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The increased frgquency of debt crises and of debt reschedulings undoubtadly
reflect a number of problems within the international economy and in the
management of national economies. It seems necessary to highlight that the
emphasis -on debt and 1ts' reschedulings in the early eighties 13 closely
linked to the decline in new inancial inflows ints developing countries,
which have contributed significantly to a decline in net inflcws of capital as
well as in net transfers of internationzl firancial flo#s. .In particular net

flows to low-income African countries Shrough public and publicly guarantsed

==

debt, which had risen systematically and substantially since +the earl

<

seventies and until 1980, declined quite significantly in 1981 (by 25%) and in
1982 (by 35%); the 1982 level was below the 1977 nominal level net transfars
to low-income Africa also declined very dramatically, by 30% in nominal terms,

during 1981 and by around 35% in‘1982.(u)

If new inflews into developing countries would tend to recover the dynamism
which they nad in previous years, the seriocusness of the debt c¢risis and the
frequency of debt reschedulings would obviously diminish. Therefore, even

though this paper will focus on debt and its' rescheduling in the framework of

'y
[}

n

the Paris Club, it will necessarily discuss the intimately linkad issue of new
flews, 233 well 2s the possibility of relating morz c¢losely the institutionz2l

discussion of debot provlams with that cn new flcws.

Club rescheduling :srocess. Tt will also =zks refarence o the 3Irow
advisory rols of private danks iz the dent =managemen:t 27
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negotiations, stressing recent changes and making special refarence where
possible to lcw~incecme African countrias, The final section (V) will
summarise the rain limitatiocns of the debt rescheduling sxercises within %he
Paris Club framework and make some proﬁosals to increase m"debt-rescheduling

effectiveness”.

Iz Institutional arrangements

Between 1956 and October 1983, there have been seventy official multilateral
debt renegotiations, of which 37 occurred between 1975 ard 1983.(5) Most of
these debt renegotiations %tcok place under the auspices of the Paris Club.
Practically all offizial debt rescheduling exercises by low-income African

countries have occurred within the framework of the Paris Club.

Some Asian ccﬁntries (that is India, Pakistan and 3angladesh) have carrisd cut
official debt renegotiations withiﬁ the framework of zan aid c¢comsortium urndar
the chairmanship of the World Bank, while Turkey's debts were renegotiated at
meetings of the OCECD Consultative Aid Group. The fundamental diffasrence
between Paris Club debt renegctiaticns and those conducted under the zuspices
orf z2id conrsortia is that the former are axclusively focussed cn dedt reliaf
whereas éhe latter only determine the proportion of due payments subjset t9

-

rescreduling of countriss' future fcreisn axchange needs; in the zid

comsertia, the creditors 2l30 beccme lsnders as they commit themselvas £

finarce 3 fature rescurce zap, linzked 55 the csuntry's davelooment jlans,



The Paris Ciud 1is the forum within which dedtor countries negotiate the
restructuring of public sector debt with their main creditor governments; the
debts restructured in this forum comsist of loans from the creditor
governments and private export credits, guarantaed or insured oy axsort credit

1

agencies in the creditor countries.

Although it has been functicning since 1956 and nas met on a large aumber of
occasions and rescheduled a vast amount of debt, the Paris Club is zan entirely
ad noc and informal forum, which has rno lagal statutes nor aven zny written
set of procedures or rulas. JAlthough no handbook describing the funciioniag
of the Paris Club exists, z number of procedures have evolved throughout the

years, which are to a large extent based on precedent.

The informality o¢f the Paris Club arrangements c<culd e potentially

s

advantagesous to developing countries in that it could allow - if so desired by
the creditor Goveranments - for major changse in the procedures and
particularly the terms of their operaticns to e implsmented =z2s3ily zand

quickly; here
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whose detailzad xnowledge of prewvious aegoﬁiations in the Paris Club and &their
outcome can cnly be obtained iadirectly (via the official
institutions which participats regularly as observers in the Paris Club, such
as the IMF, the World 3ank or UNCTAD or via =merchant banks advising them who

have participated or have knowledge of previocus negotiaticns or Sy information

l“

from other developing countries' Governments). Furthermore, 2ven for crediso
Governments, the lack of a technical Secretariat and of systematic written
analysis of features such as the terms granted in the Paris Club, as well as
the extent to which develoﬁing countries pave fulfilled their Paris Club
commitments, would seem to constrain scomewhat their ability to take informed

decisions.

Even though there are no written rules, debt renegotiaticns iz the franework

of the Paris Club follow a fairly standard procedure.

The Paris Club meetings are only ccavened abt the request of the debdbtor
countries. = (However, creditor Governments do use the cpportunity of these
meetings to review informally the situatlion of some debtor countries that have

previcusly reschedulad ian the Paris Club or are liksly to do so iz the nezr

future).

A common criticism that 2as frequentl Deen zade of &the 2zris CIubd

negotiaticons is that creditors have agreed t9 2z zmeeting only after the

external payments gzositicn nas detericrated to the point where Jayaent
arrears nave zalready 2merged and the outright suspensiosn of 21l debt-service

payments 3eem =mminent, 23 2reditor Covernments seem reluctant to create 2

orecedent fer other dedtecrs by nowin willingness 20 2anter debt
renegeotizations or orovide dept relisf (see, for axzmpla, C. Zardy, <p.cizi.
it the same %time, anany dedtsr a2duntriss have c<ften scught to sestpene their



initial request to the ?Paris Club for dedt rescheduling 23 long 2s possidle,
often accumﬁlating substantial arrears before making such a request; this is
partly because debt renegotiztions have hecome in recent years conditionzl cn
the country previocusly reaching agreement with the IMF and ‘developing
countries' Governments have on the who;g deen reluctant to enter zegotiaticns
with the Fund, unless their balance of payments has been really critical. A
further reason, not mentioned in the literature, why developing countries may
postpcne as much as possihle to requeﬁt a Paris Club =meeting, is that a debt
rescheduling may be seen by lenders - particdlarly private ones - to reflect a
decline of the country's creditworthiness, thus' making' it more difficult
and/or more expensive to raise new monmey in the private capital markets and

(6)

the export credit guarantee agencies.

