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I. 1lntroduction

The last geueral review of international capital markets by
the bxzecutive Board was the discussion of SM/32/1U5 (EBM/82/1904-191,

b/3u/82). However, ilmportant aspects of this general subject were
discussed in the context of several subsequent Board papers. First,
EB3/82/194 (1u/22/82) 1/ contained a section on "The Financing Role cof
international Banks.” Second, the Executive Board, as part of the

of World Economic Outlook discussion, considered a staff paper (ID/83/2,
1/19/83) surveying trends and prospects in internationmal capital
markets and recent external debt developments. 2/ Third, the Executive
Board nas discussed most recently SM/83/45 (3/8783) 3/ dealing with
"Fund Policies and External Debt Servicing Problems"; moreover, one of
tne background papers (5M/83/47, 3/9/83) dealt specifically with
payments difficulties involving debt to commercial banks. Finally,

the general supject of the market's role and prospects as a source of
rinance for the developing countries has been touched on in Executive
Board discussions of several specific country situatioms.

tiven cthese circumstances, the present staff report is shorter
than those which have been prepared in recent years. Section II
briefly reviews capital market developments in 1942 and early 1983;
section IIl discusses a number of issues facing the market; and
section IV takes up the question of prospects for market financing
flows in 1983 and 1984, The final section (V) presents some
concluding opservations which may help focus the Executive Board's
discussion of tne subject.

Tne present paper will be accompanied by a background paper
which provides factual information and analysis on capital market
developments in 1982, macroeconomic factors underlying those develop-
ments and, in general, a discussicn of how such factors may have a
pearing on broad market developments in the current year and the
period just beyond.

1I. Vevelopments During 1982 and Early 1983

-

L. uverview

during 1982 real GNP in industrial countries declined, as
did the value of world trade (Table 1l). With inflation subsiding
in many cuuntries, real interest rates (calculated on an ex post
basis) remained nigh, even though nominal interest rates declined in
international markets. While this decline in nominal interest rates

L/ "Tne adequacy of Existing Arrangements to Deal With Major Strains
in the Loternational Financlal System” (discussed at EBiM/82/150-151,
Li/i9/82).

2/ Discussed at EsH/83/22-23 (1/31/83) and EBH/83/24 (2/2/83).

3/ EBM/83/27-2% (4/0/83).
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produced a sharp iuncrease in the funds raised through the bond markets
during 1982, this was primarily of relevance to borrowers from indus-
trial countries, as the access of non-oil developing countries to
international bond markets remained extremely limited in 1982,

By mid-19Y82, the continuation of relatively high real interest
rates, coupled with adverse developments in export markets, had contri-
buted to the emergence of severe balance of payments difficulties
for the largest market borrowing countries. Some of these countries
had become vulnerable to disruptions in normal bank lending not only
because ot their large dependence on banking flows in financing their
current account imbalances, but also because of the significant
increase in the proportion of bank debt which needed to be refinanced
every year. Following vigorous lending to non-¢il developing countries
during the first half of the year, the emergence of large-scale debt
servicing problems brought new pank lending to these countries to a
virtual standstill in the third quarter of 1982 (Table 2). Although
some lending resumed in tne fourth quarter as the crisis atmosphere
subsided, the 1982 total of net new bank lending to the non-oil
developing countries amvunted to less than one half of the 1Y81 total.

During 1982, the total of identified current account deficits
declinea in absolute terms for the first time since 1976 (Table 1).
For sowe countries, particularly in the group of non—-oil developing
countries, tihe reduction in their current account deficits was at
least in part due to financing constraints. These developments were
refiectea in a decline in total net new international lending through
banks and bond markets.

While the current account deficit for the group of non-oil
developing countries declined to $87 billion in 1Y8Z, compared with
51U8 billion in 198}, their net borruwing from international capital
wmarkets was equivalent to only 31 per cent of their current account
deficit plus accumulation of regerves. This compares with 46 per cent
in 1981, and 52 per cent during 198U. Relative to long-term borrowing
from ofticial sources, use of Fund credit, and short-term borrowing of
monetary authorities from othner monetary institutiomns, bank borrowing
assumed a smaller role in providing external finance to these countries
than has been the case previously. Horeover, for this group of countries
as a whole there was a substantial drawdown of foreign exchange reserves
by some $7 billion in 1v82Z.

weakness in global economic activity during 1982 resulted in both
4 relative and an absolute decline in oil prices, and a progressive
deterioration in tne curreut account position of the oil-exporting
developing countries. Ln the second half of 1981, these countries, as
d group, began to withdraw funds frow international banks to finance
thelr growing cuarrent deficits. By the third quarter of 1982, these



Table 2. External Lending and Deposit Taking 1/ of Sanks in the BIS Reporting Area, 2/ 1978-82

{In billions of U.5. dollars)

1982

lat 2nd Jrd 4th
1978 1979 1980 1981 1982 Qtr. qQtr. Qte. Qer.
Uestination of lending 3/ 80 125 160 165 EE) 20 30 25 20
Lndustrial countries 38 b9 96 99 S7 15 10 19 13
Uil exporting Jeveloplng countries 15 7 ] 2 3 1 3 3 l

Nun-oll developing countries 24 4 49 51 s 5 14 -
Ceatrally planned economies &/ 7 ;] 5 5 -4 -2 -1 -1 -
Interadational organizatlons and unallocaced b 3 4 3 9 1 4 4 -
jources o funds 3/ s 125 160 165 95 20 3o 25 20
Industrial countries 3 6o 103 [ 102 22 30 2 24
Uil exporting developing countrles 3 37 4] 5 -19 -1 -6 -3 -9
won—-oll developing countries 14 13 8 9 3 -2 4 -1 4
Centrally pldnnea economies 4/ 2 5 1 - 2 -3 1 1 3
Lnternational organizations and unallocated 3 4 7 1u 5 4 1 3. -2
Unange in net claims 3/ - - - — - - - - -
un industrial countries =30 3 =7 ~432 -45 -7 -20 =) -1
un oul exporting developing countries 12 -3y =35 -3 27 2 9 6 13
un non—ofl developing countries 26 41 42 20 7 10 i 2
un centrally plannea economies 4/ 5 1 4 5 -5 1 -2 -2 -3
[nternational organizations and unallocated 3 - -3 -2 [ -3 3 2 2

Sources: Bank for International Settlements; and Fund staff estimates.

1/ The datu on lending and deposit taking are derived from stock datz on banks’ claiws and liabilities (net
of redepositing among banks Ln the BIS reporting area) including an adjustment for valuatlon changes due to
excihange rate wovements. Data on adjusted flows are provided by the BIS, but the distribution of those adjusted
tlows among tlie major groups of countries according to Fund classifications is a staff estimate.

z/ Tne Bls reporting d4rea comprises all banks in the Group of Ten countries, Austria, Denmark, Ireland, and
switzeriand and the brancnes of U.8. banks in the Bahamas, Cayman Islands, Hong Kong, Panama, and Singapore.

4/ The preakdown by major ¥roups of borrowers (depositors) was derived from BIS5 data in the following manner.
for industrial eountries, gross claims (liabllities) were reduced by redepositing among banks in the reporting
area but increased by clalms on (liabilities to) cifshore centers. The latter thus were assumed, ln the absence
of the avallability of a country breakdown of the onlending from (deposit taking by) offshore centers, to repre-
sent lending to (deposlt taking from)} industrial countries. For the other groups of borrowers and depositors,
net claims (liabtlities; were taken to be equivalent to gross claims (liabilities).

4/ txcludes Fund member couuntries.

2/ Lending minus sources of funds.




countries had become the largest net user of funds from international
vanks (Taple 2), whereas as recently as 1980 the oll exporting
developing countries had been the largest net suppliers of funds to
the banks.

2. lnternational banking

a. Overview

The rate of growth in international bank claims 1/ declined
sharply to lU per cent in 1Y82, as compared with a rate of growth
of 2] per ceat in 1981, and an average rate of 23 per cent per year
recorded during 197o0-8U. In absolute amounts the 1982 net bank
lending totaled $9Y5 billion, compared with $i65 biliion in 1981
(fable ?, and Cnart 1), Tnis slowdown in lending was also accompanied
py an important shift in the composition of the borrowing countries.
Hlost seriously atfected were the centrally planned economies, as the
absolute level of bank claims on these countrieg actually declined
by $6 billion during 1982 (Appendix Table 1). 2/ This decline was
concentrated in the first half of the year, as the debt payments diffi-
culties which had ewmeryged during 1981, principally involving Poland,
appearad to have diminisned the market's willingness to undertake signi-

e e o o 4
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iending to all otner country categories. Wnile claims on industrial
countries accounted for about 60U per cent of the increase in total claims
in both 1981 and 1982, the relative share of c¢laims on non-oil developing
countries declined slightly in 1982 (Chart 2). Net lending to the non-
oll developing countries which had continued at a rapid pace through

the first half of 1Y82, came to an abrupt halt during the third guarter
as the market was severely affected by the sudden emergence of debt
servicing ditficulties in Mexico, Argentina, and Brazil. Only in the

fourth gquarter af lyr? did sgme landing to non—oil develaning countriag

LRALVR HLal s AU ARl A gy LANILE A s MLV LAV aLg couniries

resume, and tnen only on a moderate scale and primarily to countries

such as those in asia and Hurope which had not been directly affected
by the perceived regionalization of risk in Eastern Europe and Latin

America.

Reflecting the slowdown in the growth of banks' international
assets, the tlow of net uew depousits from almost all country groupings
dgeclined durinyg 1982 (Table 2). #ost striking was the turnaround in the
pusition ot the oil exporting developing countries. Iao 1979 and 1980
"iI/ As measured by the Bank for International Settlements (BLS) for
banks in the BI5 reporting area, which includes the Group of Ten
countries, Austria, Denmark, [reland, and Switzerland, and the branches
of U.3. panks in the Bahamas, tne Cayman Islands, Hong Kong, Panama, and
singapore. Tne figures cited here are net of interbank redepositing and
nave been adjusted tv remove valuation effects associated with exchange
rate cuanges.

