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principal participants which has yielded the tentative
progress that's been made so far. The borrowing countries, the commercial banks, the governments in the
industrial countries, and the International Monetary
Fund (IMF) have all had to make tough decisions and
hard compromises. In particular, I think we should
respect the painful measures that have already been taken
and the sacrifices that have been endured by Mexico and
some other countries. Under IMF guidance, these countries have, by any reasonable standard, made impressive
efforts to adjust. But more hard work and political will
must be marshalled, and more new financing will be
required, before anyone can afford to relax.
Obviously, this concerted effort must go forward and
must succeed. But make no mistake about it. That can't
happen unless the IMF can continue to play the pivotal
role it has in binding together the different parts of this
effort. And the Fund will be unable to play that role if it's
starved of adequate financial resources and political
support.
Frankly, I find it baffling that there are elements in this
country, and especially in our Congress, who can ignore
the catastrophic effects that would result from not acting
now to make resources available to the IMF quickly.
Without the IMF at the pivot, the whole debt restructuring effort would be undermined, and needed new credits
would be blocked. Outright defaults could actually happen. In the longer run, the consequences could also be
grave. Debtor countries could be forced into disorderly
adjustments that would almost certainly include more

I feel certain that a great many of you here tonight—and,
in fact, thoughtful people throughout the business and
financial community—have been following the twists and
turns of the debt problems of the world's less-developed
countries (LDCs) extremely closely over the past year or
so. The press and other media have provided extensive
coverage. And there have been several excellent analyses
of how the debt problems came about, both in general and
for individual countries. Overall, I conclude that public
understanding of the current situation is unusually good,
given the enormous complexity of the issues at stake.
What I think is less familiar, and worthy of more
attention, is the discussion of what the world will be like
after the current emergency is behind us. We all want to
feel confident that, when something closer to normal
circumstances is restored, we will have built a stronger,
more resilient international financial system. No one
wants a recurrence of debt disturbances like those of the
past year. No one wants prolonged stagnation or inadequate growth in the developing countries of Latin
America and elsewhere. That would worsen our own
growth prospects and inhibit world trade. And prolonged
stagnation—as distinct from the temporary setbacks
associated with emergency adjustment programs—would
raise a greater danger of serious social and political
consequences in a number of the LDCs.
Managing the Current Debt Problems
Before discussing the postemergency period, I must make
clear that I'm not complacent about the immediate task of
completing the necessary debt restructurings and carrying
through basic economic adjustments. We have to make
sure we sustain the kind of concerted effort by all the
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protectionist measures, credit controls, price distortions,
and severe damage to local private sectors. It would injure
the world trading system and seriously impair the prospects for economic growth, not only in the debtor
countries but here and everywhere else.
The direct cost to the United States alone would be
enormous. Until last year, our exports to LDCs that now
have debt servicing problems had been averaging $50 billion a year—almost a quarter of our total exports. Already
last year, exports to these countries fell by over $10 billion (more than 20 percent), costing us nearly 300 thousand jobs and $1 billion in profits. How can it be rational
for this country to risk giant price tags like these in the future and oppose an increase in funding for the IMF (the
quota increase)?
I know that there are those who don't see it this way.
Some look at the issue entirely in narrow financial terms
and conclude that the IMF can squeak by without the
quota increase for the time being. That view is wrong, and
it misses the central point. In the absence of clear,
unequivocal support for the institution by the U.S.
government, including the Congress, the Fund will be
permanently crippled.
What's even more baffling is that, among those who
would cripple the Fund, there are people who claim to be
strong advocates of free markets. What they entirely fail
to see is that the IMF, in its efforts to get countries to
pursue market-oriented policies and to minimize the
hodgepodge of distortions that undermine economic
performance, is the best friend that market-oriented
people have in the kind of world we live in.
My strong sense is that the misguided opposition to the
IMF quota legislation, and the mischievous amendments
that undercut it, will not prevail. I believe that ultimately
the Congress will support the IMF and act positively to
meet the international responsibilities of the United
States. It is in both our immediate and longer-term
interest.

and political progress? I don't want to put specific
numbers on this, because growth potential differs from
one country to the next. But I am talking about growth
rates that would not be too far below the historical
experience of most of the countries before the debt
problems materialized.
It seems to me that it is certainly not impossible to get
that outcome. But we have to face reality. There are going
to be continuing constraints that will limit the scope for
expansionary policies for some time to come. We can
identify ways of easing some of these constraints and
softening their impact. And we can be heartened by more
optimistic developments lately in the industrial economies, where the prospects for higher growth seem to be
improving. But there still must be an extended period in
which the heavily indebted LDC governments are going
to have very little margin for error.
The most obvious constraint will be with respect to
external financing. Conventional commercial bank lending will be much harder to come by. In the first instance,
that would limit countries' ability to import. And lower
imports, particularly of capital goods, will hamper growth.
The natural question is whether that shortfall can be
replaced by greater official assistance from industrial
country governments. In my view, that is not likely. While
government officials have the will and resources to
provide temporary support in a crisis, there really isn't
much chance of legislatures going along with increases in
long-term official funding in amounts large enough to
significantly offset lower commercial bank lending. After
all, it was partly because of the difficulty of obtaining
official financing that borrowing from banks grew so
much in the first place.
Another question is whether the central banks of
industrial countries—in particular, the Federal Reserve—should provide large-scale infusions of liquidity
so as to ease credit availability for LDCs. Certainly, in a
crisis, central banks have a traditional responsibility, as
lenders of last resort, to insure stability. But any assistance of that sort must be strictly temporary. Central
banks simply cannot be viewed as a source of mediumand long-term financing.
So what's left? By the process of elimination, there are
really only two alternatives: Either funds will have to find
their way into LDCs through channels other than commercial banks, or borrowing countries will have to run
their economies in ways that make them less dependent
on external financing. In fact, the LDCs will have to move

Coping With Continuing Constraints
Suppose that we all do what we need to do in the short
term. Then, it's worth raising the question of what kind of
economic prospects the LDCs—especially in Latin
America, where the debt burden is greatest—can look
forward to in a couple of years, when the immediate
emergency is behind, but not forgotten. Can they return to
rates of economic growth that are reasonably satisfactory
and broadly meet their aspirations for achieving social
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