 

terms are necessary if it is to avoid default and a cutoff from international credit. 

Most countries seeking IMF and private loans or restructuring of debt repayment 

schedules, therefore, are not in a strong negotiating position with regard to the 

type of economic adjustment program to be adopted. Although the ~~~F claim that 

it does not impose austerity on its members through economic adjustment programs 

is literally true, it hides the reality of the situation. Tn recent years, most of the 

debtor countries have ha9 little choice but to accept the type of adjustment 

program desired by the ll'v,F. 

Conditions to be observed by the debtor country as part of the program, 

generally referred to as IMF "conditionality," are designed to enable that country 

to meet a debt repayment ~chedule by achieving a positive balance of exports over 
- ~- ""' ··-~·>·--- ------- '~-----'"''""' -...~,~.......-,.,~., ... ~ ... _,_ ~·~~ "" __ ,._ "" ···~ -·~>< """*"-

imports and qy new borrowtng. Some of the conditions often included are a ~---···-•'"'"'""""'• ·····-···· •· .. . . 1 
i 

i devaluation of the national currency; a reduction in budget deficits, which 

1
. 

generally entails reducing social programst and tighter monetary and credit 

policies. 
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In addition, the agreed upon adjustment program may often contain a 

provision for a reduction in workers' real wages by reducing established 
./ 

adjustments for inflation that are ciesigned to protect workers against erosion of 

purchasing power. Thus, before the 1983 1~-~F-approved program for Brazil was 

adopted, it was subject to a revision of the wage adjustment law, to reduce the 

adjustment from 100 percent to 80 percent of the inflation rate. Although _the 

Brazilian Congress objected, the proposal was adopted by the government. 

'Resultant social pressures arising from the very stringent wage adjustment 

measure, in the face of continuin·g high inflation, led to rioting and burning of crops 

by sugar cane workers in Guariba on \.o1ay 18, 198l/.; the workers were given an 

increase in their piece work rat~. At the Fiat plant in Betim, 12,000 workers 

staged a strike for higher pay which was declared illegal. Government teachers 

and health workers also have been involved in disputes.2l/./ As of early August l98l/., 

Argentina has been negotiating with the IMF for months, but no agreement has r 

been reached because the democratic government that took office at. the end of 

1983 has refused to adopt measures to lower real wages. 

The IMF defends the type of conditionality which it wishes to have in 

economic adjustment programs that it will approve by stating that "countries have 
< -~ - ,·~-· ,.-

little hope of achieving higher employment and long-term growth if they seek to 
_,_ __ ,,. ------~,,. ___ "" ___ ...-.,....,_ -~~--"'''"''" ... _~,.--"""----

avoid or postpone needed a:~t~!~=~~_;" There c~--~~--~!!l~ ... clispute with that 

assertion, but it does not mean that the only type of adjustment which will succeed 

is one which focuses primarily upon achieving debt repayment as soon as possible, 

and includes -measures to reduce wages and imports, leading to inequitable 1/ ·~~_,..,.,._,._~.-"~··-· -- --. __ _.,. ___ ,_.,, ... ,,,,.,~ .. , ........ _.,_...,..._~.,-, 

reductions of consumption and restricted economic growth for extended periods. 

Experience indicates that programs with such conditionality have not given 

adequate weight to the question of political tolerance for programs which cause 



-34--

great hardship for workers and other people of limited income. They also seem to 

neglect alternative types of conditions which could lead to a slowdown of inflation 

and encourage balanced growth by spreading the burden of austerity to other 

portions of the society. The IMF coul~~~.:__P?pular support for its programs 

if it induded changes in law and enforcement of laws to increase taxation of upper 

income households and businesses, and to improve the tax collections in the 

countries being assisted. A.lso, since the banks are a third party in the 

negotiations, in view of their interest in the outstanding debt and the need to 

arrive at a viable debt restructuring plan, they should be brought into the process 

to help work out an international system to prevent the flight of capital from 

countries faced with serious debt problems. The IMF could use its good offices to 

encourage all countries to adopt and enforce the necessary rules to preclude 

·capital flight when it is contrary to an agreed-upon adjustment program. 