The Paris Club welcomes the participation of all official creditors with
claims on the country seeking dedt relief, In practice, the different Clubs
of Paris tave been made up of OQECD Governménts with large claims on the
debtors, although some other Governments have occasionzally participated.
addition to the debtor ard participating creditors, the rescheduling aeetings
are alsc attended by observers from a number of interzational instituticns,

including the IMF, and usuzlly the World Zank and GNCTAD.

Paris Club meetings Ihemselves are verv brisf and matiers are resolved cuickly
(most rescneduling operations last only zabecut a day and 2 hal?). However, it

ras deccme standard practice (Zo wnien there hava Teen no 2axcentions since

1977) that as 2z preconditisn Zor the consideration Sy official crediisrs oFf 2

request for da2dbt reliefl 2y 2
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reached zgreement wiih the IMF invgiving the use 2 the Tund's rescurces iz

the upger credii iranczes. A3 is well ¥newn, She preocess o reacning such
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the rola of the Fund belcow).

Y

The first part of the Paris Club ameetings, is zattended oy all the parties
concerned. | In a aumper of Paris Clubs, representatives of privates banks
acting as advisors to the developing country Government entar the meeting as
part of the developing country delsgation. The representatives of the dabter
country's Goverument makes 3 statemeat for the record explaining the origins of
ts! problems, the adjustment measures being taksn and the teras of the rel
being sought. In some recent cases, the debter country has also'included a
detailed presentation of their development plans and the financing needs which
they will generzte. The IMF representative makes a2 presentation for the
record reporting on the country's short-term situation and-in particular the
ad justment programme, within the context of the upper credit tranche {inaneing
agreement previously reached with the Ffund. It is interesting to note that
representatives of the IMF atiending Paris Club wmeetings are often not
specialists in the country whose situation is being discussed, nor nave they
formed part of the mission which negotizted the rFund's credit zgreement with
the country; this seems rather surprising gsiven that the progress report

-

presentaed by the Fund pas great influence on the creditor Governments'

is that it is easisr for
2ly over starff from Washington). The Werld 3ank representatives then zakes 2
presentation for the record wnich mainly is focussed cn oroviding informaticn
-on the country's ocutstanding debt and reperting on its gropesed lcans and
¢redits over the c¢cming rears. Scmetimes :the 3tatsments znd sugporting
documents provided 5y the Weorld 3ank give 3pecizl zftanticn o the Jinancing

of long-Lferm invastment znd zssccizated rescurse trznsisrs,



In recent years UNCTAD has also usually amade a presentation stressing the
long-term developmeni programmes and financing needs of the debtor country;
this is‘scmetimes accompanied by technical notes con this sugject provided »y
UNCTAD. There then follows a period of questions pcsed by represeatativas,
mainly focussed on its! commitmeﬁt to.repay the debt.

Some of the iﬁformation provided to c¢creditors is not, as a rule, distributed
to observers. This has made it impossible for one of the observers (UNCTAD)
to evaluate fully the adequacy of the documentation for the analysis

undertakesn in the ?Paris Club.(T)

In the second part of the proceedings, the represeantatives of the debtor
Governments (including their private bank advisors, if any zare attending the
meeting) lsave the meeting, tut remain in the building. lepresentatives of
the creditor Governments discuss amcngst_themselves oroposals Jor the terms of
the debt relisf; these are presented on an informzl basis by the Crairman of
the Paris Club to the debtor country representatives, who conveyed to the
creditor Governments their reactions. Most of the negetiations cccur on this

infermal basis.

In the third part of the proceedings, all the sarticiparnts zmeet Iz a plerary

3ession where the general terms of the rescheduling agreement are announced;

; - i ™ - 3 - RIS,
ereditsr countriss. The izreed Minuiss zre zot 2ubliisked,




The Agreed Minutes speciliy the maturity of the debt to be ccnsolidatad, the
terms of the consolidaticn i.e. the period in which payments to be reschedulad
must fall due (called %he "consolidation pericd"), whether interest as well as
principal is to be ccnsolidatad, the amounts to be reschedulad as a2 proporticn
of total repayments and the repayment scheduls for the consolidatad debp; ig
pajments in arrearé are consolidated, the schedule is 2lso specifizd. The
Agreed Minutes scmetimes provide for an extension of the comsolidation period,
subject to the fulfilment by the debtor country of specified conditioms; in
other cases, the Minutes may only express the creditors! willingzess to

consider a future meeting &0 reschedule payments £falling due bteyond the

consolidation periocd.

While the proceedings of the Paris Club are speedy, they by no means imply the

end of the renegotiating process, as the agreements reached are not lsgally

binding. Their function merely determines a znumber of features (though not
all) of the debt rescheduling which are to Ye included In the bilateral
agreements which the debtor courtry must reach with ezch of the credictor
countries, and which are legally binding. The preblem is that considerable
time often celapses tetween the Paris Club agreement zand the signing of the
bilateral agreements. As 2 result, the entire dett rescheduling process -

from the moment the intarest to reschedule 1is expressed to the signing of the

last ocilateral agreemen: - zay Ltake ’*"m 12 29 18 months.(a) I? there zare
successive debt reschedulings, a3 Ytecame very Ireguent iz Lk eariy

eighties<9) the process a2y e an uninterruptad cne, with the lzast bilateral
agreement arisiag “rom cne rescheduling agreement Yeing signed cnly a2 Jew
weeks gr aven days Yefore 2 ?Pzris (Club 1eeting ts consider 2 sufseguent

rescheduling

The langthiness of the process of reaching 5ilateral agreements with creditsr
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countries arises from particular difficulties which sSeem to be fairly
. -
pervasive. These iaclude ke interest rate Lo be zpplied by 2ach crediser,
the currency of payment to 9be used and the reccngeilization of debtor arnd
craditor figures on the actual amounts £o Ye reschedulad. On the issue of the
interest rata to bYe charged, there i3 considerabls divergence among creditors
and -~ for some creditors - practice has wvaried frcm one debtor country to
another; in scme countries diffaerent interest rates apply to different
categories of debt. Creditor countries nave not reached agreement azmongst
themselves on upper limits for interest rates, on proportions of the subsidy
element cor even whether to use {ixed or fleoating interest rates. Recentliy,
there has been a shift towards more market related interest rates, as the
proporticn of subsidy bkas besen gradually reduced.(1°) The problez cf
reconciliation of figures arises even in the case of debtor countries with
sophisticated debt registraticn systems, but are naturzally much more difficult
for countriss with iimited debt registration systems, as are a large

proportion of the low-income African ones.