2/ Hungary, which became a Fund member in mid-1982, is classified as
a non-oil develuping country,




these countries' deposits increased by about 54U billion in each year,
with a high proportion of their external assets being placed with
banks in the BlS reporting area. The subsequent weakening in the
current account position of oil exporting countries had resulted in a
slowdown in new deposits of the entire group to only $5 billion in
1981, and in a $1Y billion decline in their deposits in 1982. Nearly
half of the 1982 decline occurred in the fourth quarter of the year,
as both the volume and price of oill exports fell. Thus, in relative
terms the industrial countries pecame increasingly important as a
source of funds during 1982, even though in absoclute terms net new
deposits of tne industrial countries fell to $1U2 billion in 1982,
compared with $1l41 billion in 1931.

As a result of tnese developments in lending and deposit taking,
the net flow of funds from the industrial countries to the rest of the
world through the international banks increased marginally to $45 bil-
lion in 1982, compared with $42 billion in 1981 and only $7 billion in
198V {(Table 2). 1In addition, the $6 billion decline in bank c¢claims on
the centrally planned economies meant that these countries as a group
were also net providers of funds to the banks during 1982. The oil-
exporting developing countries, which had been important net providers
of funds to the international banking system in receant years, became
the largest net borrowers during 1982, The net flow of funds to the
non-oil developing countries remained high through the first half of
1982, totaling $17 billion. However, with the emergence of payments
dittficulties for the largest borrowers in the group during the second
nalf of the year, the net flow of funds to these countries slowed to
56 pillion during these six montns. ’

Data on medium—~term publicized international bank credit
commitments Iindicate a decline to $99 billion in 1982, compared with
Sl4b pillion in 1981 (Table 3). However, the 1981 figure includes
an estimated $5U billion in extraordinary commitments to U.3S.
corporations in connection witn takeover bids. When the data are
adjusted for this anomaly, total commitments were virtually unchanged
during the two years, while at the same time there was a sharp decline
in actual lending. Adequate data for the analysis of this divergence
are not yet available. The average terms of new commitments during
1982 showed only a moderate increase in lending spreads and a small
decline in the average maturity compared with 1981, despite a wide-
spread perception of increased risk in international lending during
1982 (Table 3 and Chart 3). Tuis may be explained by the reduction in
syndications for many of the countries experiencing the most severe
debt servicing problems. However, lending spreads on commitments to
developing countries increased significantly over the course of 1982
(Table 3). UVata on spreads must be interpreted with caution as they
do not reflect fees and charges; reliable and complete information on
the latter are not readily avallable.

Data on new commitments now available for the first quarter of
1983 indicate only a slight reduction in total comnitments to

$19,3 pillion, compared witn $22.1 billion during the same period of



Per
35

30

25

20

15

10
5

6a

CHART 1

NET LENDING THROUGH
INTERNATIONAL CAPITAL MARKETS, 1973-82

cent

GROWTH RATE OF INTERNATIONAL BANK CLAIMS'

+

e el . i - - e P e

In bil

lions of U.S. dollars

250

200

160

100

NET NEW INTERNATIONAL BANK AND BOND LENDING

International bond issues and placements?
Increase in international bank claims?

1973 1974 1975 1976 1977 1978 1979 1980

Theasured in U S dollars, far the years after 1976, adjusted for valuation etfects o1 exchange rate changes
Met of repayments. axcludes double counting due to banks’ 1ssuing and hotding ot bonds
3Ner of interbank transactions

1981

1882







N
o

10

40

30

20

10

100

80

40

20

1%

CHART 2
CONCENTRATION OF
INTERNATIONAL BANK CLAIMS', 1973-82

SHARE OF INTERNATIONAL CLAIMS IN TOTAL CLAIMS OF BANKS
t
r_ ”-/
SHARE OF CLAIMS ON DEVELOPING COUNTRIES AND CENTRALLY PLANNED
ECONOMIES IN BANKS INTERNATIONAL CLAIMS
S T T e PORT PL SR L RCPERTY
----- Non oil developing countries
-
Qit exporting developing countries
L
_____ Centrally planned economies” T
SHARE OF CLAIMS ON LARGEST NON-OIL DEVELOPING COUNTRY BORROWERS
IN TOTAL CLAIMS ON NON-OIL DEVELOPING COUNTRIES
——r———
Twenty largest
=
Ten 8rgest = = " T T e et e s aa s gmernen s T
i Two!argesr-""'"_"'--___________________.______. ----- -
1973 1974 1975 1976 1977 1978 1979 1980 1881 1982

TEvcignes interbank trapsac ens within e B reparting ares
-
<Esciudes Fund memner ¢ounires







CHART 3
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Table 3.

Hedium-Term Ioternational Bank Credit Commitments, 1978-1983

(In billions of U.5, dollars; and in per cent)

1982 . 1983
1973 1979 1980 1981 1982 Qtr. 1 Qtr. 2 Qer. 3 Qtr. & Qtr. }
Ilndustrial countries Sa.d 24.1 39,3 Ja.7 52.5 1.2 la,3 15.4 1.6 5.4
Jil exporting Jdeveloping
countries y.8 7.7 3.a 5.4 8.7 2.5 2.1 1.3 2.7 2.1
don-vlLl developlnyg counttles lo.o 43.2 32.9 45.0 37.0 7.7 14,3 7.6 1.0 1.9 1/
“er gLl exporiers (8.5) (12,5} 9.1 13.5) {Lll.5) V1.9 (6.5) (2.%) (0.8) (5,3)
dajut expurters of manulfagtuares tlu.8) (16,0 (l5,4) (19.8) (17.7) {3.0L) (5.9) (3.5) (5.2) (5.8)
wow—1iagome countries {U.3) (3.8) (u.3) (2.9) (.8 (0.1} (0,3} (0.3) (0.1} {0.1)
vznar net oil impurcers (b.9)  (lu.9) \7.7) (l0.1) \7.0) 2.6) {1.7) (1.3} (laa) {(0.7)
Lentrally planned economies 1/ 3.1 3.6 1.7 0.7 0.2 0.2 -— - - -
[nternarional orianlzacions
and unallocacea Ul Qen .7 u.l u.5 0.4 0.1 _ - -=
tutal Ta.l 9.0 BU.Y 145.9 98.9 22.% 30.8 24.1 2l.9 19.3
ferus vn medium=term loan commitments
average slx-monch Eurodellar
interbank rate (in per cent) Yo 12.0 15,2 1b.5 13.2 15.2 15,1 12,6 9.9 9.5 3/
Averaye waturlly Lin yedrs) 4.5 8.6 7.9 7.8 7.5 7.9 0.8 7.8 7.3 Toa 3
Avardyge spread (iln per cent) 2,98 J.Ta u.7u 2.70 0.79 .68 u.8! .81 0.84 eee
JkLd countties J.75 J.6u J.56 0.47 0.55 .56 .54 0.57 D.35 .
veveloping countries l.16 y.81 u.37 0.94 1.09 J.85 .10 1.19% 1.26 .
MemorTandum 1Cems:
snare Jr aon-oll developing
countries in new commitments 35.8 4.7 41.14 3.8 37.4 34.38 46.4 30.7 .7 61.7
wallo vt new Cummltments to
net bank lending .. 3.2 .0 88.4 104,14 110G.5 102.7 96.4 199.5 Ve

a9urces:
Markets ({or curwaellar race).

urganization £or Economic Gooperation and Development; aund Morgan Guaranty Trusc Company, World Fipancisal

L/ [pcludes ub$+.% biliion to srazil and US5$5.0 billion to Mexico as a result of rescheduling agreementa.

7/ bkxeluging Fund member countries
!/  January and February only.

el L]



lys. (Taple 3). towever, nearly half of the commitments during the
tirst gquarter ot 1933 were extended to !exico ($5 billion} and Brazil
{$4.4 pillion) as part of debt restructuring arrangements with commer-
cial panks in conjunction with Fund-supported prograws. Moreover,
commitments to tinese two countries account for about 3U per cent of
new commitments to non-oil developing countries in the first quarter
of 1Y83. Excluding new commitments to Brazil and Hexico, there was

a supstantial decline in the pace of total new lending commitments,
particularly tov non-oil developing countries. 7This result would be
consistent witn the expressed preference of the international banks

to substantially curtail their participation in medium-term syndicated
sovereign lending operations in favor of project— and trade—related
tinance and loans organized through private placements. While it
appears that the average maturity of new commitments did not change
supstantially during tne first quarter of 1983, there are indications
that lending spreads nave increased in the first quarter of [983, and
dre widening even for many industrial countries.

buring recent years outstanding debt to banks had grown rapidly
fur some of the larger developing countries which had relied heavily
on market rinance to cover their current account imbalances (Appendix
Taple l). uver the same period, there was also a general increase in
the share of bank debt maturing within one year (Table 4). While this
was an iwmportant trend for some of the large non-oil developing .
countries, it was even more pronounced for the group of oil exporting
countries. The maturity of outstanding bank debt of industrial countries
vutside tne BIS reporting area also shortened. While BIS data on bank
depl waturity are only availaple through June 1Y82, they iundicate that
there was a significant decline in the share of short—-term debt out-
standing for centrally planned economies in the first half of 1982,

regarding the efrfects of recent developments on the capital
position of the intermational banks, an examination of the aggregate
capital—asset ratios (and other observation ratios)} of banks in major
capital market countries reveals no uniform trend (Table 5). Horeover,
differeuces in tne national definitions of bank capital, the treatment
ot prudential reserves, and valuation of banks' assets precludes inter-
country comparisons of develupments. More specifically, greater
emphasis has been placed recently on write-offs and provisioning for
nonperforming loans in some countries. To the extent that retained
edarnings or capital are redesignated as specitic provisions, the capital
asset ratio will be reduced, reflecting that the deterioration in the
quality ot bank assets nas weakened the banks. However, the creation
of write-offs and provisions once such deterioration had occurred does
not imply that banks are in a weaker position than if they still carried
their nonperforming loans at full value. The data presented here would
ioply that problems of capital adequacy were not a generalized formal
constraint to international lending during 1982. However, uncertainties .
in evaluating the riskiness of many external assets has heightened the
marxet's awareness of potential problems of capital adequacy, and contri- .
puted to 4 mure cautious lending posture of banks. The relevant capital
ratio for banks In such countries as Canada, Germany, the Netherlaunds,