The general thrust of the adjustment programs has been to achieve a surplus 

in international accounts as soon as possible, requiring increased exports and 

reduced imports. The reduced imports, in the_mselves, can begin to hamper 

economic growth as it becomes more difficult to irnport replacements and parts for 

vario4s types of production machinery, let alone new machinery which can enhance 

increased production. Increase.d exports are encouraged and relied upon, largely on 

an assumption of economic growth in the industrialized countries which would open 

up those markets for more imports from the debtor countries. There are also other 

assumptions which have been made by those who strongly endorse the present IMF 

policies. In a July 1984- artide in rhallenge, some of the basic assumptions for 

recovery of the Latin A.merican debtor countries made by one authority who 

generally endorses the present I~F policies are presented as follows: 
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l. OECD growth would average 1~ percent in 1983 and 3 percent thereafter. 

2. LIBOR. interest rates would decline to 8 percent by 1986. 
~ 

3. The price of oil would remain at $29 per barrel through 1985. 

4-. The dollar would depreciate by 5 percent in 1983 and another 10 percent in 

5. Domestic growth in debtor countries is assumed to trend upward from 2.5 

percent to 1+.5 percent over the period 1982-86 (with some important exceptions) 

and cases of major devaluations were taken into account. 

These assumptions appear in a July 1984- article adapted from testimony 

before a Congressional committee on March 28, 1984-. 251 There is good reason to 

doubt that OECn would average 3 percent in 1985 and 1986. In 1983, the 0ECT" 

growth averaged 2.4- percent, due primarily to growth in the U • .s., Japan, and 

Canada. The same countries are expected by OE.Cf' to raise total OECf.) growth in 

1984- to 4-.U. percent, while most of the European industrial countries remain 

stagnant and even begin to decJine. l=or 1985, a substantial slowdown is proje·cted 

by OECn in U.S. economic growth, with smaller declines for other countries, which 

would bring the OECn average down to 231 4- percent.261 

Interest rates led by those in the U. 5. have remained high; and LIB OR, 

instead of declining toward an 8 percent level to be reached in 1986, has been 

rising; the 180 day rate increased from 105/8 to 1231 8percent over the 12 months 

ending with July 1984-. The dollar, instead of depreciating by 5 percent in 1983 and 

another 10 percent by 1984, rose about 7 percent in 1983 and another 5 percent in 

the first 7 months of 1984-.271 

It seems quite likely that neither the assumed conditions nor the full solution 

to the Latin American debt problem will be realized under present adjustment 

program.s and debt structures. In its June 18, 1984 annual report, the Bank for the 
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International Settlements identifies some of the same problems that have been 

mentioned in this paper, particularly with regard to the problem of high U.s. 

interest rates. It sees in them a threat to continued TJ .s. recovery, stemming in 

part from a dramatic decline in expected rates of investment return. lt notes the 

distorting effects of such high interest rates on exchange rates and current account 

balances, and the effect on the burden of indebted countries. It urges that action 

be taken to reduce the U.S. !:>udget deficit, but offers no specific measures, though 

mentioning that a change in the U.s. fiscal stance could have an immediate effect 

on the interest rates. Finally, the SIS report sees some current account deficits of 

the developing countries as unavoidable and even <iesirable in terms of the balanced 

growth of the world economy and suggests that "banks will in one way or another 

have to accept, in their own interest, some increase in their outstanding claims on 

those countries which have committed themselves to IMF-managed programs and 

have demonstrated their ability to implement them."281 

The latter conclusion was also expressed, albeit from a different angle, in 

the main article of a 1984 Wall Street Journal special section on the world debt 

crisis: " •• .current solutions,_and"~vents are in marly cases exacerbating the problem. 

Somehow developing .countries .must LISe lesso.f. their foreign exchange to service 

debts and mo.re to foster growt\1."291 

Senior staff members of the ll\,F argue, however, that the limited amount of 
-,., "'~~...._. ··- .. '•. ... .. ~~·~--·<• .. ···- -~0-~---"----- ··~ _,_..,. •. _~ ·-·~·--·_,_ ~-.,......,..,... "'·""·'"~ "'"" ...... "' ·~~--.......... ~ ---

resources available have to be used, first, to meet repayments; and the additional 
"" .. ··-~· ". -·". ""' _ _, ______ " __ " ·-- ·-~ - ' ' 

time needed to foster growth would also mean more credit would have to be 

extended to t~e developingcountries~301 Yet, as the BIS report pointed out, banks 

should recognize the necessity for such extension of credit in their own interest. It 

