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LESSONS OF THE 1930s

RIO DE JANEIRO, Axgust 30
(UP) = Official announcement
that @ partial moratorium had
been obtained on foreign debt
payments was made today by
the Brarilian Government pub-
Ucity dureau. The Government,
it was stated, has ldcc(dcd to
suspend temporarily foreign
dedt poyments with the excep-
tion of two funding loans and
the Coffee Loan.

HESE two sentences,

which hit the world's

financial markets like “a
boit from the biue,” in the
words of the following day's
Financial Times, had cemuw'
not occurred to Mr Thomas W,
Lamont, senior director of J. P.
Morgan and Co, on Friday,
July 23 the year before Brazil
went bust,

At 3 pm that Friday after-
noon Mr Lameont, in his capacity
as chairman of the International
Committee of Bankers on
Mexico, felt noﬂ:ini.bnt pride
and satisfaction as ushered
Sr Luis Montes de Oce, the
Mexican Finance Minister, into
the Morgan Bank's opulent
boardroom in Wall Street.

History seemed to be peeri
over his shoulder as he added
his signature to that of the
Finance Minister on the agree-
ment which brought to 4

successful conclusion the
biggest-ever renegotiation and
settlement of a defaulting

country’s foreign debts. MHers
at last was a piece of

eT & year of continuous
disasters, the likes of which the
.wm h;: fnever seen.
, pe wag dimmed, but
Dot yet extinguished, om New
Year's Day five months latee
whea the Sofivian Legation in
New York issued the ollowing
statement:

‘Common knowledge’
has forgotten
about history

“ Owing to the current world-
wide business depression, the
general revenues of the Repub-
lic of Bolivia have been tem-
porarily reduced“to such an
extent that the Republic is not
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no

in a position st this time to

interest obligations |

When the debtors said

By Anatole Kaletsky

: ‘Until.that Jast sentence; even
(the reader with a lnoaontr e

meet
which became due on its exter- | interest in international finance

nal debts on January 1.* .

Bolivia intended “’to fulfil its
obuguons fully and abso-
lutely,” the statement added.
But it would need the !ndulg-
enée u;t:ﬂ aﬁod g:cn' for :‘iag
porary ause
country’s exceptional depend.
ence on exports of tin.

seemed to be another

“special case” that landed three
months later on the desk of Mr
Charles Mitchell, chairman of
the National City Bank of New
York. The plaintive letter on
his desk from Peru's new
Finance Minister, read (in

):
p‘“ﬂ! am addressing you with
respect ¢o the interest due
April 1 next on the Peruvian
National Loan. This Government
took office on March 11 last,
after a period of political dis-

turbances extending over six
months. It finds the Treasury
bare of funds, both as a result
of these political disturbances
and of the economic depression
which has obdtained for more
than a year. As a result of these
conditions, for which the pre-
sent Government is not respon-
sible, it has not the capacity at
this time to pay in full the
service charges on the Repub-
lic’s entire debt.”

By the end of that summer,
& war ou junger possivie 0 AR
of “special cases.”

in
from the
Government of Chile. Then, a
month later, on August 30,
came Brazil's *“bolt from the

lue.

ot Toodere e
moratorium, the gates
opened, Cables poured in from
Ecuador, Colombia and Central

America. Within a year omly

three major Latin American
countries——Argentina, Venezuela
and the Dominican Repubdblie—
wers meeting their obligations
in full, Soon Hungary, Yugo-
slavia, Romania, Poland and
Builgaria were also in default.
Finally, even Germany blocked
its foreign payments as its tough
new Jeader—Adolf Hitler—
.consolidated power,

might have wondered whether
all these references to govern-
ments “defaulting” and “going
bust” were supposed to be fact,
forecast or just plain fantasy.
After all, it is common know-
ledge today that countries
cannot just “go bust.” A govern-
ment 2an always pay its debts if
the mtion is willing to accept
temporary sacrifices. Even the
most impetuous politiclans
roalise that deliberate default
can be tintamount to national
economic suicide.

These fundamental truths
have been proclaimed so vigonr
ously in recent months, as Latin
America and Eastern Europe
have appeared to approach the

brink of ptey, that
“commoa knowledge”  has
entirely forgotten about

history—about the wave off

, national defaults which swepit

through precisely these samq
regions in the 1930s

collective amnesia about

the internationa! lending dis.

asters of the 1930s hag twa
possible explanations.

The soverelgn defaults in
Germany, Austria
central European countries were
due not to excessive commer.
clal borrowing, but to the un.
supportable burden of repara.
tions from the First World War,
The vast sums involved in these
notional defaults on essentially
political obligations have
tended to divert attention from
the sovereign defaults on
commercial debts. Yet the com-
mercial defaults had mounted
to roughly $3ba by 1933—a
huge sum in the context of a
value of only $24bn for the
whole of the world’s trade.

. the - international '

borrowing of the 1930s came
mainly from investors in the
bond markets, rather than from
banks. This Jeft the banking
'systen less exposed to
‘sovereign defaults and bankery,
th ves less preoccupied by
their consequ

. Bhnt. despite this important
oc)

more than just an historical
curiosity.

The superficial festures of
the 1930's debt crisis should be
familisr to anybody who has
been following the events of
the 1880s.

There was, of course, the
geographical distribution of the
defau) nations,

From 1931 onwards the U.S.