A further problem raised increasingly by debter countries (for example at tae

March 26th, 1984 meeting of the UNCTAD Trade and Develogment 3oard) is that
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IIT The role of the IMF in 2aris Club dett reschedulinzgs

the advisory role of zrivate hanks

a) The crucial
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The International Monretary fund plays a key role in %the Paris Club

rescheduling process, clearly very much underestimated by its officizl rols as

-—a

"observer® at the meetings. In cases involving countriss members of the IMF,

a condition for Paris Club rescheduling has come to be that debtor ccuntries

Teach previously an agreement with the Fund iavolving the use of the Fund's

resources in the upper credit tranches. There have been n
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practice since 1977.(11) (The situation was margirnally different in the earl
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seventies when for example Chils, in 1972, rescheduled its offic
the Paris Club without =ntering into a stand-by agreement with the IMF, but
instead made a declaration of iantent to the creditors on z;easures to be taken
to reduce the pressure on the balance of payments and to improve debt
managemernt which reflscted the result <f :HF studies and reccmmendations. It
has recently been reported(12) that Argentina would raise the possibility of
reschedulirg in the Paris Club, without previous agreement with the IMF).

Because an upper credit &tranche agreement with the IMF, is a pre-condificn fer
a Paris Club meeting, IMT condiiicnalitiy and practices are claarly ceniral o9
the rescheduling psrocess, and have 2 gsrofound influence cn  Sotka i1is!
preceaedures znd outscme.
It nas often been 3aid that Ffund condicionzliiy i3 orimarily sulited Zor

reducing the magnitude ¢? payments izmbalances arising from sexcess demand, I

therefsre 2zs teen argued :that the Fund aporcach i3 inzadequate Jor nsiping
overccme the dedbt proolams of many developing countriss, and sarpsicularly tis



low-income ones,

medium-term programme

exports or to reduce dependence on impaerts.

country’

high import content,
support the adjustment, with disbursenm
repayments linked to

investments would be concentrated

as

production structur

12

their more structural pature wmay oftsn require a
to increase productive capacity in order %o expand
A3 such a trapsformation of a

e pormally inaplies additional investaent with a

it may require a medium-term

E
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recent UNCTAD document

of

nericd than is

amount of countries, particularly

cial debt seems
(18)

that "the absence of suitable medium-term balance of payments adjustment

programmes supported by the IMF, with a2 more appropriate - yet no less

rigorous - type of conditionality, renders it highly unlikely that debt

rescheduling can adequately restores a country's capacity to service its dedt
A

in the long-term.

A closely related, more specific, issue arising from the link bdetween Paris

the consolidation pericds of

12 menths 30

Thack-Lo=0ack”

izmply that the
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no ccordinated effort during tie rescheduling exsrcises to increase the supply
of additioral firance in support of a medium~tera investment prograrmme. Such
costs are significaant for developing countries generally, but are particﬁlarly

large for small, low-income ccuntries with a shortage of skilled personnel.

There has been 1in recent years recognition for a2 wvery limitaed number of

countries that the debt problem requires a more long-term soluticn. In ta

[

case of one lcw-income country, Sudan, a special mesting of a consultative
group was held with tke purpose of providing an integrataed f{ramework for
analysis of the country's problemsch); explicit recogniticn was accorded to
the need f{or investment Lo increase the supply of <tradeable géods. The
details of a three year Iinvestment programae were reviewed, zand donors
provided indications of the amcunt of financial support they encouraged to
extend. When the Paris Club met a short time later, the creditors agreed upcn
terms which weré more favourable than in the case of other ccuntries that zad
resacheduled recently; to a csrtain extent, this more favourable rescheduling

may nave been influenced by the findings of the consultative group.

Furthermore, in two recent cases the IMF took the initiative in encouraging =
donor group meeting, which almest coincided with the Paris Clup =meeting, o
obtain pledges of emergency balance of payments assistance. The Fund used
this procedure BSeczuse the gountry's Jregamme under the agreement wiith ke
Fund did not appear lik=ly %0 Ze met, taking into acecunt prevailing lsvels of
of2icial capital flows 2and the debt relief liksly to be agreed in tie 2aris
Club.

It car be 3seen thus :that the IMF plays a2 kay anzlytical rals 2ot gnly iz
influencing the zmcunt of Zebt relief o Ze grzntad o countriss, tut z2lsc in

determining the need far zddizicpal Sinancial resources. To a2 cer<a




the agreement wWith 4he Fund pre-empts anv major znalytical rols that could ke

undertaken by the Daris Club. The Fund has often - in 1its' design of =2

country's adjustment programme -~ to arnticizats a successful rescheduling of
official and officially guaranteed debt 30 that the couniry’s external

accounts can balance during the period of the progracme. i3 a result, it has

cr

often occurred that in the course of the Paris Club mesting, c¢reditor

countrias accented 23 a bparametar the

i8]

esidual balance of payments gap

caleulated bv Fund staff, which was then divided by the creditors' estimate of

" debt service payments due to them, sao as to arrive at the proportion of them

to be consolidated, in their counter-proposal o the dedtor ccuntry. It is

o

mainly for this reason that the UNCTAD document quocted above refers to th

possibility of describing these Paris Club rescheduling as "co-financing™ of

Fund programmes.

