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Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

27 August 1982

F.E.R. Butler, Esqg.,
No.1lO0 Downing Street

-heu Kiw ,

SEMINAR ON THE INTERNATIONAL BANKING SCENE

As agreed, I am attaching three background papers in
advance of the Prime Minister's seminar on Wednesday.

The first is a paper prepared by the Bank of England,

in response to the Prime Minister's request for an
assessment of the financial standing of various Latin
American banking
system.™  We had been intending to process this further,
but given next week's meeting it seemed sensible to

send it to you now, particularly as the four largest

LDC borrowers from BIS banks are Latin American countries.
The section on pages 4-6 deals with the implications for
the international banking community, and British owned
banks in particular. Short assessments follow of
prospects for each of the main Latin American borrowers.

The second paper is a compilation of available statistics
on the world-wide exposure of the international banking
system and of British banks. This is of course only
part Of Thé picture, since international business accounts
for less than 15 per cent of the world banking system's
assets. But there are no available statistics on
international banks' aggregate domestic exposure, for
example to particular problem industries or corporations.

This note also describes the two most important aspects of
the co-operative international arrangements built up since
the banking failures in 1974 by the central banks and

banking supervisory bodies of GlO countries and Switzerland -
both for improving the supervision of international banking
business, and for dealing with any problems that arise.

/The third
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The third paper shows our exposure to "problem" countries
on official (ECGD covered) debt. These figures are on
a“different basis from the banking statistics; there is
also some overlap between the two since bank lending

covered by official export credit agencies is also
included in the banking figures.

I am copying this letter and its enclosures to the Private
Secretary to the Governor, and to Alan Walters.

J.0. KERR
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GENERAL ASSESSMENT

A PROBLEMS OF MAJOR LATIN AMERICAN BORROWING COUNTRIES

The focus of this paper is on Mexico, Srazil, Argentina, Venezuela

éxternarl debt of Latin America]and the Caribbean which is estimated
to be approaching US$300 bn. "
o, b

intention to underrate the serious difficulties in which a number

and Chile, which together acc&?nt for some four-Ti1fEths of the

In doing this, it is not the

of other countries in the: region find themselves; Bolivia, Costa
Rica, Guyana and Honduras are all currentlf involved in debt
rescheduling exercises, hut in those cases the magnitudes are not suc
as to offer a threat to the fabric of the international financial
system, nor are they likely of themselves to give rise to a seriotus
effect on other countries ii.Latin America, although in
present circumstances the psychological impact of any further
failure needs careful watching. - d
Attached to this general assessment are individual pieces on the

five major borrowing countries referred to above together with three

statistical tebles. While the high eﬁternal debt borne by each

country shares some common origins with the others (notably the
_——-‘ -
ability and need to raise readily available - if sometimes expensive

credits on the international market for development purposes) and so=
common characteristics (riotably the recent growth both of private
sector and short-term debt), it would also be true to say that each
country @as arrived at the difficult position it now finds itself

in by significantly different routes. A distinction can be mgde,

for example, between those of the five which are oil producers -
—

Mexico, Venezuela and Argentina - and Brazil and Chile, which are
net importers of oil. This contrast is at its sharpest between
A 2

Mexico and Venezuela, which have failed, or at least have not yet

: oy — g ;
succeeded in turning their substantial oil wealth to their long-term

economic advantage, and Brazil, which has developed a‘highly

LN
diversified productive and exporting capacity while oil constitutes
a major part of its import bill. Despite these fundamental

differences, all have built up substantial indebtedness on the

international market. The level of this external'debt can be s:zid

—




. to be sustainable only so long as economic policies remain reasonably

A = = R a

consistent and respond sufficiently quickly to changes in circumstancs
T
,.Joth at home and abroad.

il

The view over the next twelve months indicates that of the five

countries under review, only Venezuela (by dint of its cushion of
! with a4 Iesser degree of C%Pfidence, =
foreign exchange reserves) and,Chile (by virtue of strict ‘policies

allied to current negotiations on an IMF programme) can be said to

be, likely to avoid trouble, but policies conducted in both countries
have nct been entirely risk free. The size of Venezuela's debt

has bzen contributed to by uncontrolled short-term borrowings in

recent years by public sector agencies. The foreign exchange

difficulties of Chile are.a reflection of a stubborn refusal

betwéen 1979 and June of this year to abandon a fixed exchange rate

policy which left the peso seriously overvalued. .Argentina's

wounds are almosit hakitually self-inflicted. With near self-

sufficiency in oil, exportable surpluses of basic foodstuffs and low

population growth, Argentina's economy has possibly the soundest
B e Y

potential of any country in Latin America. But the size of the
%
public sector, much of it under the control of the freely spending