might be added that the banks also have to absorb some ofth~_"hi~.rdship arising . .,._ . .,_~--____ _,_...,.. __ ,., __ ,_ " '" 

from miscalculations as to the economic future when they made the loans. 
-·--~ •• --- + ---~~---""-·-.--"-·- »-•· --- ,_, --->..·-·----~ 
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Another policy, as to terms of loans that are made under IMF adjustment 

programs, is also·noteworthy. The terms have been quite stringent with relatively 

short maturities, high fees for rewriting the loans, and high spreads aboye U.S. 
--.... L"~'-><-r>r,,,, 

prime or LIBOR. interest rat~s. The countries with somewhat stronger economies 
,,, .• --·~·'""' 

and those who have met terms under a restructuring program have been requesting 

rnore favorable terms. The IMF and other adherents to a banker's outlook have 

been praising those countries who have held to the (austerity) adjustment programs, 

saying that they, in effect, deserve a reward for good behavior and should be 

granted easier terms. Since this is not child's play and there would be a better 

chance for a country to succeed in its program if it initially had some easier terms, 

it would seem logical to try to have all the debtors obtain the best terms that are 

being given to any country in order to increase the chances of success. Given the 

magnitudes of debt involved, it is unlikely that much of an offset against loss can 

be gained by raising fees or rates another 1 percent; but probably the risk of default 

can be greatly reduced through lower fees and rates, a reasonable grace period on 

principal repayment, and a longer maturity term. 

As indicat~d in the Challenge July 1984 article, the debt-to-exports ratio has 

been declining since 1982 in the 3 major Latin American debtor countries, Brazil, 

'v1exico, and Argentina. It was also noted, however, that this has been achieved 

mainly through reductions in imports rather than increases in exports. The author 

of the article also predicates that if the OECD growth averages 2 percent instead 

of 3 percent in 1984-86, there would be no· improvement in the creditworthiness of 

the debtor countries. 

The IT\11F, itself, apparently begins to sense such a possibility of slower C'ECD 

growth. The Managing 1"\irector of the IMF in a speech on :Tuly 5th noted that over 

the years 1980 ... 83, "the rate of return on capital investment in manufacturing in the 
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six largest industrial countries averaged only about half the rate earned during the 

late 1960s •••• even allowing for cyclical factors, a clear pattern emerges of a 

substantial and progressive .. long-term decline in rates of return of capital. There 

may be many reasons for this. But there is no doubt that an important contributing 

factor is to be found in the significant increase over the past twenty years or so in 

the share of income being absorbed by compensation of employees. Thus, in the 

four major European countries and Japan, the share of labor in total value added 

was some 6-10 percentage points larger in 1980-82 than it had been during the 1960s. 

The rise in the United States, though less, was also sizable. There are now clear 

indications that in some of the major industrial countries, especially in Europe, the 

cost of labor may be incornpatibl~ with attainment of hi~h employment goals. 

This points to the need for a gradual reduction in the rate of increase in real wages 

over the medium term if we are to restore adequate investment incentives and 

more socially acceptable levels of employment."ll_/ 

That analysis of the reasons for slow growth in industrial countries is based 

on an examination of return on equity capital in manufacturing and the proportion 

of value added going to labor. It is suggested that the burden of inducing more 

investment should be borne by the workers. However, the cost of borrowed capital, 

interest paid has no doubt been rising over the past two decades in all the industrial 

countries and is a factor cost which must be 11et out of the selling price and, 

therfore, detracts from the return on equity capital. 

The IMF Managing f'Hrector maintains that the high unemployment rate in 

many industrial countries is a result of excessive .real wage rates. 13ut there is no 
• • ~-, • <->1'" ,,_,_ ,....._,.,, ,., n > -""*•"~ ...-~ --- • 

conclusive evidence to support this assertion. The underlying P~F research on this -- -
issue, which was graciously made available by the IMF, 321 while highly technical., 

should be viewed with considerable skepticism because of its very tentative and 
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preliminary nature. The author of this research points out in his paper that many 

assumptions are made in order to make the problem tractable, limit its scope, or 

overcome data limitations. Thus, the research should not be used as a basis for 

sweeping policy recommendations.* 

*The IMF's attempts to demonstrate that real wages are too high by 
estimating a production function, solving it for the real wage rate consistent with 
high employment labor input, given the existing capital stock, and comparing this 
so-called warranted wage with the actual real wage. The capital stock is assumed 
given, and firms are assumed to hire labor up to the point where the marginal 
product of labor is equal to the real wage rate. This neoclassical view of the way 
employment and wage decisions are made is an oversimplification and requires the 
heroic assumption that perfect competition exists. Thus, the basic foundation of 
the IMF's approach are unrealistic. 