As the link between IMF programmes acd Paris Club debt reschedulings has
become so close, it could also be argued that the IMF has de facto bdecome &k

main tachnical secretariat for the Paris Club!

finally, it should bde pointed outlthat the rola of the IMF is very crucizl at
all stages of the Paris Club. As has been mentioned, since 1977 Paris Clud
agreements involving Fund members ware all linked to arrangements with the IIf
and ian all of them menticn was xnade of
attached t2 the implementation of Tund programmes; in fact during the 1981-33
period in mnost of %the Paris Club Agreed Minutes it was specifiad %that Lhe
continued walidiiy of the zagreemert was pade dependent cn a2 country's
zaintainizg a satisfactory zagreement Witk Che
agreements, i1:is! centinued Talidity wes 3ade dependent cn thke couniry teing

able t3 zake drawings freom the Fund; :his zpproach nas since teen zpandened.

Turthermore, iz :those recent cases wnere 2 orovision of cenditicnal uture
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rescheduling was included, the conditices generally included the adoption of a
fund supported programme or continued =ligibility Lo draw under a Fund
programme. MGoodwill clzuses" (expressing the intent of creditor countries <o
convene another ameeting to consider the possibility of restructiag future
debt-service payments) kave been used with far greater frequency since 1981;
in all the cases where a "goodwill clause” was included, a cocudition for its

implementation was that the country ccnclude a new arrangsment with the

G

subject to upper credit tranche ccnditionality.

b) The role of the orivata banks

Private banks have been advising developing country Governments for over ten
years on a varisty of flnancial issues, with particular emphzsis on debt
recording, management and rescheduling. Most of the advisory éctivity has
been concentrated in Africa; bowever banks have also advised scme small Latin
American countries (e.g. Costa Rica and Honduras) ard some largs Asian coes,

like Indonesiz and Turkey.

It is difficult to obtaiﬁ detailed and, above all, systematic informaticm c¢n
the advisory role of private banks. Private bankers are con the wWhole
reluctant to offer detailad information on the subject, as this :ayhbe userful
S0 their competitors; furtbermore, scme devaloping countiry Governoments are not
Wwilling that the bdank reveals sven the Jzct that it is advising that ccuntry
(in contrast with other developing countriss' Covarzments which are keen £o

reveal that they have srivate tankers! advice).

Although =xact figures c¢? charges are not availzble, 15 i3 =avident that :the
J2es are extremely 2igh; in scme cases these Dzaes are finzanced cut <orf the aid

Sudget, of the industrial country where ke tank is Ddased. There dces ot



seem £o be a very clear policy on the use ¢f 214 ta finance these fees,.

The services provided by banks ts developing countriss' Covernments cover a
Wwide rarge of activities. An apparently mundane, btut actually very crucizl,
area 1s assistance for setting up debt recording znd wmonitoring systems; this

is particularly important in the case of many African countriss, where ¢
s b

152

ar
~a

o®

are serious omissions and inconsistencies in their debt recording systems.
The number of African centrzal banks with a coherent receording system and
up-to-date debt and debt service records i3 small - as showﬁ.by the discovery
of ™new" debts when rescheduling is under negotiation and/or debt cerisis
erupts. The onumber with coherent forward prcjections - especially cnes
including new vorrowings during the period covered by the orojection - is even
smaller.(16) Less widely xmown is the fact that private banks have extanded
their advisory'role to helping particular developing countries design their
adjustzent programme for bthe purpose of negotiating with the IMF, have been
involved in different capacities in the negotiations between the Fund aznd the
developirg country on a Fund credit, and are in several g¢zses acting s=s

advisors to Governments prior to and during Paris Club reschedulings (in

several cases, representatives of these banks attend the Paris Club zmeetings,

~
.

as Mzembers® of the developing countriss! delagztion
0iag S

The involvement ¢f industrial ccuniriss' oprivate banks in  develcping
countries! debt maragement seems Lo 3ome cbsServers Lo iaply z2r unnecessarily

nigh cost and %o involve an =addifticral potantially undesiradls axtarnzl

influence on zaticnal policy-making. 1Y 3eems necesszary o stress, zowever,
real or perceived, 2y developing countrvy Govermmzents for thed

taere are a varisty of factors wikich 3eem Lo contribute to e2xplain the
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relatively widespread use of private dankers'advice. A first set of fackars
is related to the excessive and apparently increasing complaxitiass of the dedt

rescheduling drocess itself. e are referring for example to the negotiaticn

of complex bilaterzl agreements with iadividua
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in many cases, debt reschedulings are so frequent (generating problems such zs
the renegctiation of previcusly renegotiatad dsdt). The complexity of the
reschedulirg as well as ts! Tfrequency creates ccatinuous rescheduling
activity in which'new situations are permanently arising; wnere knowledge of
precedent 13 of great importance. This relates to a seccond set of factors
which contribute to greater use of private bank advice. The lack of detailed,
timely information published or easily availlabls on the results of recent

similar debt renegotiations makess it atiractive to have advisors which have

ry

either participated in them or have detailed kncwladge o them.(17) This is
particularly Zimportant in the Paris Club, as there are no set of rules, the
agreements are heavily influenced by precedent (and therefore detalled
knowledge of precedent is perceived as an important bargaining instrument). A
third set of facteors is particularly relevant to small low income cournbries,
for example, in Sub-Saharan Africa, The general lack of skilled marpewer in
these countries, and the relatively 1locw priorityn the +whole given o
training personnel in the £ields of macro-eccnomics and externzl finapce izply
that zan insufficisnt numdber of nationals zare zwvailzbls L0 carry o;t ccmplex
and almest contiaucus =negotiations; Jurthermore, tLthere seems o De
insufficiant internaticral suppert in providing detailed information iz these
matters as well as conerete back-up for negotiations
support 2zs increased in recent years. Tor axampls
countries, the JNCTAD Secrstariaf 2as 2xscutad TNDP financed projects whese
ainm nad bdeen Lo assist the countriss inwvelved s improve their nacicpal 2e20%
Zanagement Sy 2stablisning an appropriate zeccunting sase and/or ccmputerising

their debt records. The zossibility of advice - on data recording - Srem

[ ] ~
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central banks with their own system effactively Pfunctioning hnas also been

fasufficiently explored.

