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SPECIAL RESERVES —- THEIR ADVERSE IMPACT ON OVERSEAS LENDING

H.R. 2957, as reported by the House Banking Committee, authorizes an
increase in the U.S. quota in the International Monetary Fund. Unfor-—
tunately, the IMF provision contains a provision (Title II, Section 404)
calling for the imposition of special reserves agalnst lending to both
public and private borrowers in some countries. These reserves would
reduce the amount of credit available to finance international trade, and
make such credit more expensive.

These special reserves are in effect a write down of a portion of all
loans in a country because they are deducted from earnings, and do not
count as capital and surplus or as part of the bank's loan loss
provision. Therefore, for accounting purposes, this provision would mean
that any loan which is restructured or where additional borrowing is
necessary must be treated as a loss.

The purpose of a restructuring 1s to create a payment schedule that
the borrower can meet. The use of a restructuring as a trigger requiring
de facto write down is improper. Restructuring is not an uncommon
occurrence in both domestic and international lending, and the vast
ma jority of such loans are eventually made good.

Many regional banks have already withdrawn from international
lending. A requirement that restructured loans be written down
effectively would cause many more banks to shun restructurings that are
now taking place. Renewing or increasing a loan which would immediately
be treated as a bad loan for accounting purposes would place great
pressure, even to the point of shareholders' suits, on the board of
directors of even the largest participating banks. As the reserve
provisions are drafted in H.R. 2957, much of latin America, Africa and
Eastern Europe could fall under reserve provisions, and credit from U.S.
banks to the vast regions of the world could dry up.

The special reserves could not be included in a bank's capital or
surplus, as is the case with loan loss reserves at the present time.
Thus, imposition of these reserves would reduce bank capital at a time
when, with the urging of their regulators, many banks are increasing

lend to all borrowers, aomestic and international.

The bill requires that these reserves be imposed against all
extensions of credit to public and private borrowers, in a country deemed
to require special reserve treatment. This unfairly penalizes
credit-worthy borrowers. A great difference often exists in ability to
service debt even if the sovereign borrower is troubled. 1In fact,

Te: 2s would 1 required even if the loan were guaranteed by a U.S.
agency such as the Export—Import Bank or OPIC.



it year, U.S. exports to less—-developed countries experiencing debt
problens declined a startling thirty percent. Special reserves lmposed
against all extensions of credit would surely lead to a further decline
in U.S. trade to less—-developed countries, the most important growth
market for U.S. goods and services. Even while a nation is having
repayment difficultles, trade often continues and may expand as the
country moves into recovery requiring new loans.

The dollar amounts involved are huge. If broadly imposed, the
special reserve potentially could almost wipe out the earnings of a
m er of banks. Thils would, of course, cause them to retrench
dramatically from their traditional role as supppliers of credit to U.S.
international business.

For these reasons, the provision requiring special reserves should be
deleted from the IMF quota legislation. Regulators already have
sufficient powers to examine bank policies concerning bad debt reserves,
and regulators are exercising these powers with increasing vigore.
Reducing world trade through over—stringent banking restrictions will
¢ "y exacerbate the world financial crisis which they are intended to
alleviate. They would also surely make U.S. exports less competitive in
the international marketplace because of the increased cost of funds to
U.S. borrowers trading with less—developed countries.
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