Table 4. Short-Term Claims L/ in Per Cent
of Uutstanding Bank Claims, 1978-82

(In per cent)

Vec. lec. Dec. Dec. June
1974 1979 1980 1981 1982

lndustrial countries {other than
Group of Ten, Austria, Denmark,

Ireland, and 3witzerland) 41.5 41.4 43.0 44,0 44,2
01l expurting countries 47.6 50,4 53.1 56,9 55.9
Wigeria 34.8 23.6 3l.1 33.3 32.8
Venezuela 54.3 61.1 58.8 pl.5 59.9
Jther 45.8 47.1 52.90 57.6 37.2
Non-0il developing countries 4a,7 43.2 45.5 46.1 46.8
S5ix largest borrowers 2/ 34.6 37.5 44,4 44.5 45.5
Argentina (5L.4) (51.5) (32.3) (46.8) (51.8)
Brazil (24.3) (29.3) (35.4) (34.7) (33.8)
Korea (57.3) (55.8) (02.3) (57.8) (537.0)
Mexico (31.8) (34.6) (44.2) (48.7) (50.0)
Pnilippines (50.0) (52.7) (58.1) (586.9) (60.5)
Yugoslavia (19.4) (23.2) (27.9) (28B.0) +26.0)
uther 56,2 49.2 46.9 43,2 48.5
Centrally planned economies 3/ 41.9 41,0 38.4 43,1 40.9
All councries bGad 43.8 45,6 47,1 47.2

Source: Bank for International Settlements, The Maturity Distribution of
International Bank Lending.

1/ HKemaining maturity of one year or less.
2/ As of end-December 193u.
3/  Excluding Funa mewper countries.
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Table 5. Capital-Asset Ratios of Banks in Major
Capital Market Countries, 1977-82 1/

(In per cent)

1977 1973 1979 1980 1981 1982
Canada &/ 3.40 3.27 3.16 2.98 3.46 3/ 3.65
France 4/ 2.36 2.08 2.43 2.22 1.99 ~  1.87
Germany, rederal Republic of 5/ 3.41 3.32 3.31 3.27 3.26 3.31
Japan b/ 5.28 5.12 5.13 5.28 5.25 5.03
The Netherlands 7/ 4.41 3.86 4.29 4.20 4.33 4.60
Switzerland 8/
Largest 5 banks 6.09 6.20 6.11 6.18 5.78 5.52
aAll banks 5.59 5.68 5.63 5.66 5.36 5.19
United Kingdom
Largest & banks 9/ 5.90 6.30 6.10 5.80 5.20 4.80
ALl banks 10/ 5.20 5.20 5.10 5.00 4.47 4.14
Unjted States
Largest 10 banks 11/ 4.17 4.06 3.93 4.01 4,19 4,93
Largest 25 baoks 11/ 4.52 4.4 4,29 4,36 4.53 5.09
Large banks with foreign offices 12/ van 4.58 4.47 4,49 4.54 4.62

source: Fund staff calculations based on data from official sources, as indicated in footnotes. .

1/ diven the problems of consistency across banks and over time in the accounting of bank
assets and capital, aggregate figurea such as the ones in this table mugt be interpreted with
caution.

Z/ Ratio of equity plus accumulated approprilations for losses (beginning with 1981, appro-
priations for contingencies) to total assets (Bank of Canada Review).

3/ The changeover to consolidated reporting from November 1, 1981 had the statistical effect
of increasing the aggregate capital-asset ratic by about 7 per cent.

4/ Ratio of reserves plus capital to total assets excludes cooperative and mutual banks
(Commnission de Controle des Banques, RaEEort).

5/ Ratio of capital including published reserves, to total assets (Deutsche Bundesbank,
Monthly Report).

o/ Ratio of reserves for possible loan losseg, specified reserves, share capital, legal
reserves plus surplus and profits and losses for the term to total assets (Bank of Japan,
Economics Statistics Monthly).

7/ Ratlo of capital, disclosed free reserves and subordinated loams to total assets.
Eligible liabilities of business members of the agricultural credit inscitutions are not
included (De Nederlandsche Bank N.V., Annual Regort).

4/ Racio of capital plus ressrves ro total assets (Swiss National Bank, Monthly Report).

3/ Ratio of share capital and reserves, plus minority Interests, Lo total assets (Bank of
Eﬁglandj.

lu/ Ratio of capital and other funds (sterling and other currency liabilities) to rotal
assets (Bank of England). Note that these figures execlude U.K. branches of foreign banks,
wnich normally have little capital in the United Kingdom.

I/ Ratio of primary capital to total assets {Comptroller of the Currency).

12/ Banks with assets of $1U0 millien or over-—in 1981 there were 190 such banks (Board of
Uovernors of Federal Keserve System, Federal Reserve Bulletin).




and toe United sStates iucreased during 1942, while for France, Japan,
switzerland, and the United Kingdom the ratio decreased. 1t appears
that banks domiciled in countries whose currency depreciated against
the dollar during 1982 tended to sufter deterioration in theilr capital-
asset ratios, as the domestic currency value of their international
porttoliv was intflated by exchange rate movements, but was not offset
by similar valuation effects on bank capital. 1t 1s possible that
valuation ertects could have caused banks to exceed their internal
country exposure limits in some specific cases, thus precluding new
Loans to certain borrowers.

B Interbank markets

The international interbank market is a short—term market which
operates in a rapid and informal wanner, often through brokers, with a
winimum of documentation. 1/ The customary role of international inter-
bank markets has been to tree individual banks from the need to match
deposits and loans to nonpanks on thelr own balance sheets, as the
market allowed rapid intermediation between banks with excess funds
and those with unfunded lending opportunities. Banks also have been
able to utilize the interbank market to adjust quickly the maturity
structure and currency cowposition of their portfolios in response to
warket developments. Banks participating in this market usually are
well kKnown to each other and, even though it has been customary that
certain panks tended to pe net takers of funds while others were net
placers, it is expected that over time a bank utilizing the interbank
warket 4s a tool of Liquidity management will participate in both
iending and borrowing operations. Differentiation between the perceilved
yuality of vurrowers nas been expressed in terms of credit limits more
than througn price discrimination (“"tiering”), as access to the market
was generally limited to banks of the first rank. As the international
operations of commercial banks expanded during recent years, foreign
pranciaes and subsidiaries of panks domiciled in some non-oil developing
countries began to participate in tiis warket, joining the major
panks trom industrial countries.

althoupgh data on interbank operations remain tragmentary, it is
KNOWNn Lndt a supstantial proportion of gross international bank claims,
perhaps two thirds to tnree feourths of the total, are actually inter-
bank credits. [t is also known that a4 large percentage oI these
interbank credits, perhaps as high as one half for banks in certain
countries, are petween different offices of the same bank. Although
there is no necessary linkage between interbank operations and final
lending, it appears that increased access to funding opportunities in
tne interbank market in recent years greatly aided the entry of many
panks——particularly nondollar—-based banks 2/-—into international
nperations, and especially the syndicated credit market.

1/ Transactions are agreed over the telephone, and confirmé&dby telex.

_E/ Banks neadquartered outside the United States, whose capital is
denominated in currencies other than the U.5. dollar. 5Such banks
typically nave limited access to direct deposits trom nonbanks in dollars.



vuring 1982, the interbank warket was disturbed by two different
developments. Continued economic weakness in the industrial countries
adversely affectea tne general quality of the dowestic assets held
by banks in major industrial countries. By mid-1942, there was a
snortening of maturities in interbank markets, and some of the banks
in major industrial countries with problematic domestic assets became
supject to adverse tiering (i.e., differential pricing) in the market
and limitations on their access. At about the same time, it became
apparent in tne course of debt restructuring negotiations that foreign
branches and subsidiaries of certain banks headquartered in non-oil
developing countries had peen utilizing short-term funds obtained in
interbank warkets tov fund medium—term domestic iending in the country
0! dowmicile. Moreover, it became evident that wany of the traditional
participants in the international interbank market had not been aware
ot the degree ot maturity miswatching engaged in by sowme of the wore
recent participants, nor of the concentration of sovereign and
transfer risk 1/ tne loan portfolios of these banks contained.

It also seems that many panks had not adequately monitored their
actual interpank expusure to other participants in the market once
tneir i1nternal lending limits were established. Horeover, in some
instances banks aid not include interbank exposure under their overall
country lending limits as they did not consider such operations as
subject to sovereigu risk. Tnere were several instances where, as
payuents difficulties emerged, banks headquartered in that country
rapidly increased tneir international interbank borrowing. Although
the rapid utilization of lending limits should have provided a danger
signal to banks from other countries participating in the interbank
market, relevant information often was either not readily available
or not regularly scrutinized. As the true dimensions of this problem
became appareat during 1982, many banks from developing countries
found their access to increased interbank borrowing severely curtailed
or eliminated. ¥xcept in certain specific cases, it appears that many
traditional market participants were cutting back unused portions of
their lending limits, rather than reducing their actual interbank
exposure, thus precluding further rapid increases in such exposure
witnout explicit review of lending limits.