Iv The scope and terms of ?z2ris Club reschedulinzs(18)

To a great extent, the scope and termas of debt relisf granted by Lthe Paris
Club in the early eighties (1980-33) were similar to those granted during the
second half of the seventies (1975-80) even thouzgh scme evidence of systemati

ckange can be detected.

As was the case in earlier periods, Melligible"™ debt for 2Paris Club
rescheduling was restricted to large officially insured supplisrs' credits and
government loans. This excluded from coasideration all unguaranteed trade
credits, commercial bank loans and leoans from multilateral filnancizl
institutions. This restriction did not present particular difficulties in the
past, but as the ccmposition of the deb§ of developing countries changed since
the mid-seventiss, it has limited quite severely the zmount of debdbt relief
that can be provided within the Paris Club framework. Of particular relevance
within the context of low-inecme African ccuntries 13 the exclusicn of short
term commercizl eredit arrears, even though it is nct evident that suck

<.

arrears could be easily regctiated within the Paris Club arrangements.

As was the case ia earliar pericds, durizng 1981-3, &the agreements 2alsoc
generally excluded official or officially guaranteed debdt with a maturity of

less than onre year., =

11
(4 3

ne early =ighties there wWere severzal axceptions Lo

this prineipls sither

0

overing arrears <n Jrizncipal, zs well 23 interest on

’.l

short-tara dedt or rescheduling sport-tarm dedt Palling due during the

¢onsolidaticn zericd,
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Most agreements in the 1981-33 period izcluded payments of both srincipal and
interest; there was in this area an increase i consistency ccmparsed with the

mid seventies when interest payments wWere oftan excluded.

0ffical c¢reditors have continued to be very reluctant in rescheduling
previcusly consolidated debt; however, during 1981-83, there were three czses

~

which rescheduled all debt, whether previously rescheduled cor zot.

The length of the consolidation period in the early eighties ranged from one
to two and one-third years, much as it had during 1975-30. It seexs
surprising that the average consolidation pericd during the early eighties

(1.18 years) was on average actually four months shorter than that for the

previous period (1.35 years). |More flexibility was howaver skown iz scnme

cass; in a recent case, creditors departed from precedent {0y agreeing to

reschedule debt service payments falling due ian a future pericd s¢ that th

(]
’ ,’

combined consolidation period would coincide with an EZFT arrangement with the

Tund.

As had been the case é,rlier, dedbt service payments esligibdle for ccnsolidzation
in the Paris Club were divided into two portisms: a larger one, usually ;ither
85% or 909 and the remainder (see Table 1), The tstal average maturity Por
the larger porticn remained practically unchanged in Lthe sarly sighftiss i7
compared with the 1975-80 period; hnowever, c¢n :hree cccasions {Sudan, 1683 and
1984, and Madagascar, 1984), the zaturity pericd (ranging 2rem 171 z2ad a Rz
to 16 yearsa) was considerazbly longer than 2ad seen custcmary iz the ezrlier
period (zee Tables 1)}, Furthermore, &:he average srace.geriod in 1381-33 was
longer than in the 2arlisr cericd, whils :ze repayment fericds were shortensd

(see Table 1); %this pushed deptt repayments Jurther ints the future :than had

Jreviously occurred, =ut will contridute I increased bdunching of 2arments

- =



Table 1 .

o .
Sumnary Yablo of Croditor moetings In Parls.
Dare Consolidaclon Percentage Grace Repaymont Arrears Repayment Good
Counvry Period Consoiidated Period Period on other will
reargan:sation| clauso
rera 11/19748 2 ys ¥ Q0% 3 ys 5 ys no no no
logo 0671919 1y 9 s 80% 2 y5 8 ms 6 ys yes no no
Sudan 11/1919 1y 9 ms 85% I ys 3Ims| 6§ ys 6 ms - yes 0o no
Zaire 1271919 1y 6 ms 90, 5 ys 5 ys & ms yes on praevious yes
Sicrea Loeone 0271980 2 ys ¥ 904 5 ys 6 ms 6 ys yos as schueduled yus
Nicaragua 1/ 1171980 .
Liberia 1271980 1y 6 ms 90% h ys 9 ms| h ys 6 ms no no no
Pakistan 01/1981 1y 6 ms 90Y% - - no no i yus
Voo 0271981 2 ys ¥ 85% I ys 5 ys 0o as scheduto yes
Hadagascar Oh/ 1941 1y 6 ms as5% S ys 3 ms| W ys 6 ms yes no yes
Cent Afr.fep | 0671901 1y 085Y% 5 ys W ys 6 ms yes no yes
Zaire 01/1981 2 ys 90Y, 5 ys $ ys 6 ms yes on previous no
Sencgal 1071981 1y 854 5 ys b ys 6 ms no no yes
Uganda 11/1981 ty 920% 5 ys 6 ms| h ys 6 ms yes no yes
tiberia 1271981 9 ms 90% ys 10.%ms} 4 ys 6 ns no no 0o
Sudan 0371982 1y 6 ms 90%, 6 ys 5 ys yes no yes
ftumania 0671982 1y 80y 3 ys 6 ms ] ys yus no -
Madagascar 01/1982 1y 85% h ys 9 ms| h ys 6 ms yes no yos
Hau bawi 09719482 1y 85% i ys 6 ms| U ys 6 m§ 0o no yus
Sencgat 1171982 1y 854 S ys 3 ms| U ys 6 ms no no no
Ugirnda 12/1982 ty 90% 5 ys 6 ms] 4 ys 6 ms no no yes
Costa ftica 0/1943 1y & ms 85Y% W ys 9 ms] 4 ys 6 ms yes no yes
Sudan 0271981 1y 100Y%, J6 ys 6 ms| 9 ys 6 ms yes on previous yes
Cuba 0371981 1y b oms 95% of princ. |2 ys 10 ms| It ys 6 ms no no yies
logo UYADTIES 1y 90% 5 ys I} ys 6 ms yes on previous yes
Zambia 0571981 1y 20% 5 ys h ys 6 wms yes no yus
Kominia 0571983 I ys 70% of princ.] 3 ys 6 ns 3 ys yes - -
Mexico 0671943 6 ms v0% 3 ys 2 ys 6 ms yaes no . yts
Cent.AlCr. Rep 01/1981 |y 9204 h ys h ys 6 ms yes no yes
Peru 07/1983 1y Q0% 3 ys h ys 6 ws no no yes
fcuador 0771983 1y 859 3 ys h ys 6 ms no no yes
HOrocco 10/19483 Py homs 854 3 ys 9ms| 3 ys 6 ms yes no yes
Ha Lanvg 1071981 Yy 05% I ys 6 ms h ys yes nu no
Niger 1171983 1y 20Y%, h ys 7 ms 4 ys no no T yus
Braczil NWADTIN 1y % ms 857 hys 10 ms N oys yes no no
Liberia 12719413 1y 0% 5 ys h ya 6 ms no no yes
Hadagascar 171940 1y 6 ms 0904, 6ys 3 ms| 5 ys 6 ms yes on previous yes
Sicera Leons 271984 Vy o0Y, 6 ys I ys no on previous yes
Ivury Coast 571984 Ty 1 oms 1007, S0% #n Sys b st 4 ys 6 ms yes 0o yes
Sudan 571984 1y 1007 v 8 yrs 8 ys 6 ms no an previous yus