Congress (with My Lamont of
Morgan and Mr Mitchell of
National City as the first two
witnesses) held indignant hears
inge on the bankers’ “ scanda
lous practices and abuses” in
pushing loans during the 1920¢
on unsuspecting foreign dicta-
tors.

Commissions of International
financial experts—such as Sir
Neimeyer of the Bank of
Engllm AE;rolusor Jﬁ{win

emmerer tuncetap NAL-
sity—were despatched from
Peru o Poland by committeeg
of banke:y o7 by the League of
Nations to restore confidence,

But even more interesting
and ominous are the possidle
lessons for the future, -

Defaulls in the 1930 In-
variably proved much 103:;.
longer and more subtle
anybody had e ted. Just one
month before gn:u begah its
defauit on Ausw 30, 1931, for
example, 8ir Otto found * that
Bml! had all but turned the
corner on her dificulties.™ :

On December 18, a group of
bankers told the New York
Times that Mexico had “reached
& stage ~f economic convales-
cence” and could e t “ga
period of rehabilitation which
will compare favourably * with
other maijor ecountries. On
January 22, 1932, a special
session of the Mexicap Congress
declared ,the .countryd agree~

and
suspended all loan payments for
three years.

Misapprenhensions like thess
stemmed partly from a curious
paradox, which may also prove
m:tlrueﬁn in the 1980°s debe
Crisis.

stibhaRments_became
Prechraly whon- - helr defay)
ta

T 3 and the bdankers
were partly right in their
economic  predictions about
Brazil and Mexico. They were
Tecovering by 19032—in fact

nl pr?2
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Brazil's industrial productio
gTew by 118 per cent a yes
from 1932 to 1939. But as thes
countries consolidsted the:
ravaged economies and returne
to political stability, their dete:
mination and ability to wit
stand pressure from foreig
creditors grew as well. This :
exactly what many Brazilian
and Mexicans today expect the
governments to start doing |
the next year or two.

NP DR i A Amsis
explicitly repudiated its dedts,
bat by 1883 there was m’b::er

) - “loy m
;?y,!nz ” , with external obliga
[ ]

publicly, in September 1933,
that “the present and future
fsancial ;olicy of the Govern.
ment does not permit of any
idea of nnowlgf‘ service on the
foreign debt,” statement did
Rot even rate a report im the
finsnclal press

The bond market even picked
up slightly when B con-
verted its “temporary”™ mora.
torium  into ot
default by RITHFORY g
issue ne-lyprinted bomds for
20 and 40 years in leu of cash
interest payments, —

o “lbeites, “wiar debter
too o8 eir
L d tions,”:. - partly gbecause

the US. and British Govern.
ments let them get away with it
But here is another lesson from
the 1930s, The creditor govern.
meants did not unleash retalia-
tory trede measures against the
defaulters or ostracise them
from “the community of
nations.” On the whole, they
blamed bankers for “ overlend.
ing,” more than the dédtors for
failing to pay.

The U.S, and British Govern-
ments’ insouciance stemmed not

OF ANY FIRANCIAL
TS
‘W, Sist Auguwst, 1038,

'BRAZIL'S DEBT
. ABROAD.

it }
i #7gn, GOVERNMENT AND

REDENPTION.

PARTIAL RURPENKION
DEIDED UKON.
R - igtanalior gl

of alllances l;o u!;mn America
paramount. sovernments
also sesmed to remember the
lessons of previ 5 hig
better than their bankers.

Bince the 18205, Latim~
America had defaulted en
masse repeatedly. The losses
of the 1930s were accepted as
Just the latest turn of a well.
established 50-year cycle of de-
fault, followed by further mas.
Sive extensions of credit. Experi.
ence hail shown that lenders

ouly one real sanction
against govereign defaulters—
cutting Off new credit.

Normally, after a
period of default o ecountry
would spek ¢ reestablish its
credit by offering its bond-
holders a “ readjustment,”
settling outstanding
claims for a fraction of their
Jace valiie. Most of the Latin
American and Eastemn
pean countries lifted their de-
faults like this in the 19408
and 185(s. Mexico was one of

]

as pure speculations at knock-
dwnw prices durmwgedthe ooun-

s miny pro t periods
of total default between 1914
and 1943.

stigma of default was officially
expunged and country
could again  sart ‘seeking
credit. Mexico was sllowed to
SATEW e OS5 Euim
Bank as early as 1942, while
nvu:mlum‘a&uvﬁhm
bondholders, but afier it had

A well-established
S0-year cycle
of default

settied other outstanding claims
against ¢, following the ex-
propriation of US. oi! com-
anm. sxgwiy‘:u( steadily, &

urned to pre-em;
position as ooe of the worid's
greatest debtors,

Nearly four decades later, in
Apri) 1961, the 3 Govern-
ment approached the sterling
bond market for a Joan of $350m
on behalf of Pemex, the state
oil company. The following
sentence appeared in the
prospectus:

“Full dedt service has been
paid when due upon all the
external debt issued by the
Federal Goverpment of Mexico
since the adoption of the con-
stitution of 1917 . . »

The prospectus did not bother
to explain this enviable record.
For nearly 30 years, from 1814
to 1943, Mexico had defaulted
on most of ity pre-1914 obliga-
tions and was therefore pre-
vented from raising new loans
on which it could commit any
* fresh  defaults.

That is the sort ~{ fine point
that bankers see... willing to
leave to the history books.
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