In addition, the IMF study forthrightly reveals that the problems of measuring 
the variables used in the study are considerable. The capital stock is particularly 
difficult to quantify. In the study, various adjustments were made to reported 
capital stock measures. These include: the application of an efficiency scalar 

·which is a function of the average age of the capital stock; subtractions for roughly 
estimated expenditures on pollution abatement; and the assumption that as a result 
of energy price increases, 10 percent of existing capital was prematurely retired in 
1974--76 and in 1980-82. 

Similarly, high employment labor input is not directly observable. To 
quantify this concept, the author relied on the relationship between vacancies and 
unemployment. The high employment/unemployment rate is assumed to occur 
when large increases in vacancies result in only small declines in unemployment. 
Not only is high employment labor input the result of a statistical estimate rather 
than ~n observed quantity, measurement of vacancies has proven difficult. For 
example, reported vacancies are sometimes overstated because firms list a 
vacancy even though an actual job opening doesn't currently exist. 

In addition, the IMF paper points out other problems with the estimate of 
high employment labor input. These include the need to assume that at each peak 
in the cycle overall unemployment and manufacturing man-hours have the same 
relationship and that the relationships between rates of change in high
employment/unemployment and rates of change in the sectoral distribution of 
employment that took place between 1973-74- and 1979-80 can be extrapolated to 
the 1980s. 

These are only a few of the assumptions, adjustments, extrapolations, and 
qualifications that underlie the estimates used to support the IMF's assertion that 
the rate of increase in real wages must be reduced in the industrialized world. The 
highly tentative nature of this evidence doesn't lend support for such strong policy 
conclusions; and, at least for the United States, there is evidence that real wages 
actually declined between 1972 and 1981. 



Our concern is that the }MF's approach focuses only ()11 real wages. Capital 

costs are not explidtly introduced. But capital costs have risen dramatically over 

the past _ _9~<::<ide. _.For example, l)ata R.esources Inc. estimates that in the T J.S. the 

index of the rental price of capital rose 240 percent from 1969 to 1982. f)uring this 

period, labor costs rose only 140 percent. Thus, a decline in the capital/labor ratio 

is more appropriately viewed by DR.I as the result of the excessive rise in the cost 

of capital due to tight money and is not the product of high real wages. 

A similar condusion is reached by 'f-tarvard Professor ~ruce c. Scott. In the 

context of commenting on a recent study that argues that there has not been a 

rfedine of American industrial competitiveness, he writes: 

"For a country, the issue is the profitability of its exporting 
industries on the one hand, and the wages or standard of 1i ving of its 
labor force on the other. The study should have assessed not just market 
share but profitability and real incomes as well. 

"If it had done so, it would have found that the rate of return on 
total assets in American manufacturing (before interest and taxes) failed 
to keep up with the rising cost of capital, and roughly from 1975 onward, 
United States manufacturers on average would have earned more on' 
their assets investing them in corporate- bonds than in the production of 
goods. In addition, inflation-adjusted after-tax earnings for non
agricultural workers fell after peaking in 1972. In 1981, when this series 
was discontinued by the Commerce l"'epartment, real after-ta~j~comes 
for ~merican workers had dropped 17 percent from their highs."-

Such facts apparently have not been considered in the underlying analysis for 

the IMF speech quotation, although in the next paragraph of his speech the 

Managing f'Hrector of the Fund does recognize that historically hi~'!;h interest rates 

are a significant factor in a lower return to capital and in inhibiting addi tiona! 

investment. He does not suggest, however, that the lenders of borrowed capital 

have been absorbing too great a share and should reduce their share. 