In a number or cases, however, most notaply in Brazil,
difficulties in maintaining interbank exposure were an important
tactor contributing to the euwergence of external payments difficulties
durlng l¥82. HMoreover, access to interbank markets proved to be a
central element in tne negotiatious of various debt rescheduling
arrangenents in late 1982 and early 1Y83. Also, the turbulence in
interbank warkets during mid- to late 1482 probably added to the widely
noted reluctance of many smaller and nondollar—based banks to continue

_fL/ Transter risk refers to the possibility that an otherwise solvent
nonsovereign debtur will be prevented trow meeting international obli-

gations due to denial of access to foreign exchange.




to increase their international exposure, due to a heightened
perception of funding risk. 'The absence of these banks in new lending
was particularly telt in the syndicated credit warket where it made
the task of selling down of large credits considerably more difficulc
for the iead banks,

Ce Commercial bank debt restructuring

The prolonged zlobal stagnation of recent years, together with
nigh real interest rates in international markets, aggravated the
external payments situation particularly of the non—-oil developing
countries, and an unprecedented number of countries have experienced
severe external debt servicing difficulties. More recently, declining
0il prices have also weakened the balance of payments situation of
some of the oil producing countries. As a result, there has been a
sharp increase in the number of countries which have approached commer-
cial bpanks either for a formal debt rescheduling or for other forms of
debt relief. In certain other cases, the deterioration of the per-
ceived creaitwortniness of a country in large part was due to the
“contagion” effect of the debt servicing difficulties of other
countries in the sawe region, rather than any explicit change in the
economic situation of the country itself. The generally observed
snortening of the average maturity of outstanding bank debt over recent
years made a number of borrowers more susceptible to confidence
problems. Juring 1982 and early 19383, some 25 developing countries
completed or were engaged in negotiations for some form of multi-
lateral coumercial vank debt restructuring. As of mid-1982, this
group included the largest borrowers in international capital markets
(Taole b). By end-1932, tne total external claims of banks in the BIS
reporting ared on these 24 countries (excluding Liberia, which is an
orfshure financial center) totaled $20% billion, fully 20 per cent
of the total external claims of these banks (net of interbank
redepositing). For those major borrowers engaged in negotiating
restructuring artrangements during the second half of 1982, new lending
denerally appears to have ceased, or bank exposure even had declined,
at least until the conclusion of negotiations and the implementation
of the restructuring arrangement.

The number vf bank debt restructuring arrangements either under
negoctiation or completed since the end of 1981 is unprecedented; as is
the amount of dept subject to these arrangements. In many ways the
nepgotiations resemble earlier cases of commercial bank debt restruc-
turing. Banks remain generally unwilling to reschedule payments—-
particularly interest-—in arrears, Lo reschedule future interest
payments, or to restructure principal maturities at less than market-—
related interest rates. dowever, some of the recent reschedulings
dirter from previous cases in that banks have been willing to commit
tnemselves €o ingrease their net lending as part of a restructuring
drratngement. oorevver, typically this new lending was closely linked
Lo a progran supported oy the Fund. At present the total of such
commitments is estimated to awount to over 512 billion. 1In certain



Table 6. Developing Countries Ranked by
Debt to Banks, June 1982 1/

(In millions of U/.S. dollars)

1. HMexico E/ 64,395 40. Dominican Republic 2/ 881

L. brazil 2/ 55,300 41. Pakistan N 869

. Venezuela 2/ 27,249 42, Kenya 830

4. Argentina 2/ 25,305 43. Llibya 830
5. Korea 19,984 44, Nicaragua 2/ 796
b. South africa 14,125 45. Trinidad and Tobago 753

7. Cnile &/ 11,757 46. Zimbabwe 719
8. Philippines 11,365 47. Gabon 685
9. Yugoslavia 2/ 9,967 48. Syrian Arab Republic 644
lu. Greece 9,720 49, Zambia 2/ 608
11. Portugal 8,381 50, Paraguay 574
12. Indonesia 8,155 51l. Jordan 555
13. Algeria 7,728 52. Honduras 2/ 547
l4. nHigeria 2/ 6,714 53. Congo 542
15. Hungary 6,418 54. Cyprus 489
le. Kuwailt 6,274 55, Jamaica 475
17. 1Israel 6,126 56. Sri Lanka 470
18. Colombia 5,473 57. Papua New Guinea 412
19, Egypt 5,350 58, Niger 394
2U. Malaysia 5,309 59. Qatar 382
21, Saudi Arabla 5,268 60. Onan 365
Z2. Peru 2/ 5,216 6l. Guatemala 354
23. Thailand 4,79 62. Senegal gj 351
24. Ecuador 2/ 5,674 63. EL Salvador 3/ 348
45. Romania 2/ 4,469 64, Viet Nam 346
26. United Arab Emirates 4,449 85. Madagascar 2/ 317
27, Turkey 2/ 3,956 66. 1Iraq 3io
28, Morocco 3,712 67. Ghana 267
29. Ivory Coast 3,lel 68. Tanzania 251
ju. Iran 2,142 69. Togo 2/ 249
jl. India 1,577 70. Malawi 2/ 208
32. China 1,295 71. Mauritius 169
J3. Costa Rica 2/ 1,238 72. Burma 167
34. Sudan 2/ 1,146 73. Yemen Arab Republic 141
35. Jruguay 2/ 1,119 74, Guyana 2/ 137
3. Holivia 2/ 1,053 75. Guinea 136
37. Tunisia ~ 1,014 76. Bangladesh 126
3. Zaire J9l 77. Benin 121

3¥4. Jameroon 437 78. Botswana/Lesotho 104

Sources: Bank for International Settlements, The Maturity Distribution of
[nternational Bank Lending; and Fund staff estimates.

1/ Besldes the Fund member countries listed in this table, some 39 other
de;éloping countries are either classified as offshore banking centers or
theilr outstandinyg depts to HBIS reporting banks amount to less than
gsslut) million.

2/ Currently in the process of formal multilateral debt restructuring
witn commercial banks or has completed such a process since January 1982,
Liperia also completed such a renegotiation in 1982, however, it is not
included in the above table because of its status as an ¢offshore filnancial

center.
3/ Carrently in the process of a formal bilateral debt renegotiationm.




cases, commitments were also made by the banks to maintain a given
level of snort-teru exposure (includinyg intecrbank operations) to a
country in tue context of a restructuring agreement.

During 1982, international bond markets continued to expand at
the rapid rate first evident in the ftourth quarter of [981 (Table 7).
Wnile foreign bond issues grew from $2l1.3 billion to $25.1 billion
cetween lY8l and 1982, Eurobond issues expanded even more rapidly,
rising from $20.5 billion to $4o.4 billion (a 75 per cent increase),
This surge ot bond issues reflected a number of factors. From the
point of view of investors, the most important ones were the prospect
(especially for leonger term issues), the emergence of a positively
sloped yield curve in wost of the major financial warkets, and a con-
tinuance of high real yields on bonds. During some recent periods,
issues denoulnated in certain currencies (such as the U.5. dollar)
also proved attractive to bond purchasers when there was the prospect
tnat tihe currency would appreciate relative to other major currencies,

{ndustrial country borrowers dominated both the foreign and Huro-
bond markets. The largest foreign bond market issuers in 1982 were the
industrial country borrowers ($17.0 billion) and international organiza-
tions ($7.4 pillion). Taken together, these two groups accounted for
47 per cent of all foreign bonds offered (versus 94 per cent in 1981).
veveloping countries saw their shdare of foreign bond issues fall frop
b per cent in 1981 to only 3 per cent in 1982, With an increased
perception of risk, issuance of developing country bonds has fallen
particularly sharply since tune second quarter of 198Z. During the
July 1Y8l-February 1983 period, developing countries issued only
ylo¥ million of foreign ponds out of total issuance of $13 billion.

In the burobond markets, industrial country entities increased
tneir borruvwing from $21.7 billion in 198l to $30.2 billion in 1982.
AS 4 result of tuis hign level of issuance, industrial country Euro-
bonds rose to 87 per cent of total Eurobonds in 1982 from 82 per cent
in l¥8l. tven thougn total durobond issuance by international organi-
zations grew from $2.5 billion in 1981 to $3.3 billion in 1932,
tneir shdare of total nurobond issues actually declined from Y to 7 per
cent. Eurvbonds issued by developing countries rose from $2.2 billion
in 194l to 3.V pillion in 1Y82, During the second half of 1982, the
position of developing countries was somewhat stronger in the Eurobond
mArkets tnan in roreign bond markets. In the Luropond markets,
developing countries were able to issue a little over 31 billion during
tne July-uecember 1982 period. During January and February 1983,
however, there wds a sharp L[all-off in Eurobond issues by developing
countries, witn only 542 million being wmarketed. In light of the
financial market disturbances experienced in 1982, lenders showed a
strony preference tor low-risk investments. In the bond markets,
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Taple 7. Developments in lnternational HBond Markets, 1978-82

(In billions of U.S5. dollars)

1974 1979 1980 1981 1982
Net bond market lending 3u 33 8 37 28
By category of porrower
Industrial countries 19 22 20 27 4b
Vevaloping countries 4 3 2 3 3
dcher (including inter-
national organizations) 7 3 & 7 9

{In per cent of total)

By curreucy of dencmination

U.5, dollar 37 39 42 60 62
Ueutsche mark 22 20 22 o) 8
swiss rfranc 20 24 20 17 16
Japanese yen 13 8 b 7 5
Uther 3 9 10 11 g
(In per cent per vear)
Interest rate developmeats
Eurodollar deposits 1/ 8.7 12.0 l4d.4 l6.5 13.1
Vollar Eurobonds 2/ 8.5 10.1 12.5 l4.4% 14.5
Deutsche mark intermnational
ponds 2/ b.l 7.2 8.8 10.2 9.1

[ —_— ————

Source: Urganization for Economic Cooperation and Developument; and
LM¥, International Financial Statistics.

1/ Three-month deposits.
4/ Bonds with remaining maturity of 7-15 years.




these portfolio preferences led investors to concentrate on instruments
issued by entities in the industrial countries and by international
vrganizations.

Although a variety of new instruments were introduced in
international bond markets during 1982, there was also a resurgence
of interest in the use of tne traditional straight debt issues, since
these offered prospects ror significant capital gains based on expec-
tations of declining interest rates, On the other hand, borrowers
sought to replace some short-term debt by issuing longer term bonds,
[n the Eurodollar bond market, for example, straight debt issues
rose from 57 to b¥ per cent of total issues between 1981 and 1982.

Af the same time, convertible bond issues fell from 10 to 3 per cent

of the total marxket, and floating rate notes continued to account for
approximately 30 per cent of the issues in the Eurodollar bond market.
Une major new instrument introduced during 1982 was the "partially

paid” bond which allowed purchasers to defer payments on boud purchases.
These bonds dattracted investors who anticipated declining interest
rates. In addition, there was extensive use of intevest rate swaps

thatr involved the exchange of fixed rate debt for floating rate debt.

vespite the sharp upturn in the level of bond issuance, there was
no major lengthening of maturities In the international bond market,
due to an apparent lack of investor demand for longer wmaturity issues.
In many wmajor financial markets, there was a shift of funds out of both
shorter {less tnan 5-year maturities) and longer term instruments toward
medium-term {(b-lU year maturities) instruments. The average maturities
of the instruments used in the Eurobond markets remained in roughly
thne 7-Y yedr range tnat has prevailed during the last few years.