————
armed forces, and the volatile nature of the people reduce the

. opportunities for coherent and effective policy-making. . Since
before the Falklands invasion it was clear that Argentina would have

. to enter into some form of resghéduling exercise with its creditors
and this is even more necessary now. The volatility of the political
situation there makes that country the most likely one of the five
which might risk repudiating . its external debt, but this still mus:
be considered to be unlikely provided negotiations on a debt
restructuring can get under way soon with the banks. Brazil's
efforts, especially since end-1980, to cope with its huge external

debt service have been impressive. Economic policy is in firm hands

and the authorities have shown themselves willing to pay the margins

necessary to raise the money needed in the international market.

This year, however, Brazil's debt service obligations may be more

difficult to meet, reflecting both the impact on the country's export

earnings potential of the prolonged world recession and the premature

relaxation of economic policy during an important election year for

the military government. |




For Mexico tHe crisis has already broken and an international rescue
: (?,opelatlonr 1nvolv1ng ceatral bank assistance to help the country me=t

-s immediate obligations, is currentl y under negotiation. It is

+he speed with which Mexico's dlfflﬂultles have developed whlch

provide the major lesson to be learnt by both the Mexican authecrities

and her infernacional creditors. 1In June 1981 the thought of

MéXico fincing TTself within the next 14 months to be unable to

generate the necessary finance to meet its obligations was

’inconcelvaBTE. TETICUS economic mismanagement, constrained by

political consiﬁerations and characterised by a reluctance to
recognisé and face up to the realities of a fast deteriorating set of
circumstances has been revealed by polic? measures over the past
(election) year, which have, been inédequate, inconsistent, and taken
too late. Even the new, highly respected, economic team has recentli¥

been forced to adopt measures to protect the reserves (inciuding a

three-tier exchange rate and e39ha£§; controls) which can hardly be

expected to restore confidence either within Mexico or abroad.

A question which has to be addressed is to what extent the crisis

jn which, for example, Mexico finds itself is 1ikély.to have a
‘knock-on' effect on any of the other couw under review, Say
‘Brazil. The answer to which this paper lends support is that such

.an effect is unlikely to be-so specific, although it is inevitable

that attention to a bloc of countries is likely to be drawn by

difficulties in one of them. Looking back to 1980, worries apout

Brazil showed signs of affecting sentiment towards the area as a
whole, but this concern gradually ebbed as Brazil's fortunes
improved and attention moved towards developments in Eastern Europe.
However, by the beginning of this year .again, mounting econoinic

difficulties in Latin Pmerica had led to an awareness in the

banking community of the need to re-assess both itsS WILIrlNoness O

lend to much of the region and the terms attached - to new borrowings.

The T Falklands crisis sharpened this . focus, but it would be wrong

.any causative link between that and the circumstances of Mexico toc:zx

— ——

# NE— ol |
the origins of which were already well in train by the end of 1981l.

Together, however, +he two events have reinforced what was already becc

cautious attitude toward lending to Latin America on the part of the

commercial banks.




IMPLTCATIONS FOR THE BANKING SYSTEM

.Jtal lending by the international banking community-to the non-OPEC

developing countries, which includes Mzrico, represents just over 5%
| — o m—

of its total assets which is substantial and largcr than its own total
capital but relatively modest by comparison with its total loans.
Loans to Brazil and Mexico each represent about 1% of total assets.
Experience to date suggests that the banks have Ezzaged restructuring
of debts ina fairly orderly way so -that debt service difficulties by -
some of the largest developing country borrowers need not of
themselves pose a major threat to the iﬁternaﬁional banking system.
The banks| :
. are more diversified among more participants. However, there is
no doubt that the size and_structuie of debt built up by some

