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SOLUTIONS TO THE DEBT PROBLEM

The poverty and economic dependence of the nations of the
Third World are an integral part of the present world economic
order. This is not because the resource transfers to the poor
nations are too small in quantity. More basically, it is because
these transfers take place within the context of a world economic
structure which leads all the time to increasing inequality.

At the international level, global economic recovery is
unlikely to take place in the foreseeable future so long as
the debt crisis continues to strangulate Third World economies.
Both western governments and creditors must share the responsibility
for the Third World's sudden indebtedness, which resulted in
part from historical circumstances and from the developed contries'
shifting to the LDCs of an excessive share of the burden of
ad justment to the world economic crisis. The banks have contributed
largely to the increasing indebtedness of the Third World by
imposing exploitative and extremely profitable terms of reschedulings
on short-term loans contracted at floating interest rates which
have remained high as a result of the recession and high U.S. budget
deficits. Many Third World governments —- particularly dictatorships
unrepresentative of their people but supported by Western powers
-- are also responsible for the current situation as a result
of large irrelevant or counterproductive investments they have
made or guaranteed.

In view of the eritical finesncial difficulties of many
developing countries, the creditor nations and institutions
should urgently consider specific short-term, medium-term and
long-term measures aimed at reducing the debt burdem of the
Third World. The aim of these should be to hold those responsible
for the current situation accountable for their actions (i.e.,
not place the burden on Western taxpayers and the Third World
poor ), while attacking the structural problems underlying the
present crisis.
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I. SHORT-TERM MEASURES
A. Debt Relief

(1) Debt rescheduling schemes should be revised for
both official and private debts. Overall, the framework of
debt rescheduling should be geared to the support of the growth
and development of debtor countries. A moratorium for at least
3 to 5 years on debt servicing of both public and private lenders,
including the conversion of a substantial part of the debt service
obligations into grants.

(2) The debt services should not be allowed to exceed
15 percent of the export earnings and the Gross National Product
(GNP) of poor countries. This would enable the countries to
obtain the much needed financing of structural ad justment programmes,
thereby improving their credit-worthiness.

(3) Partial cancellation of external debts of developing
countries, in particular the least developed countries affected
by natural calamities, especially the drought in Africa.

(4) The period for consolidating debt service due
be at least five years and repayment period for the consolidated
amounts be not less than 15 years, including substantial grace
periods.

(5) Measures against rising interest rates.

(a) the present levels of international rates
must be reduced to a level not threatening economic
recovery in Third World countries;

(b) accumulated arrears in interest payments,
especially those resulting from recent increases in
the levels of interest rates, should be either written
off or converted into grants as a way of reducing the
debt.

B, IMF Measures

The IMF should adopt the following concrete measures for
balance-of-payments support at an increased level:

1) Relaxation of its conditionality, taking into
account the current serious debt crisis; such measures as currency
devaluation often exacerbate rather than ameliorate the debt
crisis insofar as export earnings cannot increase significantly
over a relatively short period;

(2) A substantial extension of the present period
over which IMF contemplates adjustments required to correct
the imbalances; a period of 5 to 10 years at low interest rates
for such adjustment is required.



II. MEDIUM-TERM MEASURES

In addition to the short-term emergency measures discussed
in the previous section, certain action also needs to be taken
in order to erase the current debt in an equitable manner.
These include:

A. Fair Trade Practices

(1) The industrialized countries should remove the
protectionist barriers raised against Third World exports.

(2.) In addition, international action should aim at
promoting price stabilization for Third World commodities, taking
into account the prices of what they import.

B. Shifting the Burden of Adjustment

£1) If Western taxpayers are called upon to help bail
out the banks in some manner, they should be compensated directly
with commensurate ownership of those institutions; current stock-
holders, directors and managers should be dealt with a la Continental
Illinois.

(2) Rather than placing the burden of adjustment on
the Third World poor, responsibility must be placed on those
persons and institutions in these countries -- and their Western
counterparts/partners -- who actually borrowed the money, made
the investments and/or misused the funds.

III. LONG-TERM SOLUTIONS

The long-term solution to the debt crisis should include
new methods of international economic exchanges and cooperation
between the developing and the developed countries. Just as
importantly, however, the export-led patterns of development
encouraged in the Third World by Western interests must be changed
to emphasize greater regional and national self-reliance, parti-
cularly in food. Although Third World governments have ultimate
responsibility in this regard, immediate and perhaps primary
responsibility rests with Western aid institutions which help
shape development policies and structures. Aceéordingly, the
new strategy should emphasize the following:

+ strengthening bargaining power of LDCs

* economic regionalism

* increasing national and local self-reliance

+ changes in U,.S. and multilateral assistance policies

Each of these points can be carried out on a bilateral, regional
and global level depending on what is possible and desirable
in each casé€.
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A. Strengthening Bargaining Power

Recognizing the multi-national nature of resource transfer,
developing nations must find ways to incorporate certain safeguards
necessary to protect their interests, Priority must be given
to securing firm control over regional development banks and
increasing their voting power in the multilateral institutions
such as the IMF and the World Bank. In the absence of such
reforms, discussions of international development activities
in terms of aid, cooperation or partnership is dangerously mis-
leading. It will simply lead to reform proposals which are
inherently inadequate.

B. Economic Regionalism

A logical extension of economic regionalism is broader
Third World cooperation. This can take a number of forms:

(1) Promotion of regional and sub-regional trade which
would involve establishing trade promotion councils, subregional
credit and insurance systems;

(23 Establishing subregional development banks to
finance production, trade activities and debt payments;

(3) Establishing a variety of preferential economic
agreements -- possibly shipping, transportation, energy and
trade;

(4) Making a coordinated negotiating position with
special reference to tax rates on multinational corporations
and investment incentives to accord to them.

C. National Poli;y of Increased Self-Sufficiency

The fundamental concern of governments in the Third World
should be the structural transformation of their respective
economies and the elimination of poverty through the establishment
of new patterns of production and demand. These would maximize
the employment-generating potential of the economy, while simul-
taneously providing fairer shares for all citizens. They should
be designed to lessen dependency on Western markets, technology,
expertise and financing, so as to prevent a repetition or deepening
of the current deéebt erisis. In order to achieve this goal,
development strategies must be reoriented away from export-led
growth toward self-sustained, self-reliant development based
on agricultural production and the diversification of national
economic activities.

(1) Agricultural and rural development strategy.
The first priority should be given to diversification

and intensification of agricultural activities. Special emphasis
should be placed on food production for local consumption, as