1/ Ho agyrecmenl wies
# Sccand yuar conditionnal on  IMF
We Fiest porcentage ralates to principal | second o foteresy.
Mote @ Grace period starts ot Lhe beginning of vhe consotidation period,

reached,

sagyreement .,

. 8ource:

Agreed Minutes

UNCTAD Secretariat, based an

- ———
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during the repayment period. The treatment of the remainder, regardsd as a

down payment, varied substantially {rcm one case to another.

It 1s noteworthy that the repayment terms for rescheduled arrears were for the
whole 1975-83 period considerably aore stringent than for reschedulsd current
payments; for example, half of the amount of the arrsars covered by the
restructurings were to de repaid withian four years, -whereas the repayment o?f
rescheduled current payments was longer, with half of the total repayment rnot
due until six years after ccnsolidation. Furthermore, the repayment terms for

rescheduled arrears were more varied than for reacheduled current payments.

In all the agreements reached during the 1981-83, interest ratas were laft to
be detarmined bilzterally. There is a wide variety of practice in definirng

monetarim interest rates, by £%erent creditor ccuntries.

[ Rl

4]

A number of undertakings that were common in agreements reached the 1975-80
period became standard in the early eighties, For exampls, in the latter
period, almost 2ll1 the agreements izcluded an undertaking by the debter

country to renegotiate private debt, especially with banks, on comparabls

terms.



In examining the :agﬁitude o the debt reliasrf, it Iis useful ts say that, as
the recent IMF Discussicn ?Paper emphasises,(18) the Paris Club has "reflected
the creditors' view that debt relisf should not be provided as 2 venicle for
concessional development {inance but should be desizned to assist the debtor
bridze temporary foreign exchacge difficulties®, This approach 13 on the
whole ciearly reflected in the terms grantad in the 2aris Club, as cutlined
above, and in the fact that debt relief is often a very significant percent of
the current year's export earmnings or current account deficit,(19) but is a
relatively insignificant proportion of the stock of total external debt or the

medium term forelign exchange ceeds of the countries rescheduling.
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v Inereasing "debt-rescheduling a2ffsctiveness”

In evaluating the effsctiveness of sxisting ?zris Club procedures and the
impact on developing countries, it seems useful %o distingu*sh twWwo levels: 1)
significant changes in the parameters of the Paris Club and 2) small changes
through which rescheduling procedures could be laproved without a zajor change

in their parameters.

It  seems important to stress that there .are absolutely no legal cr
institutional arrangements which regulate Paris Club cperations. Therefors, z
change in its' terms of reference, i1ts procedures and the actual azmount of
relisf offered depends only on the political willingness of the creditor

countries, (this is a2 formal but potentially izportant point, not really made

in the literature).

There has been a2 long debate between debtor and credit countries, as well as

between intaernational institutioms invslved cen the znature of a desirzble
, . . 20 . , , .
debt-rescheduling ;rocess.( ) Perhaps the meost fundamental pcints that th

Group of 77 nave made is that the sharp distincticn between dedt relisl zn

n

develocment z2ssistzance shceculd be dropped znd .hay the a2mcunt

1)
L
r
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i
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debt relisf tzke zccount of the zedium-term develcopment p2rodlams of the

veat

Trade and Develccmen:t 3card ofFf UNCTAD :in September 1¢30; =:hais resoluticn



includes :the ocobjectives of internatioconzl action and a very broad operaticnzl

framework within which such action should take place.

The objectives contained in the agreed detailad features provide that

internaticnal action om debt problems of developing countries "a) should he

®

expeditious and timely; b) should enhance the development prospects of th

debtor country, bearing in wmind 1its' socio-sconcomic priorities and th

®

internationally agreed objectives for the development of dewveloping countries;
¢) should aim at restoring the debtor country's capacity to service its' debt
in both the short-term and the lcng-term, and sihould recognise the developing
country's own efforts to strengthen Lis' underlying balance of payments
situation ard d) should protect the interests of debtors and creditors

equitably in the context of international economic co-operation”.

The approval of these broad objectives and of a similarly generzl operatiorzl
framework seems to have had relatively little impact on the actual prcocedure

and terms of the Paris Club coperations.