In the IMF negotiations ·which have l)e~n_g_()_!n_g on, generally, nobody bargains 
' -- -~ - ---·-----~-~----~., ____ ., __ __,_ __ _ 

for the workers. The IMF, whose "good housekeeping" seal of approval for an 

1./ 
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economic adjustment program is necessary in most cases before banks will extend 

more credit and/or resturcture a debt program, negotiates with the government of 

the debtor country. The IMF, at the same time, must keep a large number of banks 

involved as continuing loan participants, a factor which is probably reflected in the 

austerity of adjustment programs, focusing on the quickest possible debt 

repayment, even at the expense of little or no economic growth-- or even negative 

growth- in initial program periods for the countries involved. The co_r1~~-~n of the 

government about \\I'Orkers' income and equity in an economic adjustment plan will 
- ~" -.,"_,.._,,_"""<'•"'>'_" ____ , _ _.,.~, --'v'' ._,.,,.,.,,,_...,,.,.. . .,~J'-'"~'"'"""-"'"' -~ --,~'><• .!~.-...,, . .,._, ..... _,_,,_,_,,_.o<,,-~,,,,~,, .,;,, 

vary with the extent of democracy and freedom for .workers' grganization. This 

was vividly illustrated after Argentina changed from a military to a democratic 

government in late 1973. The government strength in bargaining for less austerity 

and more opportunity for growth will also vary with its current strength in 

e accumulated foreign exchange reserves,so that it can begin maki~g repayments. 

The 1\,anagin~ Director of the TMF, in speaking of the worldwide debt 

problem, has stated that, "Weak domestic policies and delays in adjustment 

measures were made possible by relatively easy access to foreign capital, at least 

until the middle of 1982. Ry the end of that year, the non-oil producing developing 

countries had accumulated well over $600 billion of external debt, of which as 

much as half was on commercial terms. Such a buildup of_ debt was clearly 

unsustainable and left many of these countries vulnerable to the change for the 

worse in external conditions that came in 1981-82."341 

Who was making the "easy access" loans? Those responsible for the loan 

approvals were lacking in experience or training or judgment, or all three. And, 

apparently, the bank regulators in the industrial countries where the large 

international lending banks are resident, also were not alert to the dangers of the 

accumulating loan burdens of the borrowers and the increasing risk inherent in 

/ 
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loans being made to Latin American countries and developing countries elsewhere. 

It was about 50 years since there had been a debacle in international credit, 

induding some defaults. Apparently economic and financial history are not a 

required course for bankers or bank regulators. 

And the central bank monetary authorities of the industrial countries, 

absorbed in the concern for fighting inflation on t~e domestic front, gave' little 

thought to the effects of rising interest rates upon the heavily indebted developing 

countries until the debt crisis arrived. Judging from experience during the first 

half of 1984, even when they are concerned about the worldwide economic dangers 

inherent in a very strained international debt structure, they do not as yet have a 

sufficiently flexible set of tools to a void further rises in interest rates that. place 

the developing countries with huge debt burdens doser to the breaking point. 

Finally, the governments that accumulated such large debt burdens must 

share the hlame. In many countries, governmenLpolicies .. that fostered extremely 

low wages and an __ inC_()f!l.~ .. ~ts~tr.tgf::!!i()fl_()_t _gr:~-~L~Q.~_g),l_~!J.tYLPl.'d~" hea,yy de,~ndence 

upon regressive sal_es and value added taxes for revenue, were restricting the 

expansion of the domestic market which would have provirfed more economic 

balance as national productivity increased and contributed to more stable long

term economic growth~ A more equitable income distribution also would have 

reduced the aggregate of discretionary income that would become part of the . .-.. ~· .-·-·'""''~-~--- ··--·- ....... 

capital flight. If stricter measures could have been adopted and enforced to 

prevent capital flight, it would reduce the severity of the debt crisis. There were 

also misjudgments about the. time and money that it ·would take to complete 

certain large development projects. 

How are the IMF adjustment programs and the accompanying debt 

restructuring agreements with the banks working? The most obvious failure has 
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been in Bolivia where a dose near-default occurred.' The dedine of world tin 

prices, the main Bolivian export, was a critical factor. However, there were other 

elements, induding currency devaluation, the removal of subsidies, and. high fuel 

prices which drove inflation upward rapidly and severely reduced people's 

purchasing power. There has been rising unemployment, and cocaine production in 

the jungles has become a growth industry. 35/ 

In Uruguay, all three of the recognized political parties called for debt 

restructuring of the $5 billion debt in a country of 3 million people where the debt 

of $5 billion reportedly is equal to 89 percent of the countries output of goods and 

services.
361 

The rioting and deaths in the l)ominican t?epublic relat~d to the IMF 

austerity program have been mentioned earlier. 

