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Banking by David Goldman and William Engdahl

Slim prospects for a bailout

Is Citibank gambling on federal guarantees for “secondary

market” Third World paper?

Ncw York’s Citicorp has been tell-
ing European bankers that its $3 bil-
lion addition to reserves against losses
hinged on a deal with the U.S. govern-
ment to offer some form of federal
guarantee to secondary-market trad-
ing of Third World loan paper.

On May 21, Citicorp chairman
John Reed said he planned to reduce
the bank’s Third World loan portfolio
by a third, or about $5 billion, over
the next five years, via debt-for-equity
swaps, loan sales, and so forth.

He estimated that $1 billion would
be swapped for equity in debtor coun-
tries—assuming the countries are
willing to sell Citibank anything it
wants.

The debt-for-equity scheme has
been around for a long time, and debt-
or countries’ willingness or ability to
play along with it has diminished, if
anything, since Henry Kissinger first
floated it five years ago. Even less
promising, as matters stand, is the so-
called secondary market in Third
World debt, where regional banks now
trade a few million dollars of Third
World debt paper at a time.

The present “secondary market
permits smaller regional banks to a)
get out of such paper entirely, b) di-
versify risks, or c) consolidate risks,
in order to eliminate certain countries
entirely from portfolio, and save on
the expense of participation in credi-
tors’ committees; this they do by bart-
ering loans. It couldn’t absorb $1 bil-
lion of Citibank or anyone else’s pa-

per.

However, some European bank-
ing sources envision a massive expan-
sion of the market, based on federal
guarantees. “We have information that
a deal has been worked out” to offer
official guarantees for heavily dis-
counted Third World loan paper, said
a spokesman for one of West German-
y’s largest banks. “We are very happy
with the Citibank move. It will now
allow the creditor banks to be more
tough with debtors like Brazil.”

A well-informed British banker
was more cautious. “The scheme is
highly risky,” he said. “It may well be
beyond the time that President Reagan
can deliver on anything,” especially
something as politically hot as a bail-
out of the big New York money center
banks during a pre-election period.

There are two major, possibly in-
surmountable, obstacles. First, Con-
gress must approve the scheme. Sec-
ond, as some European bankers ar-
gue, Washington must persuade Jap-
anese and European finance ministries
to pick up some of the burden.

“But Germany is not about to go
for this bailout. It’s completely with-
out historical precedent for the U.S.
government to bear such responsibil-
ity for private bank debt, not even dur-
ing the 1930s,” one banker said. The
Continental Europeans and Japanese
have already written off most of their
developing-sector loans, in contrast to
the British and Americans.

In essence, the scheme under dis-
cussion revives the March 1983 pro-
posal of Princeton University’s Peter

Kenen, an adviser to the International
Monetary Fund, and co-founder of the
“Group of 30.” He argued that an of-
ficial institution backed by industrial
countries should offer its paper to
banks in exchange for Third World
loans, paying them 80¢ (he now sug-
gests 60¢) on the dollar. The official
institution would then try to collect a
fraction more than that from the debt-
ors.

John Makin of the American En-
terprise Institute promoted a similar
scheme in the March
Times.

But Professor Kenen warmed re-
cently that implementation of any such
plan would have to wait for the next
administration, given the present state
of affairs in Washington.

In the short run, the World Bank
is the only available candidate to make
a market for “secondary trading” in
Third World debt, Kenen suggested.
Citibank’s intention to off-load Third
World debt at a discount on the sec-
ondary market is unworkable without
the participation of some official insti-
tution, since the present market trades
$5 or $10 million at a time. Given the
present budget crisis, the U.S. Con-
gress will not vote up U.S. govemn-
ment guarantees for such paper, or
funding for an agency to buy it. The
only institution capable of doing this
now is the World Bank, which might
put in a few hundred million dollars of
“seed money” to make a market in
such paper, encouraging large banks
to come in at the billion-dollar level
by its simple presence, he adds.

Fierce objections from the Japa-
nese, who want the World Bank to
lend for development, and from debt-
or nations themselves, make the World
Bank’s role a politically explosive one.
Should it trade in discounted Third
World paper, it might end up persuad-
ing major debtors to immediately re-
duce their payments of debt service.
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(Cut out and save)

' GOLD NEVER
DEFAULTS

Use THE GOLDEN IRA to insure your retirement
savings with something safe and sound—the new
U.S. Gold and Silver Eagle Coins.

HOW TO USE THE GOLDEN IRA
Convert your regular IRA Account
. Consolidate your present IRAs
. Your spouse’s IRA
. SEP—IRA
. Rollovers from job changes
. Termination of qualified plans

BUT DO IT TODAY—
BEFORE ANY PANIC HITS

Gold—Silver—Platinum sales
Call or send for free brochure.
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INVESTMENT METALS, INC.
5805 EXCELSIOR BLVD., MINNEAPOLIS, MN. 55416
(612) 925-6050
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ARABIAN HORSES
ARE STILL A
GOOD INVESTMENT! |

Our Triple National Champion,
Zarabo + + +, is an American Legend

Family-Oriented Show Champions
and Future Show Champions
are now offered for sale—

a tax shelter for horse-lovers.

The HIGHEST QUALITY Arabians
at believable prices!

Moehimans BM Ranch & Training Stable

P.O. Box 1567 Greenville, Texas 75401
(214) 862-3620
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CONSJLTING
ARBORIST

Available to Assist in

The planning and development of
wooded sites throughout the continental
United States as well as

X% The development of urban and
Y.~ suburban planting areas and

The planning of individual
homes subdivisions or
industrial parks

' For further information and availability
please contact Perry Crawford Il

Crawford Tree and Landscape Services

8530 West Calumet Road
Milwaukee, Wisconsin 53224

TSEE OUR CATALOG IN THOMAS REOISTERT

Business Brokers
Accounting Systems
Analysis Service
Investment Counseling

WALLIS
ASSOCIATES

4 WARFIELD ST.,
UPPER MONTCLAIR, N.J. 07043

(201) 746-0067