The climate for accepting at least scme major changes in debt rescheduling
procedures and terms currertly =eems however zmore favourable, largely as 2
result of the widespread debt crises, their negative impact on déveloping
countrias' economies and their actual, z2s well 2as potantial, detrimental
effect on industrial countriss'! zsccromics. The la2zders of the seven major

industrial csuntriss' Govermments endersed in srineiple at
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Summit sne impertant change in the rescheduling process, when they statad that
they agreed 3¢ ... "In cases where debisr sountriss zare themseives zaking
successful eofforts 9 Improve their ppesition

, =2ncguraging 3Icre axtanded

aulti-y2ar rescheduling of commerceial debts and  standing  ready where

approoriatea to negotiate similarly in respect of dedbts o governments and




government agencies”. (ay underlining)

The factors that seem +to maks the adoption of important changes in the

parametars of debt rescheduling more likely for low-income countries are the

;

following:

a) Debt crises have in the early eighties become extremely widespread (as well
a3 increazsingly repeating the mse1ves in some countries). It is increasingly
recognised that to an important extent the problems of servicing the external
dedt of sé man} developing countries reflects profound charges in tﬁe world
economf and in particular in the functioning of the intermational fipancial
system, even though mistaken natiomal policiss have often ceontributed to
accentuata the problem. As a result, changes in debt rescheduling practices -
23 well as other pcssible changes iz the internmaticnal fipancial system - seen
to be necessary to nelp overcocme the severe econcmic groblams facing

developing countries.
P

b) There is an inereased perception that changes in debt rescheduling
procedures - as well as other changes in the interrationszl financial systam -
may not cnly be desirable from the point of view of the developing courtry
borrowers, but may alsc be in the ultimate intesrests of the in;u strial country

lenders, zs zore approvriakte procedures will diminish the risk of cpen defzult

.

- with their very negative impact ¢n these countries' fizancizl systams - ax
enhance the pessibhility of futurse profitable bHusiness activity with developin

countries,

e¢) It has become evident that in the s2ightiess, private sanking lcans cazrct
be expected Lo provide a zajor sourse £ firzance 3Zalznes of Payments!

deficits, aven for niddls inccme counitriss, as they did in 3ihe seventiss

-a



there 13 no alterrative obvious socurce of zmajcor sxparsion of new flows L9
developing ccuntrias operating at the moment. Yot trarnsiers to devalopi
countriss hnave beer declining, and have ia scme gpericds zand for some
developirng courntries even become negative.
and middle ianccme countriss - acquires particular izmportance iJ and while new
sources of external finance do not arise, to avoid very low lavels or even

pegative lavaels of net transfers.

d) The management of the debt crises in the early eighfies has provided
a'dditional’lessons and precedents, In the case of many of the more successful
private bank reschedulings durirng the early eighties (=2.g. 3Brazilian and
Mexican ones) debt renegotiation has been linked with negotiation for new
loans. In the case of one low-inccme country with a debt problem of several
years'standing, a consultative group meeting was held befare the Paris Club,
with the purpose of providing an integrated ~framework ~for zanalysing the
country's debt problems; this contributed t5 =more fruitful Paris Clud
negotiations and to more favourable terms agreed th in the case of other
low~income countries. These 2axercises in the earliy eightias would sesm (2
cenfirm the value- of putting debt rescheduling iz a2 breoader development
framework, and possibly linking it Lo discussicns of new flows. The lizk
between debt relief and new Ilcws nad gsrevicusly been rather sugessfully

established iz the ald conscriiz Zor India and 2akistan.




Glven these recent changes in the eccnomic snvircnment azd the gradual change
in creditor countriss! percepticns, it would seem that some or a2ll of the

.

following measures have a orocader base of support than ia the past. Although
linked, each of these measures could be easily adopted separataly; if several
of them were 2adopted, they would imply a significant change in the parameters

of Paris Club reschedulings.

i) Particularly for low-income countries, it would seem -appropriate to
discuss their emerging debt problems ipnitially in the broader context cf a
donor group, 2aid conscortium or consultative group. After a comprenensive
analysis of the country's proolems and future prospects, such a zuliilateral
forum could define the necessary acticn programme, which would iaclude
recommendation regarding tbé amount of rescheduling required, but coul& also
make reference to new firancial flows. Crediters meeting in the Paris Club
could carry out theif discussiors within the broader {ramework of the znalysis
and recommendation of this multilateral lorum, and could discuss in other or

21
the same forums commitments Lo new funds.( )

i1) Such a2 comprenensive analysis, which lays greater stress cn deyelopment
prospects and programmes of the debtor country, would seem to imply a greater

role {or the World 3znk and/or TNCTAD than is currently the case, It has been

(22)

n

suggested that the discussion of the ccuntry's adjustaent srogramme could
be carriasd cut jointly by the World 3ank and the IMF, wiih the debtor country

concerned.

1ii) There are 2 varisty of propcsals relating 20 the rols of the IMF in ihe

Paris Club dedt rescheduling process, which seem ia diffarent degrees =0



propose a lizmitation to the Fupd's curreatly overbearing influence cn these
proceedings. Perhaﬁs the most radical propesal in certain respects i3 that of
Chandra dardy, which suggests that "debtors should zot be required to concluds
stabilisation agreements with the Fund -prior to seeking debt relief, ,.. but
should ... tead present to its' creditors a programme that would ensbls the
debtor country. to maintain a minizum rate of.per capita income growth while

implementing policies to stabilise its' external payments positicn”.

If creditors coantinue to insist on prior adjustment arrangements with
interrational firancial institutions, =more modest alternative proposals (%o
modify IMF conditicnality and/or to enhance the role of the World Bank and
possibly UNCTAD in the definition of the adjustment and develcpmert programme)

could be implemented.

iv) There 1s increasing agreement, amongst all parties involved, of the
? b ’
desirability of multi-vear rescheduling, both of commercial and govermment
debts. (As mentioned above, this has had even some official endorsement Zrem
?
the leaders of the seven major industrial countriss). This apprcaca has also
received quite streng support from the official internaticnal flnancial

institutions. ZFor example, in the recent World Barck publication, Dedbt and the

Developing Countries, Jaruary 1984, it is said that ™the prospects for

adjustment with srowth would te 2nbanced i cereditor aaticrms and barksrs could

support medium-term resiructurinag plans - perhaps to gericds of up to five

years - from the start".

