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TELEX

DATE: July 11, 1983
TO: (see attached list)

(A1l members of the House of Representatives)
Dear Congressman:
The House of Representatives will shortly consider legislation to
authorize an $8.4 billion U.S. supplemental contr%bution to the
International Monetary Fund (IMF). I would like to present the views

of the Business Roundtable on this very important topic.

The Business Roundtable believes an increase in IMF resources from the
United States and other IMF member countries is critical to the continu-
ation of a viable and ult’® :ely much I .thier international financial

system.

IMF financing permits borrowing countries to sustain imports while they
make the nect sary adjustments to their economies which will strengthen
t for the future. This is critical to American companies who increas-
ingly depend on developing country markets as an outlet for their goods and
services. Considering that one in six American manufacturing jobs depends
on sales to developing countries and recognizing that over 40 percent of
U.S. exports now go to the develo] g world, the importance of keeping
these countries solvent can hardly be exaggerated. While certainly

c Lt
short—t¢ ec Hmic welfare of the borrowing countries, without which

there could be no longer term stability.



The IMF has proved itself, over the years, to be a practical and
economic vehicle, designed to meet short-term balance of payments
problems. It is by no stretch of the imagination an "aid institution.”
The IMF helps stabilize markets and it contributes to overall

international political stability.

The Unit States govern nt, at a relatively low cost, exercises
strong leverage within the IMF, thus can insist on necessary corrective
actions by debtor nations. In fact, the United States as a major
shareholder, holds 19.5 percent of the votes and only slightly less
than the 20.65 percent of the IMF capital which it contributes. The
quota increase will guarantee the U.S.' traditional large stake and

responsibility in the international financial world.

Finally, the Business Roundtable views with some concern, proposals for
imposing unrealistic and impractical limitations on commercial bank
loans to foreign countries. Alongside the IMF, cor :rcial banks play

a critical role in providing substantial resources to de .oping
countries. 1In addition, restrictions such as requiring special loan
loss reserves would serve to diminish the amount of c¢1 Ilit available

to U.S. exporters while at the sz : time increasing the cost of such funds.



In summary, the Business Roundtable urges your support for legislation
to increase the United States quota in the IMF without imposing unne: ssary

restrictions on banks.

Sincerely,

Lee L. Morgan

Chair

Task Force on Inte 1itional Trade
and Investment

The Business Roundtable







































Pr >t enactment of this 1 3islation‘will be a
strong signal of U.S. resolve to assist the people of developing
countri ;3 in their struggle to improve their own lives. I
urge you and your colleagues in Congress to lend your strong

support to this important legislation.
Sincerely,

Ronald Reagan












Richard Still -2~ Jaly 19, 1983

such reductions to be contingent upon discharge (perhaps in stages)
of the reduced indebtedness by borrowers presently in de facto
default?

For example, if classes of receivables were reduced unilaterally
by international lenders for principal and interest purposes to, say,
80-85% of their present nominal amount, but contingent on payment by
all debtors, then:

a) Brazil, Mexico, Poland =+ al would have debt-service
relief currently;

b) Each would have a stake in the payment by others (not
unlike owners of cooperative units in residential housing)
for the ultimate discharge of their respective debts;

c) Failure in payments would cause the debt to be restored in
its pristine fullness. (At such a time, the harsh judgments
of the economy could be made concerning how such "receivables"
should then be accounted for .)

Ther could, of course, be several variants to such a plan. For
example, instead of reducing the principal amount o initio the
implicit "hit" against capital could be avoided by having the
reduction dependent upon meeting the condition precedent of faithful
discharge by all debtors, and with the interest reduced by, say, 80-
85% in the meantime.

Such a plan would, I submit, provide meaningful incentives to
debtors involved. Meanwhile, the judgments by several knowledgeable
obs r-vors as to the validity of these "assets" would be given effect,

at least in part. I refer to statements acknowledging the A« facto
defaults in esse by: President Reagan, Arthur Burns, George Champlon,
Paul Craig Roberts, Bill Simon, Congressman Jerry Lewis, editorial
writers for tne W=11 Str :t Journal, ditto for the Fimancia] Timees
(London), and vil.ually every other observor who is au. uaisectiy ur
indirectly within the employ of the international lenders.

i : .
Sincerely,
X

Stuart D. Root
SDR/1g









ONE PAGE SUMMaRY

RF+ DOMFSTIC SAVINGS AND FOREIGN LOANS

Postulates:

1.

(48]
.

The people's savings is the best source of capital formation.
Inflation, and expectations of it, are enemies of savings.

Depositaries receiving savings have a consummate duty to repay
deposits.

A system which is based on incentives to borrow is inimical
to savings and to maintenance of safe depositaries. The duty
to repay deposits becomes subordinated to other pursuits.

story:

Arthur Burns war :d in a stinging speech in 1978 of the very
perils we have now witnessed in 1982-83 re "country risk";
it is not a new "blindsiding" problem.