" X ._ﬁ' ._‘- . h
countries since the first oil shock is causing considerable concern

are better-supervised than they were 10 years ago and risks

in the credit markets and tendinéﬁzo make lending banks much more

conservative. Some of the big borrowers are finding it hard - perhaps
impossible - to maintain the flow of new capital. If Mexico and
then Brazil are forced by a cash flow crisis to reschedule - assuming

e — .
that Argentina camnoct avoid it - the volume of questionable debt

will reach well over $200 gg - although not all of it is to banks.
— _
.This is several times larger than experience to date, -but provided

that some debt service is maintained - especially of interest - on
the rescheduled amounts, orders of this magnitude might be iranagezable.
It would admittedly be painful: the quality of some of the banks'
e g e ——
assets would be impaired; their earnings might be guite severely
: P 3 e ] : y

affected in the short run if arrears on interest and capital began

— - o s - S — %
to build up; confidence inthcse banks believed by the market to

‘be heavily exposed to problem countries. could be affected.
TE— o |

=

There is, however, a risk of second order effects if the lendirng bar

decide that the creditworthiness of all developing countries, includi

DW=
; . . . . b, . . .
those outside Latin America, is no longer high enough to justify .

further lending. This would extend the cash flow problem to other
R

countries and so enlarge the proportion of debts that nadq.to be
rescheduled. Of course a significant proportion of all of the dJde

in questicn wouléd have official guarantees from bodies like ECGD,

- o

and rescheduling of official loans would therefore also be entalTed.
£ oA -

The consequences for the borrowers would be severe enforced adjustment.
e b e ey




flIt js possible that a few of them would prefer thc odium of outright

repudiation of debt to the domestic and political cost of the
.adjustment needed to maintain the debt service. This would lead to

outrfgﬂt losses by the banks. However, most borrowers are probably
fullf aware that the long-term cost to their creditworthiness

of such drastic action would outweigh the short run gain; many of
the larger borrowers are also creditors themselves having developed

export credit facilities to support their own newly emerging

industries.

Even if the debt service difficulties of the developing countries

did lead to major outright losses, these too could probably be
absorbed in most cases by the banks, albeit with a nasty jolt,

" although the seriousness of the impact would depend also on the banks’

loss experience with their domestic loan portfolio. Although’

exposure is better diversified than it used to Be its distribution

Js still uneven. The banks with the largest exposure to Latin

America are the big American international banks who are similarly

at risk in relation to some large US corporations. - There is thus

a possibility that a combination of unfavourablie events in Latin

2merica and in the US domestic market could in the worst case threaten

L = = 3 . -
. the sclvency of scme of them. There would then be a serious aanger

of a crisis of confidence from which the London markgt would not be
]

immune and which could only be averted by official intervention.
—

v e % ' = R T
The resumption of lending by the private markets to Hungary has

* already shown that leadership from the authorities can help to

restore financing flows. ©

Total lending by British owned banks to Latin America amounts to

! M

some $17 bn. All the major British banks have substantial exposure
e e e e R i i P B e S i i Y|

e : : :
to the region. The scale of this exposure and its potential

seriousness if some of it were to crystallise as bad debts is
e e e S S Tk S =

. EEE————
illustrated by the fact that for three important banks their

S e o e s R e et Bt e s S D
theoretical exposure exceeds their capital. There is no reason
w
to suppose that British banks are more at risk than their counterparts

A
in other countries. Compared with some foreign banks,’the general

quality of the major British banks' assets is high. In add???gg-?ﬁb
relative strength of their earnings and capital position is such

that theymbe better pTET:e-d' to withstand losses and’ to retain
the confidence of depositors. Nevertheless, some of the smaller ban:

in London, particularly those which have tended to specialise in




ratin American lending may.be more vulnerable both to actual losses

and to pressure on their liquidity. il Fv
————-

the most probable outcome, of debt service difficulties

In conclusion,
in Latin America would be some impairment of the profitability of

international banks, some slowing down of the rate of new credit to

other developing country borrowers and greater discrimination between
5 - . e ] : 5 A
different credit risks both by price and amount. This might in

itself be no bad thing and by making the banks more choosy help

reinforce the role of the IMF in assisting adjustment by providing

conditional liguidity to borrowers. Their creditworthiness would alsc

be enhanced by a sustained reduction in US interest rates which
s

- e e AT e e e
would not only reduce their debt service burden, but also contribute

to economic recovery in the global economy.
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f Forecast
1982

Total Debt ($bn): 2 , 3";’.3
0/w Public Sector: ' G at |
British Banks' consolidated claims ($bn):

Debt Service Ratio (%): 82.1
Financing Requirement ($bn) ] b2

(= Current account + medium & long—-term
debt amortization)

.