The expansicn of the consolidation geried izmpliad 5y such an appreach would
maks Lt rather inconsistent wisth 2 yearly IMF stand-oy (theugh 1t coulid ke
linked 5o future stand-cy agreements, 23 2as3 cccurred already i scme cases of

longer consolidation sericds, =2aven ‘Shough :hi 3eems zn unsatisizctor

-

~




arrangement). It would se@em nore logical to lirk 3 multi-vear rescheduling of
cfficial debt S0 2a zedium~term Jinancial programm:, Ore possibility, if
existing arrangements are to be used, would be linkage to the IFT; other more

(23)

innovative proposals would link multi-vear debt rescheduling with 2 oew

medium~-term IMF Facility<2u) er even a World Barnk programme lcan.

v) A modification of the "short-l=ashi™ approach implicit in lengthening

consolidatiocn periods could ©te complementad, particularly for low-income

countries, by an extension of maturity and zrzce pericds. As discussed above, -
there has already been a trend to somewhat increase grace pericds, and in a

limited amount of céses Lo significantly expand the maturity period.

Therefore some precedent already exists {for changes in this direction.
]

vi) Paris Club reschedulings should include a gesneral statement that, as =2
result of the total rescheduling process - including the bdilateral agreements
- the opresent discountad wvalue of the debt service should 1ot be

(25)

increased If not made feor all debtor countries, such a statement or rule

should at least be made explicit for all lew-income couniries.
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2) Smzll changes in Par

Zven without =major changes in the jaramsters of ?Paris Club reschedulings,
there zare z number of small acdilizztizns that gqould %e made o existing

sroecedures, which would mske them zcre agils arnd would maks the task ol dedt

crisis managesment sasisr Lo fandilz for 2ll gpartiss invelved.
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given ta clarifying the opractices and oprocedures followed by creditor

0

ountries in deterzining the iaterest rate on rescheduled debt; this iznplias
the possibility that more specific uniform criteriz coculd be evolived for
interest rates to be charged, either by all creditors for each developing
country that resczedules or &S0 establish cormon rules f&r the way each
creditor tracts different debtor countries. Ia individual negotiaticas, i
would seem simpler il the 1lssue of interest rate could aiso be settlad mzinly
or totally at the Paris Club mesting *:;elf.(ZS)

A second area to speed up the bilateral agreements would be to izprove the
flow of infermation between crediior countriss and the debtor country with
regard to individual loan transactions that benefit from government
guarantees., A pre-requisite would be to significantly update and £1ill ip the
gaps of records on current debt and the installation of debt

recording/monitoring systems in debtor countries. It would seem that this is

an 2area in which many low-income African central banks =zay need emergency

)
Ly
5
1)
3
b
x,

tachrnical z2ssistance, 23 in the training of personnel Lo operat

systems once installed.

Informaticn shculd zlso be significantly improved on the Paris Clud procedures
and the cutcome of the operaticns themselwves, dy making them doth mére tinmely
and mcre detailsd than current publications cn  the =zatter. A pericdic
publicaticn {2.g. every 3 or § aonths) could %e ccmpilad, which would zgive
details of the %terms (inecluding, i pessible interest ratfes) zgreed on 2
country-ov-country casis. Such 2 publication could Se =2asily =lladborated Hvy

- -a 1
the intarnaticnal

- R

tachnical stafS linkad to the ?zris Club iLtzeil cor By =on

[
]
Yy
H

instituticns which acttend 23 7Tcbsgervers” and which zlready publish 3ome

matarizl iz this f2=21d, though 2ot =23 deftailed and Irequent 23 woculd sesm 2

e required. I% would seem valuabls i greatar Srarspgarency was 2ppllad 213
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to intarest rates charged (as details about them are currenily
Finally, debtor countries have stressed the need for greatar
what procedures a debtor country could follow to accelerates the

export credit facilities.

not revealead).
elarity a3 to

restoration of

A greater transparency of the coperations may tend &to limit the advisory role

which merchant banks need %0 play (though not eliminating it).

The Governments of developing countries themselves should attempt increasingly

to pool together 1in a systematic wzy informaticn on their individual

reschedulings; in this respect, Latin American counitries seem to be taking the

lead, but this type of activity could be easily extended -~ particularly to

areas like Sub-Saharan Africz - where a large number of ccuntriss have similar

debt problams and are undergoing similar reschedulings.
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G.X. elleiner "The IMF =zpnd Africa"™ Canadian Journal

Studiss. March 1683,
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CNCTAD, op.cit.

See. "The Problams of lebt Surveillzance: .
to Seminar on Ixternal Jebt drodblams or Afrizan Countriss ia the ‘198Q's
12-23 Septemper 1982, Tunis, Tunisia.
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or 2 2ore detailad discussion of these izsues, see 3. Criffiin
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and 2. Creen African =Extarnal Debt 2and Development: A Rewview 2and

Analysis 198L.

This was a factor meanticned in interviews with dankers.

This section draws heavily on ONCTAD, op.cit and IMF, op.cit, which
provide a2 very useful I1f not complate scurse of informaticn. As
mentioned above, the IMF documents refers to the period till Cctober
1983. Table 1 in the text includes renegotiations from November 1973
up to May 1984, with details by country.

¥, op.clt.

In about 40% of the agreements in the 1981-83 periecd, debt re
represented more than 20% of exports in the year of the reschedulir
debt relief represented more than 50% of the current account defici
over one third of all debt restructurings, and exceeded it in
f£irth.

For a brief, but very useful overviaw of this debate, see Hardy C,
op.cit.

This type of apprcach reflects TNCTAD's positicn; it is interesting
that during interviews with some private barkers, with experisnce in
Paris Club debt reschedulings, they suggested a similar approach.

For example, in Hardy, C op.cit and GNCTAD, op.cit
See, for example, TNCTAD, cp.cit.

See, for example, the propcsal of "a special window" emergancy faciliiy
to be established by the Fund to provids additional resources &9
low-income countries facing severe adjustment problems, =zade in
UNDP/UNCTAD, op.cit.

This point {8 wmade, for example in Hardy C, op.cit, and in
Griffith-Jones S, and Creen, R, op.ci

A problem may be that a number of creditor ccuntries are bdound by
legislation as to the method of setting interest rates. See; T. Xlain
Renegotiating Develooing Country . Debt. 3CEA0 Seminar ¢n Debs
Mapnagement.