In spite of Burns' warnings, there was an explosion of
international incentives to borrow with such debt rising
from $340 billion in 1978 to $640 billion in 1982.

In 1972 and 1978 Chairman Burns also gave prescriptions for
stability in international finance, being mindful of maintaining
depositaries' ability to repay deposits.

Current Condition:

1.

2.

Numerous solutions are offered; among are those by Felix

Rohatyn, Peter Kenen, Albert Gaylord Hart, The Ad Hoc Commitee

on International Debt and U. S. Financial Policies, and Georgetown
University Center for Strategic and International Studies.

Many solutions, however, lack political support.

Essential Elements for a Plan:

1.

Relief from burden of compounding debt is essential to providing
incentives to repay.

Absent such relief, the debtors will face increasing incentives to
repudiate--as noted long ago by Lord Keynes.
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2. The fact that, notwithstanding Chairman Burns' warnings, the
"total volume of international debt of developing nations rose
from about $340 billion in 1978 to about $640 billion in 1982.
This increase of almost 90 percent over four years, even after
adjustment for world inflation, has outpaced the debtor nations'
real growth." (Statement of the Ad Hoc Committee on International
Debt and U. S. Financial Policies - January 14, 1983, as printed
in Canaveceinnal Rerard  Yol, 129, No. 21, February 25, 1983,
EXeonaiun Ui nowar s> vy Jer‘r‘_y Lewis, Ca'lifor‘nia.)

3. The retreat into the semantics of obfuscation. The foregoing
activities are blithely described as “recycling” funds. But
recycling means to take a substance of 1ittle use (e.g. scrap
metal) and make something of value out of it. In the present
case, however, the bankers' alchemy-has caused them to turn gold
into lead. The result is to forget that these funds (i.e. to be
recycled) came into banks as "deposits"; they went out with little
heed as to the borrowers' abilities to repay (and derivatively,
the lenders' abilities to repay their depositors). In other
words, the banks acted as depositories when they should have
acted as brokers. And to call this "recycling" is 1983 double-
think.

With the above to serve as background for my point of view or bias,
I now turn to the issue of what can be done (as invited by your letter of
February 15).

Set forth below is a chart which offers some historical perspective.

. represents the ingredients for international financial and monetary
stability as seen by Arthur Burns in 1972 and again in 1977 (at which time--
as noted above--tl magnitude and potential risks which we are pre: 1tly
observing were forewarned).2 The rankings in the chart below are those
given by Chairman Burns to these ingredients in his speeches from which
this comparison derives.

2Again, these summaries are taken from Burns, pp. 453-454, as to 1972; pp.
466-467, as to 1977.
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1972
1. Strengthening the processes of 3.
international consultation and
cooperation.

2. Responsible domestic policies
in all the major industrial
countries.

3. Domestic autonomy "so that no 1.
country would feel compelled
to sacrifice high employment
or price stability in order 2.
to achieve balance-of-payments
equilibrium."

4. Prompt adjustments of payments
imbalances.

5. "“[A] symmetrical division of 6.
responsibilities among surplus
and deficit countries" for
adjusting pa: :nts imbalances.

Evolution of world reserves
and official credit arrangements.

7. A diminished role for gold and
an increased role for SDRs as
reserve assets.

it the proper
role of reserve currencies."

9. Some form of dollar convertability
in the future.

10. ;rade to compliment 5.
vi1o¢

March 7, 1983

1977

————

A better framework of knowledge for
evaluating the creditworthiness of
individual countries.

(See 6 below.)

An assertive IMF for monitoring
economic policies of its members.

Support of IMF by national

govern 1ts without circumventing
the Funa by bilateral official
loans.

Countries with persistent payments
deficits need to adopt effective
domestic stabilization policies.

Non-OPEC countries with payments

surpluses probably should revalue
their currencies.

Avoidance of protectionist policies.
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4. More alertness on the part of
private lenders and bank
examiners to avoid "excessive
concentrations of loans in
individual countries."

8. Primacy of oil conservation
policies and development of
new energy sources.

9. Avoidance of a new round of
oil-price increases by OPEC.

The foregoing chart is useful in demonstrating how some things did
not change from 1972 to 1977; how some concerns evaporated during those
five years; and how other concerns emerged. Noted that in 1972 no concern
was (pressed about prudent lending practices; in 1977 this was Chairman
Burns® fourth priority. Note also that a significant change of mind took
place between 1972 and 1977 in respect of “domestic autonomy": by 1977
such autcnomy could be sacrificed in favor of stronger IMF intervention.