Early in July, \!1exico and Brazil were being praised because they had been 

experiencing a resumption of growth.371 Earlier in this paper, reported social 

unrest and strikes that have occurred in 1984 in Brazil were cited. This year there · \. 
' 

has also been the collapse of 7 independent savings. banks or building societies in ~ ,[' \ 

Brazil with total losses of $1.8 billion. ~epayment terms on home mortgages have 

been adjusted upward; the salaries of lower paid workers have not been keeping 

pace with inflation; and there has been an increase of crime, particularly bank 

robbers, in certain areas in Brazil. Brazil has been achieving a trade surplus which 

will amount to $10 to $11 billi~n this year, but it has been achieved largely through 

import reductions, and at least $1 billion of that surplus will be eaten up by 

. d. d" 38/ mcrease mterest rates oo outstan mg loans.-

In Mexico, the inflation rate is running at about 60 percent, reducing the 

purchasing power of the peso faster than the devaluation that takes places almost 

daily. It makes the outlook for a further official devaluation in the future more 

likely and stimulates the flight of capital from \~exico in various ways. 391 
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Argentina, under its new domestic government, and Venezuela have been 

most obstinate in negotiating with the IMF and with bankers about economic 

adjustment and debt restructuring. Both of these governments are in a better 

position to negotiate because they have been accumulting foreign exchange 

reserves from their large exports of oil, in the case of Venezuela, and grain, in the 

case of Argentina. Argentina expects to increase its agricultural exports and 

improve its tax collection system as well as making that system more progressive. 

The new administration in the country has vowed it will not reduce real wages of 

workers in order to bring about adjustment of the economy.401 

Venezuela has recently given its bank creditors a proposed debt restructuring 

plan, which reportedly would postpone repayment of about $22 billion in principal 

that comes due between 1983 and 1990. They would repay these loans over 15 years 

·after a one-year grace period, during which only interest would be paid. Ve!l_~ela 

has also requested that the banl<s should fix the amount of annual debt payments • 
• ,~ -······ ~ '-h->'" ____ • - --~-,_ ........... -... --~" ___ ,.__~ -"""'"'' •• '<;.•·-"'t!!'"..,., • .,.,_.,~~...--z 

Principal payments would increase during the loan repayment period and interest 

charges would decrease· as in repayment of a level payment, fixed interest rate 

mortgage. If applicable floating loan interest rates increased, the additional 

paym~nts would be capitalized and the loan maturity increased.~.!/ 

At the end of July, there were reports that ~~&_<;_g_~nd BI~~zil were both 
'·"n.....,.,._•~>·'~~-· .. ·.-·~·»•~ 

seeking more flexible debt repayment plan~.· Brazilian spokesmen indicate that 

they would be seeking longer repayment and grace periods than the 9 and 5 years, 

respectively, that they obtained during the last restructuring. They would also 

want lower interest rate spreads and commissions or fees in connection with the 

loans to be rescheduled. 'Vtexico, reportedly, asked the bankers to reschedule some 

$45 billion of public sector debt maturing between 1985-89. They want a 

repayment period of 15 years, including a 5-year grace period, for payment of 
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principal and a reduction of spreads and margins above a floating loan interest rate 

such as the U.s. prime or LIB OR. They also are requesting a reduction of the 

f . . f . . 42/ re mancmg ees or commissions.-

In a recent analysis of the Latin debt situation, from Rio de Janeiro, Alan 

Riding summarizes the relative debt problem in the 4 largest c;outh American 

countries as follows: 

"The real problem countries appear to be Brazil and Mexico, not 
Argentina and Venezuela. 

"Argentina and Venezuela are, in fact, caught up in acute crises of 
financial mana~ement, crises of the kind that bankers readily recognize. 
But both have large reserves as well as enormous export capacities -
thanks to oil in Venezuela and wheat in Argentina - which they can 
mobilize to cover debt obligations without convulsing the rest of their 
economies. 

"Brazil and Mexico, on the other hand, are more vulnerable. They 
have larger and poorer populations. The two countries have spawned 
huge trade surpluses mainly by cutting imports and sacrificing growth. 
They need continued infusions of fore~§? credit to resume growth, but 
have become net exporters of capital."-

•, 
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