The significant increase in external debt from $8% bn in 1976 to $35%bn
x, mm———r
(565 of which owed by the publiic sector) at- end-1981 was facilitatod —

by relative economic and political stabiligg-I;-E?EEntina over most
of the period. In latter“years, however, growing uncertainties on
both these fronts have progressively reduced the country's ability
to increase its debt and forced both public and private sectors to.

rely heavily on short-term borrowings, which accounted for nearly 30%

of debt at the end OF last year. Following the Falklands crisis the

growth in external debt has coéme virtually to a standstill.

—,

The country's total debt sa;vicing burden (including short-term

- maturities) ‘in the seconid half-of this year is officially put at S$15 5

compared with an original unofficial estimate of $19 bn due in the

=
~whole of 1982. The bunching of-repayments reflects additional

maturities of rolled over short-term credits - effectively the only
type of financing évailagle since the imposition of the UK asset
freeze in April. There is a strong likelihood that the Argentines
may not be able to meet a sizeable portion of these commitments as

the expected trade surplus in the second half of the year tarcer peak
. -

seasonal grain exports have finished) will be insignificant by

comparison and only a fraction of international reserves are reported

to be quickly available. Already, by-end-June $2% bn in 05533319
# N e,

repayments were overdue and interest payments reportedly running up

e
to a month late.

Despite the precariousness of the country's external financial positior
the new Bignone regime has been forced, in the interests of political
stability, to substitute reflationary policies for the“sfgict monetary
orthcdoxy espousmmr Alemann. Measures,
which include a large devaluation of the peso, general .wage increases
that




. () 1 ‘1 l < eve 1
inflation c

——
iwround 140%

At the same time th \rgentine who sent

-
~

early in August r preliminary discussicons

creditor are sceking fresh funds and a renegotiation oI eXisting
o

| ————" vl
debt in way that falls short of a formal reschec However,

international banks are unlikely to be accommoda

sanctions remai i force; and even once thes

rescheduling appears inevitable in view of the rapid deterioration

Argentina’ tworthiness, which has been exacerbated by concern

L

over the country uncertain political situation and the new economic
policies. Meanwhile the markets are concerned over reports of a
growing lcbby in Argentina fav ing debt repudiation.
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mic policies have stressed the pre—eminence of
in the economny. since public. sector finances have
licy was effectively neutral, the bulk

account deficit has Tarlen on the

+or debt has increased from

bn in 1973 to $10.0 bn in 1981.
£hin

increase in private sector debt, two
jnternational banks. Whereas public debt
and amortization) has changed 1ittle in recent years
ompared to $0.8 bn in 1977), private sector debt

to $1.6 bn in 1981 from $1. 1 bn in 1977 and, on

¢ likely to average about $2.0 bn pa uyntilthe m

The most notable success of Chilean policy has been in the pbattle
against ijnflation. However, with its open economy cnc?§E€E???bd by
1ow tariffs and an overvalued currency, chile has not escape ed the full
prunt of recession over the last year O so. This has resulted in a
record number of bankruptcies which threaten the stability of the
financial system. Chilean banks' heavy exposure to the internationa
financial system has forced the authorities toO react guickly to
maintain confidence by closing down & pumber of (small) unviable

well as to take measures to alleviate the effects of

"banks' large loan portfolios. Finally, the authorities were

also forced to devalue the peso in June after maintaining a fixed

parity for 3 years.

The recession ulll however , lead to & naryrowing of the CUrre ent accoun

deficit during 1982, thus subs stantially reducing the country financi

reguirement and slowing down the increase in the stock of cxhernal deb







sector and

1e

rate) whilst

interest




Total Pebt ($bn) :

O/« Public Sector:

British Banks' consolidated
Debt Service Ratio (%):
Financing Requirement ($bn):

(= Current Account + medium &
debt amor i0

socio-economic pressures and the low level of domestic
have led to a rapid build-up in external indebtedness to
development plans. The stock of
medium and long-term public external debt rose from $3.5 bn at the

beginning Public debt servicing rose
from less thar _ bn i to over $9.5 bn last year. HMoreover,
the stock of private debt also increased rapidly, to some $20 bb ¢
end-1981. Internation anks account for nearly 90% of lMexico's
total debt.

The accumulation of the largest LDC debt and the particularly large
public sector external borrowing requirement ($27 - 28 bn.gress;

$11 bn net i -hemse > e presented formidable constraints
These were exacerbated t merg - of the world oil surplus
during and excess de 1d pre es in the economy which
presented serio -hre the Mexican authorities' oil-led

growth strategy. In order to finance the substantial increase in
the deficits on current account and in public sector finances, the

authorities also found it increasingly necessary to resort to short-

n
term funding with the result that public short-term debt rose from

$1.5 bn i 1980 to $10.8 bn in l9§l.