ILL. Issues Concerning the Markets

in general, panks in industrial countries appear to perceive the
present situation as a time for a careful stocktaking and perhaps
reassessment of their domestic and international growth and lending
strategies. om balance, this attitude of banks is not entirely or
pernaps even primarily a reflection of the emergence of international
debt problems, altnough this is certainly one of the important factors.
wnile banks——and banxk supervisors——have perceived a decline in the
quality of banks' international assets, there is also widespread
coucern that tne economic prublems of industrial countries and the yet
uncertain prospects for a sustained recovery have impaired the quality
of banks' domestic ussets as well. Indeed, in a number of countries,
pdnks and their supervisors have felt a need for substantial write-
vfrs and provisioning against domestic lending risks. Banks' behavior
in this regard is largely dependent on the tax treatment such actions
are attorded. Preliminary indications are that banks in a number of
countries nave added substantially to loan lnss provisions against
buth womestic and Lnternational lending. Sucn provisioning was aided
by the bauks' improved earnings.



Adding to the concern of banks and supervisors about the
quality ot assets is the relatively high concentration of sovereign
and transfer risks amonyg some of the large money centar banks. For
example, the Individual exposure of suvme of the largest U.S. banks to
one Or more of the three largest sovereign borrowers currently engaged
11 debt restructuring is well in excess of 5U per cent of each bank's
capital. wyuite aside from the prudential concerns of banks' managements
and their shareholders there are indications that, in some countries,
pank supervigors intend to press for an increase in capital of banks
with strong exposure concentration.

The rapid asset growth of international banks over the past few
years, and tne need for increased provisioning against both domestic
and international risks, has increased concern about capital adequacy
amonyg the banks themselves, even in countries where no formal super-
visory capital asset ratios exist. HMoreover—--as already mentioned
apove-—for banks whose international assets are largely denominated
in dollars, put whose capital is denominated in the national currency
or the pank's domicile, the rise of the dollar in 1982 against many
national currencies has tresulted in an increase in the balance sheet
value of dollar—denominated assets relative to banks' capital funds,
Despite some recent strengthening, the bank equity market has remailned
generally weak and this has made it difficult and expensive for banks
to increase their capital base through share issues. At present few
banks are rormally constrained in thelr domestic and international
lending activities by considerations of capital adequacy. However,
the generally perceived decline in the quality of bank assets raises
concern about capital adequacy and contributes to the banks' current
cautious attitude toward further asset growth, particularly of less
profitable loans. This attitude is reinforced by concerns that new
sources of bank capital will not become readily available during the
next few years. Against this background, bank supervisors in many
countries have encouraged banks to strengthen their capital asset
ratios by increasing retained earnings as bank profitability improves.
In sowme countries, however, banks were able to improve their capital
positions through the issuance of subordinated debt.

Tne perceived funding risk nas increased for many banks, primarily
reflecting developments in the interbank market, which was seriously
disturped toward the end or 1Y8Z2, in part because of domestic diffi-
culties ot some U.S5. banks and partly because of debt rescheduling
issues. Funding risk refers to the possibility that the market
perception of the financial stability of a bank deteriorates to such
an extent that it may no longer attract Liabilitles sufficient to
match its assets, or that it may do so only at a loss. For major
participants in the market, tiering and access questions appear to be
largely resolved by now. However, growth of this market has slowed,
as banks which nave been net placers in the market are finding the
margins no longer commensurate with the sovereign and transfer risk
involved. It appears that banks from most developing countries will
continue to find their access to this market limited, and even major




nondollar banks remain concerned gbout possible future disturbances in
the interbank market. Moreover, some of the banks' international
short—term dassets were converted into medium— and longer term loaus as
part of such rescheduling operations and they are trying to adjust
toeir funding with a view to reducing the increased maturity mismatch.

Banks in some countries have proceeded--in part encouraged by
their supervisurs—-—to reduce their own funding risk, particularly in
foreign currencies, by issuing medium-term floating rate debt. As
interest rates peygan to decline in 1982, some banks were able to
obtain medium-term floating rate funding by issuing fixed rate
opligations and swapping the proceeds with a nonbank borrower which
nad 1ssued fioating rate debt. Many of these so-called interest rate
swap operations were also combined with currency swaps. Banks whose
tixed rate dept instruments were well accepted in the market have
veen able to use this technique to obtain floating rate funding until
recently, at very favorable rates. Even though these operations are
innovative, and uave assumed some lmportance as a source of medium—
term fdndlng for 4 number of international banks, it 1is expected that
their role will be limited in amount and duration.

The sharply increased number of countries experiencing debt
servicing dirriculties since mid-1432 has forced banks to make diffi-
cult decisions regarding their participation in debt restructurings,
often involving rormal multilateral rescheduling of debt from official
and/or private sources. Recent exercises which have been carried out
in conjunction witn the impleuwentation of Fund-supported adjustment
programs have often required the conmmitment of substantial flows of
new lending and thus will increase the banks' exposure to problem
cases. Honey center banks with very large exposure and with a long-
standing involvement in the countries experiencing difficulties are
particularly aware of the need for banks to support the adjustment
efforts wnicn are peing undertaken. In most countries, supervisors as
well perceive that continued net banking flows to countries with Fund-
supported programs will improve the quality of existing bank assets.
[n general supervisors see no contradiction in encouraging such
flows while at tne same time requiring the establishment of gpecial
ioan loss provisions for sovereign risks.

vonsideraple uncertalnty exists in the market however about the
pehavior of smaller, regional banks or banks with relatively small
international exposure and often limited international experience.
In the aggregate, such banks already hold substantial international
assets, su tnat any reduction in their exposure or even net lending to
a4 country could seriously aggravate the palance of paywents situation.
[o tne extent tnac tnis occurs, the situation of banks with very
large exposure to a particular country will become increasingly diffi-
cult as tney are eitner rorced to conmpensate for the withdrawal of
other banks by turtuer increasing tnhelr own exposure or else face a
serious impairwment of the quality of their assets.



As part of the rescheduling efforts in a numnber of major borrower
countries, a very large number of banks have linked tneir new lending
decisions, often gquite explicitly, to the existence of (and adherence
to) a program supported by the Fund. This has brought Fund-supported
prugrams under closer scrutiny by the financial community and, at the
same time, has made the successful implementation of these programs of
greater importance to both the lenders and the borrowing countries.
any perceived failure of programs with major borrowers could mean that
net banking flows in 1983 tu those countries, and in aggregate, may be
substantially reduced.

The rescheduling operations already agreed or which are close to
conclusion generally have peen welcomed by banks, as they have removed
a degree of uncertainty from tnhe market by regularizing the balance of
payuments and debt service situation of the countries involved. On the
otner hand, a number of banks are councerned that in many of these cases
they may be approached repeatedly to further increase their exposure
if countries are not able to make adequate progress in adjusting. In
considering their future actions, banks are taking into account not
only the likely course of events in the borrowing country, but also
the likely reaction of their own stockholders and their supervisors to
continued lending to problem cases. Banks also are worried about the
likely reaction of uther banks to further requests for new lending, as
a "breaking of ranks” would endanger the quality of their own assets
and/or require even larger increases in their own exposure.

Uncertainties about behavior of other banks adds a new layer of
risk for the banks' assessment of lendlng to countries which are not
themselves affected by debt servicing problems, but which would be
vulneraple to any sharp curtailument of bank lending flows. Following
the events in Eastern Europe and in the Western Hemisphere, the banks'
perception of regional risk in crisis situations has sharpened.
Increased awareness of sovereign risk and the possibility of the
emergence of regional debt problems in other parts of the world make
it uniikely that a revised lending strategy would involve an accelera-
tion of flows to areas of the world not directly involved in present
debt rescheduling exercises.

Une effect of recent events was, that as part of the reschedulings
for major couantries, banks becaus wmuch more aware of other banks'
lending strategies and exposure to various sovereign borrowers. More-
over, in some cuvuntries banks were required to disclose their exposure
dalso to their shareholders. 1n addition, international debt issues
have also pdined the attention of the international press and even of
national legislatures. All this has resulted in a wide dissemination
of information previousliy available only to supervisors. Iloreover,
supervisors in some countries have asked for more detailed submission
of information on banks' exposure, generally on a consolidated basis--
i.e., including lending by branches and subsidiaries. It is diffi-
cult tu assess what result increased reporting requirements and

neightened public concern with issues of international lending will




nave on panks' lending posture. Lt is likely, however, that closer
scrutiny of international bank lending by supervisors, shareholders,
and policymakers will add a further note of caution to the interna-
tional lending plans of banks.

IV. Prospects for 1983

" The assessment of prospects for international lending in present
circumstances is particularly difficult and subject to more than the
usual uncertainties. Banks are primarily concerned about the high
degree of uncertainty regarding the strength and timing of the expected
economic recovery in the i1ndustrial countries as this affects directly
the guality of tneir domestic assets. Moreover, the pace of the
recovery is also crucial for resumption in the growth of export markets
and tnus fur the pertormance vf banks' international assets as well.
Continuing large fiscal imbalances in certain industrial countries
nave also given rise to concerns regarding prospective interest rate
developments. At the same time, much will depend upon the success of
the major debt rescheduling exercises, almost all of which form an
essential element of a Fund-supported stabilization program. As
already mentioned, panks are currently committed to some $12 billion
in new medium—term lending to a group of developing countries which
4are engaged in debt reschedulings. This compares with net bank
lending to this particular group of countries of $1U billion in 1982
and $£8 pillion in 198l. Therefore, successful implementation of the
rescheduling programs will have a very large impact on the banks'
international lending over the near term.