Now in 1983 we have new contributors to the debate--far more numerous
than I can synthesize. I offer two recent examples of thoughtful commentary,
one by Felix Rohatyn and the other the Ad Hoc Committee referred to in
paragraph #2 on page 3 above. Their suggested policy components are:

Dnhafvnz Ad Ha~ fommittee
*1. Coordinated, aggressive *]. Distinguish between countries
economic growth policies - unlikely to repay in the future
among Western nations that and those expected to earn enough
"Germany, France, Britain, , to repay rescheduled indebtedness.
Japan and the U. S. will Those unable to repay should be
have to agree on more deemed in default.

expansive economic and
monetary policies."

n
However, require domestic policy
adjustments as a condition of
future reschedulings.

2Rohatyn', Felix. "A Plan for Stretching Out Global Debt," Business Week,
February 28, 1983, pp. 15 and 18.

; noted below, I question the political feasibility of those marked "*".
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claim by the holders on a debtor's future foreign exchange earnings. (This
is similar to the Ad Hoc Committee's approach.)

[ have starred ("*") above those elements of these plans which are likely
to be the most difficult to achieve. Given this evalt :ion, and the residuum
of Arthur Burns' earlier analysis, I condlude as follows:

A. A revitalized international RFC, as proposed by Mr. Rohatyn, is far
too ambitious an undertaking. Besides the fears of the Ad Hoc
Committee about an explosive bureaucracy at the IMF would be
magnified under such a proposal.

B. Incentives for borrowers to repay are the key to any successful
program. To the extent the many extant proposals (e.g. Rohatyn)
ignore this essential element, they are harbingers of hopelessne
insofar as loans made by banks are concerned. The Ad Hoc Co ittee
recognizes the importance of this ingredient by focusing on "incentives
to produce and export" as desirable "major targets of the IMF."
The Georgetown Study also gives effect to this factor. To illustrate
further:

(i) Savings institutions record of safety and asset quality
depended, in many instances, on the incentives of homeowners
to pay borrowings so as to preserve their shelter--a primal
need. Hence the housing industry became an incidental bene-
ficiary of people-oriented savings institutions' use of funds.

(ii) The traditional commercial bank repayment incentive was
embodied in the "real bills" concept. By being short term
and related to identifiable cash flow, the borrower had an
effective incentive to repay (which permitted the banker, in
turn, to repay deposits). What has become the surrogate for
this incentive as cash flow became attenuated from loan maturity?
Obviously this was of major concern- to Chairman Burns in 1977.
Rohatyn also appears to recognize this problem when he writes:
"In a general sense, long-term loans are the province not of
the banks but of insurance companies and the public markets."
(Rohatyn, p. 18.)

”

ien the incentive to repay became diluted, e.g. with 90-95% loan-to-value
borrowings, savings institutions had to look to surrogates for this incentive,
such as VA-guarantees, FHA insurance, or more recently private mortgage
insurance.






The Honoratble Char es E. Schumer -9- March 7, 1983

[ hope that in the foregoing there are some ideas, perspectives, or
guiding principles which you will find to be of some use.
Again, thank you for your invitation to write.

Sincerely,

Stuart D. Root

SOR/1g

cc: Henry Reuss, Esq.









SUGGESTED TALKING POINTS FOR MEETING WITH

CONGRESSIONAL MEMBERS

I WANT TO EMPHASIZE THE IMPORTANCE I ATTACH TO PROMPT
PASSAGE OF LEGISLATION PROVIDING FOR THE U.S. SHARE --
$8.5 BILLION -- OF AN INTERNATIONALLY AGREED INCREASE IN

THE RESOURCES OF THE INTERNATIONAL MONETARY FUND (IMF).

SENATE HAS PASSED BOTH AUTHORIZATION AND APPROPRIATIONS
FOR IMF. ESSENTIAL THAT THIS LEGISLATION BE ENACTED NOW
TO ENSURE AGAINST FURTHER INSTABILITY IN INTERNATIONAL

FINANCIAL MARKETS WHICH COULD ERODE OUR OWN RECOVERY.

OTHER INDUSTRIALIZED COUNTRY LEADERS AND I AGREED AT
WILLIAMSBURG ON COMPREHENSIVE STRATEGY FOR DEALING WITH
INTERNATIONAL ECONOMIC AND DEBT PROBI 'IS. IMF IS PIVOI
IN THAT STRATEGY. IT CAN'T WORK EFFECTIVELY WITHOUT
THESE ADDITIONAL RESOURCES, WHICH MUST BE IN PLACE BEFORE

THE END OF THE YEAR.
THE MAINTENANCE OF A SOUND WORLD ECONOMY AND STABLE

FINANCIAL SYSTEM ARE ESSENTIAL TO U.S. ECONOMIC RECOVERY

AND VITAL U.S. FOREIGN POLICY AND SECURITY IN-_RESTS.

%)
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