Lt appears that banks have been undertaking a basic re-examination
of their international operations, especially regarding their participa-
tion in syndicated lending to non-oil develeping countries. This is
particularly true of smaller and nondollar—based banks which had been
increasing their international exposure at a very rapid pace Iin recent
years, in part as these banks have become ceoncerned over funding risks
in the interbank market. More generally, banks recently have come
under increased public scrutiny, while bank supervisors have placed
renewed emphasis on 1ssues such as the adequacy of bank capital, and
provisioaing against sovereign risk. Against this background, it
appears likely tnat for the near term banks will continue to take a
cautious approacn to cross—border lending in general. Banks which do
not consider international lending to be an integral part of their
operations may even wish to end their involvement.

sanks appear to perceive that there has been an excessive use of
geuneral purpose syndicated credits on warket terms to tinance the
current account deticits of developing countries. Thnere are also
prowing concerus regarding the amount of syndicated burrowing which has
been undertaken by some of tne smaller industrial countries. These
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perceptions have been strengthened by the widespread expectation tnat
interest rates in international capital markets will remain positive
in real terms ror tue toreseeable future., There has also becen a
reassessuent of the riskiness of short-term cruss—border lending.
Banks traditionally viewed short-term lending, especially interbank
lending, as subject to less risk than longer maturities. However, it
is now recognized that a rapid increase in short-terwm borrowing by a
specific country should be sven by lenders as a danger signal, and
that hign levels or short-lerm deblt wake the viabllity of a4 borrower's
external payments situation more vulnerable to even a short—term shift
in mar<et sentiment.

In the present environment, continental European banks in
particular have expressed their intention to concentrate their new
international lending activities to developing countries on trade- and
project~related finance. Even though sucn lending is subject to some
of the same risks as general purpose syndicated lending, much trade
finance serves to support the export activities of the banks' domestic
clients. [n some cases, financing projects creates the possibhilicty
of directly pledging the project’s revenue to meet related debt service,
ln present circumstances most banks do not wish to increase the ratio
of fureign assets relative to domestic assets or capltal and there may
even be a tendency for banks to target a relative reduction in the
share of claims on developinyg countries.

Un the other hand, the global demand for banking flows to non-oil
developing countries is lkikely to diminisn in the period ahead because
the current account imbalances of this country group, whicn have
already been reduced, are projected to decline further. These expec-
tations are based on an assuumed recovery of demand in the induscrial
countries, tne successtul pursuit of adjustment policies by principal
borrower countries, as well as reductions in oil prices and interest
rates. wWitn tne increased adoption of adjustment programs, 1t is
expected that lending by international institutions, especially tne
Fund, will increase.

These considerations underscore the crucial importance of
¥und-supported e¢conomic stapbilization programs in the major borrowing
countries; these prograuws constitute the foundations of the debt
rescheduling exercises now under way and, 4s noted earlier, a large
amount of new medium—term lending is directly linked to their success-
ful implementation. Should any of these prograas be seen by the market
to be failing, it would greatly heighten the perceived riskiness of
cross—border lenaing. [t woald also probably increase the inclination
to withdraw from international lending altogether which is already in
evidence awony those smaller banks with a relatively recent and limited
commitment to international lending.

[n i¥83, net bank lending to non-oil developing countries is
Likely to recover from the very low levels recorded for the second
nalt of 1942. wvespite tnis projected recovery, bank lending to these
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countries in 1Y83 may not reach the levels recorded for 1982 as a
whole. Lending flows over the next few months will depend mainly on
tne success of the major debt rescheduling exercises. There 1is little
prospect for a recovery of medium-term syndicated lending to this
group or countries aside from amounts committed in conjunction with
pank debt restructurings. This conclusion is supported by the data
on new commitments recorded for the first quarter of 1983 and the
expressed preference of banks to place greater emphasis on trade— and
project-related tinance. However, in light of the latest World
Economic vutlook exercise, which projects only about a 1| per cent
increase in the Y.5. dollar value of world trade in 1983, growth

in trade finance is not likely tu compensate completely for develop—
ments in the syndicatea credit warket. Therefore, bank lending to
non-oil developing countries in 1934 is likely to fall short of the
<42 billion recorded in 1Y82 and thus stay well below the 1981 volume
of $5) pillion.

Tne projected moderate improvement in activity levels in the
Lndustrial countries points toward some increase in hank lending to
this group of countries. However, their demand for syndicated lending
will aepend to some degree on developments in bond markets, which
could represent an increasingly attractive alternative source of
tunding for these countries depending on interest rate expectations.
[ne outlook for new lending to oil exporting developing countries will
aepend primarily upon developuwents in the petroleum market. In the
present circumstances, however, it is not likely that banks will be
willing to significantly increase their lending to some members of
this group, and therefore these countries are likely to again rely
mainly on tineir reserves to tinance their current account deficits.
agalnst tnis background, it is likely that the pace of global net new
bank lending in 1Y83 will be similar to that crecorded in the second
nalt of 1982. This would result in a marginal decline in global bank
lending in 1983, as a wnole, compared with the 1982 result, which was
itself the lowest amount since 1Y74,

A number uf majur banks have reacted tv recent developments by
strengthening tneir own internal analytical capabilities and management
procedures ror sovereign lending, itoreover, in Uctober 1982 a group of
senior vificials from major international banks agreed to organize an
interndtional institute to provide its uwembers with improved econouic
ana financial informaticn concerning major borrower countries in inter-—
national markets. The primdry goals of the institute will include
Laproving tne process of sovereign lending and the long-term efficiency
ot 1nternationait credit warkets. In January 1983, this "Institute of
International Finance” was legally incorpordted in Washingtoun, U.C.
and 4 large numoer of bpanks nave peen invited to join. The declareud
purpose of the lnstitute will be to gather country economic information;
to discuss with porrower countries on a strictly voluntary basis their
ecuvnonic plans, assumptions, and financing needs; and to serve as a
tucal puint ror gialogue between the international banking community
and multilateral institutions, central panks, and supervisory agencies



in tne developed countries. The Institute intends to furnish members
#ith country reports of an intormaticonal nature, but will avold making
credit judgments, a responsibility whlch will be left strictly to each
memper bank. L[t is still far too early to judge whether this initia-
tive will have any significant impact on the form or amount of
international bank lending.

2. International bond markets

Turning to the international bond markets, the rates of issuance
snould remain well above those of the late 197Us, but could fall below
those of 1982 unless further significant declines in nominal interest
rates emerge. Sharply lower inflation, normal (positive) sloped
yield curves and a continuance of high real rates of retura on bonds
1n wost major financial markets will stimulate investor interest in
ponds. However, there is considerable uncertainty regarding the future
course of interest rates, especially if a significant upturn in
economic activity should occur at the same time that there are large
fiscal imbalances in a number of major industrial countries. The
importance of interesf rate expectations was made quite clear in
January 1983 in the Eurodollar bond markets. In that month more than
$5.6 blllion of bonds were issued, but many of these bonds were
taken up by underwriters as market participants cnanged their evalua-
tion of the likelihood of further declines in market interest rates. .
gven if tnere is considerable interest rate uncertainty, the continuing
attenpts of corporate and sovereign borrowers to lengthen the maturity
ot tneir debt will undoubtedly help sustain the level of bond issuance
during 1983,

Industrial country borrowers will remain the dominant bond market
issuers during 1Y83. The compination of industrial country and inter-
national organization borrowers will most likely continue to account
for roughly Y5> per cent of all international bond issues. Any recovery
of developing country issuance wmay take some time. During the upswing
of pond market lssuance in 1Y31 and 1982, investors focused their
purchases on the bonds of what were regarded as the most creditworthy
curporate and sovereign burrowers. Such portfolio preferences are
likely to pe exhibited again in 1983 despite the fact that almost all
developing countries have continued to meet interest and principal
payments on their bonds and in most instances bond issues were kept
outside of any rescheduling agreements pertaining to other debts.

This cautious actitude on the part of bond investors also makes it
unlikely that the developing countries will be able to significantly
utilize the issuance of floating rate notes as a ready substitute for
international bank borrowing.

V. Concluding Observations

since 198U, the focus of attention has shifted away from the issue
of "recyling” of funds petween the major oll exporters and the net oil
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impurters, particularly those among the developing countries, to the
more general question of the ability and willingness of the interna-
tional banks to coutinue lending to the non-oll developing countries
on a scale compatible with orderly adjustment efforts. 1In 1980, for
example, the increase in deposits with banks in the BIS5 reporting
system by the oil exporting developing countries ($41 billion),
together with those of the non-oil developing countries ($8 billion)
was just equivalent to net pank lending to the non-oil developing
countries. In contrast, in 1Y82 bank deposits of the oil exporting
developing countries {(in the aggregate) declined by $19 billion, while
net bank lending to the non-oil developing countries (525 billion) was
about one half the average level recorded for 1930-81.

Some observers have drawn a direct link between the reduction
nf the UPEL surplus—-and the portion deposited with the major inter-
nationai panks——and the willingness and ability of the banks to
interuwediate internationally (particularly with the non-oil developing
countries). In the staff view these shifts are much mure coincidental
than causal, as in general the "availability” of funds does not derive
directly frow the structure of payments imbalances. Several inter-
vening eveuts—-particularly the increasing incidence of restructuring
of pank debt on a major scale and the recognition that significant
additional increases in exposure are required in a few developing
deptur countries——have neightened risk perceptions. It was the
increased perception of risk, rather than the availability of funds,
which in the second half of 1982 slowed warkedly the net flow of )
finance to the developing countries.

Hevertheless, the increased funding risk of nondollar-based banks
cannot be ignored as a factor influencing the international lending
activity of several of these banks. In these circumstances, a signifi-
cant number of such banks nave attempted to ensure the adequacy of
their interbank lines and have attempted to increase their longer term
UeS. dollar liabilities. This suggests a reduction of the degree of
maturicty mismatch, and an increase in the effective cost of funds for
these banks. Moreover, banks in general are taking a more conservative
stance in their international lending policies because of increased
perceptions of risk, and concerns about potential problems of capital
adequacy. Banks are likely to take a new look at lending spreads for
the wost creditworthy borrowers among the smaller industrial countries,
This also suggests tndt when additional provisions against possible
loan losses on international lending are taken into account, there
will be turther upward pressure on lending spreads even for some of
the major industrial countries.

fhis view runs counter to the notion that because of payments
ditficulties 1n tastern Burope and Latin America, there will be a
"rush to quality” which will result in reduced spreads for certain
countries in Asia and for the swmaller industrial countries. At the
same Cime, it s ruecougnized that, even among sowe of the major commer-
cldal panks, tuete is no desire at present to lacrease the proportion



oI LCheir externdal assets relative to domestic assets or capital.
Another factor, already mentioned, is that internal lending limits

as denominated in local currency by nondollar-based banks have been
utilized more rapidly in some cuountries than might have been expected
due tu tne depreciation of tne logcal currency.

In essence, the prospects for future bank lending will depend
more on the willingness of the banking system to interwediate inter-
nationally rather than its ability to do so. But ability and
willingness are far less separable than a year ago. The magnitude
of the amounts involved in the bank debt reschedulings recently
completed or contemplated has attracted the attention of the finan-
cial press and has made pank shareholders, depositors, and others
much wore aware of the potential risk of cross-border bank lending.
Thus, bank management--especially, but not exclusively, among the
smaller and regional banks--has adopted a defensive position on
lending to a large number of developing countries.

[t would appear that tnese "external” constraints on bank
management, which include the possibility of sharper actions over
tiwe by regulatury authorities, will continue to slow new net lending
to the developing countries and move rthe market toward higher lending
spreads ror a number of otner countries. [t also suggests that the
rate of increase in international interbank transactions will
continue to slow, in large part because of tie relative decline of
the return on such transactions, at a time when spreads on domestic
lending in the industrial countries have increased.

The health and stability of the international banking system has
improved somewhat in the last several months. In many countries
reported profits (even after additional provisions for loan losses)
have increased notably, bank share prices have risen sharply, albeit
froam very low levels, and the volatility in the international interbank
market nas subsided considerably. Moreover, the degree of concentra-
tion of international Lloans, including those to developing countries,
in relation to capital has stabilized or even declined. tHowever,
there continues to pe an important gquestion regarding the extent to
which the banks will continue international lending, in particular to
the developing countries, and the implications this could have for the
countries concerned and for tne Fund. as noted in the prospects sec—
tion above, the pace of global bank lending recorded in the second
halt of Y82 is likely to continue through 1983. This would result in
4 marginal deciine of bank lending in 1983 compared with 1982 as a
wnule. wun the other hand, net bank lending to the non-oil developing
countries is likely to recover compared with the low volume recorded
in the second half or 1982, and a range ot $15-20 billion (as mentioned
in the world Economic Uutlook) appears plausiple for the current year.
fhe implicit increase in pank exposure (5-7 per cent) aight well be
repeated in tihe following year.




There are iwmportant assumptions underlying these conclusions.
Une major assumption is that the world econowmy continues to improve.
another is that there is adequate progress in the adjustment programs
oI major borrowing countries whicn have apprvached, or are in the
process of approaching, the markets for debt restructuring and new
borrowing. VUf course, a significant amount of net banking funds
(312 oillion) is already tied directly to Fund-supported adjustment
prugraws. The major banks are likely to be alert to possible changes
1n the financing requirements of these programs, and seem prepared to
reach tneir own judgments on the extent to which they will accommodate
any increases. While there is considerable support in key banking
circles ror the coordinating role of the Fund in these "exceptional”
cases, there is still some uncertainty as to the scale of financing
the panks will provide on the next round.

Finally, tne outluok for fnternational bank lending for the period
ahead will reflect tne prudential concerns expressed by major bankers
and bank regulatory authorities, and the reluctance of regional banks
in the United States, smaller banks in otner countries, and possibly
some wajor continental turopean bhanks to increase their international
exposure. Banks will focus thelr new international lending plans on
increased trade~ ana project-related finance, in preference to large
syndicated credits, particularly fo the non-oil developing countries.



Tapole 1. External Claiws of Banks in the 315 Reporting Area
by Country of Borrower, 1978-32 1/

(In billions of U.S. dollars)

vec., Dec. Dec. Dec. Dec.
. B 1978 1979 1980 1981 1982

Reporting area 2/ 232.3 299.8 381.3 454.7 495.5
Reporting area (gross) 466 .9 588.3 704.5 821.1 393.8
Dffshure centers 123.5 157.3 188.7 238.1 268.4
Less: Interbank deposits -3538.1 -446.1) ~511.9 -604.5 -666.7
Uther industrial countries 4U.0 45.9 53.0 59.0 67.1
Australia 4.4 4.8 6.0 8.0 11.8
Finland 5.1 5.7 0.7 7.1 3.8
Worway 8.5 9.3 19.5 10.4 11}.9
Spain 12.7 15.5 18.2 21.9 23.1
Uther Y¥.3 10.6 11.6 1.6 12.5
Centratly planned economies 3/ 4u.9 47.0 49.3 50.3 44,3
uzechoslovakia 2.0 2.8 3.5 3.2 2.7
verman Vemocratic Republic b.2 7.7 9.5 10.1 3.5
Poland 11.7 15.0 15.1 14.7 13.4
UaSe3.R. 12.8 12.9 13.4 15.9 14.2
vther 8.2 B.o 7.8 6.4 5.5
Uil exporting countries 53.0 IV 65.3 bb.7 73.2
algeria 3.7 7.1 7.4 6.9 6.5
Indonesia 4.5 4.2 4.3 4.6 Hb.2
Nizeria 1.3 2.5 3.4 4.7 7.4
Venezuela 12.3 18.6 21.3 22.3 22.7
Middle East 22,1 22.5 23.6 23.4 24.06
High absorpers (15.3) (l4.2) (14.8) {14.1) (15.2)

Low absorbers (0.8) (8.3) (8.8) (9.3) (9.4)
uther b.l 5.1 5.3 4.8 h.2
Non~oll developing countries 155.0 195.4 241.3 285.6 306.1
Western demisphere 8U.3 103.9 131.5 l6l.6 172.8
Argentina (6.7) (13.1) (18.9)} (22.9) (22.7)
Brazil (31.7) (36.9) (43.3) (49.6) (56.0)
Chile (2.7) (4.5) (6.7) (9.6) (10.5)
Colombia (2.1) (3.5 (4.3) (4.9) (5.3)
Ecuador (2.4) (3.9) (3.6) (4.2) (4.1)
dexico {23.2) {30.7) (41.9) (55.5) (58.9)
Peru (3.4) {3.6) (3.9) (4.3) (5.2)
Otuer (8.6) (8.6) (9.8) (l0.9) (lU.4)
riiddle East 6.5 8.1 9.8 11.5 12.9
Egypt (l.u) (2.0) (3.1) (3.9) (4.3)
Lsrael (3.8) (4.6) (4.7) (5.7) (6.4)

Jtiner (L.1) {1.5) (2.0) (1.9 (2.2)
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. Tanle | {econcluded). External Claims of Banks in the BLS Reporting Area
py Country of Borrower, 1978-82 1/

(In billions of U.5. dollars)

Dec. dec. Dec. Dec. Dec.
1978 1979 1980 1981 1982
Asia (22.5) 30.4 37.9 42.5 46,6
China (0.9) (2.1) (2.2) (1.8} {(l.2)
india (J.7) (U.9) (0.9) (L) (2.0)
ROoTed (6.9) (10.3) (14.0) (16.9) (18.8)
rfalaysia (1.5) (1.9) (2.3) (3.3) (4.0)
thilippines (4.0) (9.4) (7.0) (7.2) (8.3)
Thailand (2.7) (3.0) (3.2) (3.3) (3.0)
utner (5.8) (6.8) {8.3) (8.9) (8.7)
africa ' 19.b6 21.5 23.5 27.5 31.6
Ivory Coast {(l.4) (2.1) (2.7) (2.8) (2.9)
uToceo {(2.2) (2.8) (3.0) (3.3) (3.6)
south africa (7.2) {(b.4) {6.8) (9.9) (13.1)
uther (8.8) (1u.2) (11.0) {11.5) (12.0)
Europe 25.6 31.5 38.6 42,5 42,2
Lreece (4.9) {(5.4) (7.3) (9.0) (9.4)
. Aungary (6.4) (7.4) (7.4) (7.5)  (6.4)
Portugal (3.9) {3.9) (5.2) (7.4) (9.6)
romania (2.9) (4.0) (5.3) (4.8) (4.0)
Turkey (3.0) (2.9) (3.3) (3.1) (2.9)
Yugoslavia (5.6) (7.5) (9.6) (9.9) (9.3)
Uther {(U.2) (N.4) (U.5) (0.8) (0.6)
Unallocated and international
organizations 13.8 16.9 19.8 28.7 33.8
Total 535.U bbS.b 310.0 945,0 1,020.0
slemor4ndun LE=ms:
Total sross claims, 8IS 843.1 1,110.7 1,323.1 1,549.5 1,686.7
sross claims of nonreporting
panks in certain ofishore
centers 4/ 1u7.90 135.0 175.0 236.0 248.0 5/
Total gruss olaims, LFs L,lin.4 1,437.6 1,749.6 2,111.5 2,230.7

Lt/ The o813 reporting area comprises the Group of Ten countries; Austria, Denmark,
Lemband, d4nd Switzerland, and the offsnore branches of U.3. banks in the Bahamas,
vayman Lslands, Hong wong, Panama, aund Singapore.

2/ welb obf adouble counting Jdue to redepositing awong reporting banks.

. 3/ £xcluding Fund meaber countries.
E/ vlaims ot non-U.3. panks in the Bahamas, Cayman Islands, Hong Kong, Lebanon,

rahama, and sSingapore and claims of all banks in Bahrain and dNetherlands Antilles.
2/ As ot June l¥dl,



- 30 =~ APPENDIX

Table 2. External Liabilities of Banks in the BLS Reporting Area
by Country of Depositor, 1978-82 1/

(In billions of U.S. dollars)

Dec. Dec. Dec. Dec. Dec.

19738 1979 1980 1981 1982

Reporting area 2/ 309.1 372.2 465.4 585.3 075.9
Reporting area (gross) 533.5 686.4 824.0 951.1 1026.7
Uffsnore centers Y6.9 140.2 165.9 220.0 249.6
Less: ILnterbank deposits -321.3 -454.4 -524,5 -585.8 -600.4
Uther industrial countries 25.8 33.0 3.1 36.3 34.4
Australia il.1 1.3 1.3 1.1 1.3
Finland l.6 2.1 2.7 2.9 3.4
Norway 3.0 4.0 5.0 6.1 6.2
spain 13.1 17.5 17.6 17.5 15.1
Other 7.0 8.1 7.5 8.7 B.4
Centrally planned economies 3/ 1lu.1 14.4 14.3 14.3 15.7
Czechoslovakia U.6 1.0 1.3 1.0 0.7
German Democratic Republic 1.2 1.9 2.0 2.2 1.9
Poland u.8 1.1 0.6 0.8 1.0
U.5.5.K. 5.9 8.6 8.6 8.5 10.0
Uther 1.6 1.8 1.8 1.8 2.1
011 exporting countries 80.3 117.6 156.3 153,7 131.6
Algeria 2.7 3.4 4.6 4.2 2.4
Indonesia 2.7 4.3 6.7 b.l 5.2
Nigeria 0.7 2.2 5.6 1.7 l.5
Venezuela 9.5 13.4 15.8 18.5 12.9
Middle East 57.1 81.3 108.9 111.5 99,1
Hizh absorbers (23.1) (36.7) (52.0) (38.6) (29.3)

Low absorbers (34.9) (44.06) (56.9) (72.9) (69.8)
uther 7.6 13.90 14.7 11.7 10.5
Non—-oil developing countries 91.6 105.4 112.5 . 117.9 120.2
Western Heamisphere 34.6 4.6 38.1 41.8 38.9
Argentina (4.7) {7.3) (6.6) (6.6) {(5.7)
srazil (L0.7) (8.1) (4.7) - (4.8) - (4.2)
Chile (1.4) (2.2) (3.4) (3.6) {2.5)
Colombia (2.0) {3.1) (3.0) (3.6) (3.7)
Ecuador (V.7) (0.7) (0.9) (0.8) (0.7)
Mexico (be4) (8.2) (9.4) (12.1) (l10.4)
Peru (0.8) (1.4) (2.1) (1.5) (1.9)

Uther (7.9) - (8.1) (8.0) (8.8) (9.8)
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Table 2 (concluded). External Liabilities of Banks in the
Area by Country of Depositor, 1978-32 1/

(In billions of U.S. dollars)

APPENDIX

8IS Reporting

Dec. Dec. Dec. Dec. Dec.
1973 1979 1980 1981 1982
Middle tast 13.8 15.4 18.4 19.3 20.8
Egypt (3.4) (3.8) (3.1) (5.0) (6.1)
Israel {6.0) (6.9) (8.2) (9.0) (9.2)
Uther (4.4) (4.7) (5.1) (3.3) (5.3)
asia 22.3 20.2 28.1 30.8 35.6
China (2.4) (2.7} (2.5) (5.0) (7.9)
India (3.1) (3.7) {3.5) (2.7) {2.6)
Korea {(2.5) {3.1) (3.3) (3.2} (3.7)
ralaysia (2.1) (3.2) (3.6) {3.1) (3.7)
Philippines (2.2) (2.7) (3.5) (3.0) (2.9)
Tnailand (L.1) (l.4) (1.1) {1.5) (1.7)
Uther (8.9) (9.4) (10.8) (12.3) {i13.1)
Africa 3.5 11.0 12.0 11.6 lu.6
Lvory Coast (J.0) (0.38) (0.7) (0.7) (U.6)
doroceco (0.9) (1.0) (0.7) (0.6) {0.h)
South Africa (1.0) (1l.4) (2.0) (1.5} (l.6)
Uther (6.1) (7.8) (8.H) {8.8) (7.8)
Europe 12.4 13.3 15.9 14.4 14,3
Lreece (4.6) (4.7) (5.9) (5.3) {(5.4)
Hungary (0.9 (1.2) (1.4) (0.9) (0.7
Portugal {1.7) (2.4) (2.5) (1.8) (2.1)
Komania (0.2) (0.3) (0.3) (D.3) (0.3
Turkey (U.8) (0.9 (l.2) (L.5) (1.6)
Yugoslavia {(2.8) {2.0) (2.7) (2.0) (2.0)
Other (l.4) (1.8) (2.1) (2.0) (2.2)
Unallocated and international
organizations 18.1 22.4 27.4 37.5 42.2
Total ' 535.0 665.0 dlu.u 945,40 1020,0

Source: pank for International Settlements.

L/ The BIS reporting area couprises the Group of Ten cnuntries; Austria,
venmark, L[reland, and Switzerland; and the offshore branches of U.S. banks
in the Bahamas, Caywman lslands, Hong Rong, Panama, and Singapore.

2/ det of douple counting owing to redepositing amonyg reporting banks.

3/ Excluding Fund member countries except Hungary, which became a member

in mid-198Z.
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Tablie 3. Net External Position of Banks in the BIS Reporting Area
by Country of Borrower or Uepositor, 1978-82 1/

{In pillions of U.S. dollars)

APPENDIX

Dec. Dec. Dec. Dec. Dec.

1978 1979 1980 1981 1982

Reporting area 2/ ~-76.8 -72.4 —84.1 ~-130.6 -180.4
Reporting area (gross) ~66.6 -98.1 ~-119.5 ~130.0 -132.9
Offshore centers 26.6 17.3 22.8 18.1 18.8
Less: Interpank deposits 36.8 ~8.4 -12.6 18.7 -66.3
Uther industrial countries 14.2 12.9 18.9 22.7 32.7
Australia 3.3 3.5 4.7 6.9 10.5
Finland 3.5 3.6 4.0 4.2 5.4
Norway 5.5 5.3 5.5 4.3 4.8
Spain -0.4 -2.0 0.6 4.4 8.0
Uther 2.3 2.5 4.1 2.9 4.0
Centrally planned economles 3/ 30.8 32.6 35.0 36.0 28.6
Czechoslovakia o 1.4 1.8 2.2 2.2 2.0
German Dewocratic Republic 5.0 5.8 7.5 7.9 6.6
Poland lu.9 13.9 14.5 13.9 12.4
UeS.3.K. 0.9 4.3 4.8 7.4 4.2
utner b.b 6.8 6.0 4.6 3.4
Uil exporting countries -27.3 -57.6 -91.0 -87.0 -58.4
algeria 3.0 3.7 2.8 2.7 4.0
Indonesia 1.4 -0.1 -2.4 -1.5 1.0
Nigeria L.l g.3 -2.2 3.0 135
Venezuela 3.3 5.2 5.5 3.8 1y 9.8
Middie tast =35.0 -58.8 -85.3 -88. =74.4
High absorbers (=7.8) (-22.5) (=37.2) (-24.5) (=14.0)

Low absoroers (=27.2) (-36.3) (-48.1) (-63.6) (-60.4)
Uther -1.5 -7.9 -9.4 -6.9 arbe3
Non—-oil developing counkries 63.4 90.0 128.8 167.7 185.9
Western Hewisphere 46.2 64.3 93.4 119.8 i33.9
Argeatina (2.0) (5.3 (12.3) (16.3) (16.4)
Brazil (21.y) (28.8) (38.6) (44.8) (51.8)
chile (L.3) (2.3) (3.3) (6.0) -(8.0)
Colombia (V.1 (0.4) (1.3) (1.3) (1.8)
Ecuador (1.7) (2.3) (2.7) {(3.4) (3.3)
Hexico {(16.8) {22.5) (31.6) (43.4) (48.5)
Peru (2.0) (2.2) (1.8) (2.8) (3.3)
utner (U7) (0.9) (1.8) (1.8) (0.8)
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fable 3 (concluded). Net external Position of Banks in the BIS Repourting
Area by Country of Borrower or Depositor, 1978-82 1/

(ln billions of U.S5. dollars)

Lec. Vec. Dec, Dec. Dec.

1974 1979 1980 1941 1982

rliddle East 7.3 -7.3 -8.6 -7.8 -7.9
Lgypt (-1.3) (-1.8) (—-2.4) (-1.1) (-1.3)
Lsrael (-2.2) (-2.3) (-3.9) (-3.3) (-2.8)
Jtner (—-3.3) (-3.2) (-3.1) (-3.4) (~3.3)
Asia U.2 4.2 9.8 1.7 11.0
tChiua (-1.5) (-U.b) (-u.3) (-3.2 {-6.0)
Lndia (=2.4) (—2.3) (-2.56) (-1l.&) (-0.6)
korea (4.4) (7.2 (10.7) (13.7) {(15.1)
Malaysia (~0.6) {(-1.3) (-1.3) (0.2) (0.8)
Philippines (1.8) (2.7) (3.5) (4.2) (5.4)
Thailand (1.6) (1.6) (2.1) {1.8) (1.3)
. Uther (-3.1) (-2.b) (-2.3 {-3.4) (~4.4)
Africa 11.1 10.5 11.5 15.9 21.0
Lvory Coast - (U.8} (1.3 (2.2) (2.1} (2.3)
Morocco (1.3) (1.8) 2.3) (2.7) (2.9)
South Africa (6.2) (5.0} (4.8) (8.4) (11.5)
Uther (2.8) (2.4) (2.4) (2.7) (4.3)
Europe 13.7 18.1 22.7 28.1 27.9
Greece (0.3) (U.7) (1.4) (3.7) {4.0)
Hungary (5.5) {6b.2) (6.0) (b.6) (5.7)
Portugal {(1.3) (1.5 (2.7 (5.0) (7.5)
Rowania (2.3 (3.7) (5.0) (4.5) (3.7)
Turkey (2.2) {(2.U) (2.1) {lL.b) (l.4)
Yugoslavia {2.8) (5.5) (7.1) (7.3) (7.3)
Dther (-1.2 (~1.4) (-l.p} (—1.2) (-1.7)

Unallocated and international

organlzations -4.73 -5.5 -7.b -38.8 -8.4

source: Bank for International Settlements.

L/ 'The 8LS5 reporting 4rea cowprises the vroup ot Ten countries; Austria,
ueﬁmark, Lreland, and Switcerland; and the offshore branches of U.S5. banks in the
Bahamas, Cayman Islands, Hong Kong, Panama, and 3ingapore.

. 2/ Net of double cuunting due to redepositing among reporting banks.

E/ Excluding Fund member countries.