Confidence in the authorities' ability to deal effectively with

these problems was further undermined by the virtual interregnum
which exists in an election year making consistent policy-making
gifficult. Spequlation against the peso grew and heavy capital

>




(= Current account + medium & long-term
debt amortization)

The oil price increases in -74 enabled the authorities to emkark
on an ambitious inveéstment gramme to diversify the productive base
of the economy away from oi However, this expansion was not well
nd was marked by public sector profligacy and waste. A
number of large scale unproductive projects were embarked upon while
iciency was eroded. Thus, while the total
public dept had risen only very siowily
ernment spending programme led the
icant recourse to the euromarkets for
wards.
la's oil weglth, the debt service ratio of about 11% on
and long-term debt during the second half of the 1970s
eptable. However, increas ngly during this period,
agencies and state ente circumvented external
as well as their own budgetary constraints by borrow-
Thus, tnb public sector's short-term external debt

exceeded $10 bn at end-1980. During the second half

d
e

throughout this year, the authorities have attempted to
rationalis n structure short-term public-c eb t This met with
success during 1981 when end-year public short- m debt fell below
$9% bn. However, restructuring plans during this year have been
hampered by the Venezuelans' refusal to pay higher spreads (ie more
than LIBOR + %% for 8-year money) on their euro-bcrrowings, leading
notably to the cancellation of an intended $2 bn credit. The Venezue-
lans were quick to accuse HMG and the Bank of England of sabotaging
the loan (as negotiations with banks occurred during the Falklands

dispute in which Venezuela strongly supported the Argentines).
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TKING CLAINMS ON LATIN AMERICAN AND CARIBBEAN CCUNTRIES 2T END-DECEMBER 1981
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' TCE, DEBT PATIOS AND FINANCING REQUIREMENTS

-

Debt Ratios Financing Reguirements

Debt | Debt serxvice as a Disbursed debt as Dishursed debt as = current a/c deficit

Sexvice - % of GDP ) a % of exports ©f a % of GDP + amortisation of
Ratio # . goods & services medium/long-term debt

1980 1981 ) 1980 1981 1980 1681 Fore- 1980 1981 Fore- 1980 1981 Forecast
cast cast 1982
1982 1982

106.0

5 ‘ross interest-and medium/long-term amortisation. In normal circumstances it is assumed that countries'
short-term debt is rolled over as a matter of course and therefore macturities of such debt are excluded

fxrom the calculation of debt servicing comaitments.

ht sarvice as a © of exports of goods and sexvitges.
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ATTACHMENT 2

THE INTERNATIONAL BANKING SYSTEM

A: THE WORLD SYSTEM

Agreegate international lending

International business - that is overseas lending - represents a
still small (but growing) proportion of the world banking system's
total assets.

Table 1: Share of international lending in total bank assets (%)

1974 1976 1978 1980 1981
9.8 12.0 12.6 15.6 17.4

Loans to the two countries that are the largest developing country
borrowers - Mexico and Brazil - amount in each case to about 1% of
total bank assets.

2 So banks' international exposure is still small in relation to
their domestic exposure, despite the rapid acceleration in the
1970s. A complete assessment of the world banking system's
exposure should also include banks' domestic exposure - for example
to particular problem sectors or companies. But no aggregate
figures of this kind are available.

53 International lending mushroomed in 1973/4 (temporarily
growing at over 50% per year) as oil surpluses were recycled.
Since 1974 the growth of lending has been fast, but fairly steady,
at around 20-2% a year; the pace accelerated slightly in 1978/9
as countries first rebuilt their liquidity in the easier market
conditions of 1978 and then were forced into further borrowing

by the oil price rise of 1979, but has been gradnally slackening
subsequently to slightly under 20%.

Table 2: International claims of banks in the BIS area excluding
claims on other BIS area banks).

£ billion, end year
1973 1974 1975 4976 1977 1978 1979 1980 4981
175 245 285 %55 430 555 665 810 940

PR
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Of course -part of this growth is a reflection of inflation - the
US pricelevel doubled in this period.

4. The rate of growth has slowed recently. New lending in the
first quarter of 1982 is estimated at $20 billion; compared with
£30 billion in Q1 1981. It has probably slowed further since March
but ,complete figures are not yet available. ¢

Geographical Exposure

Table %: Distribution of international claims of BIS banks
(excluding claims on other BIS area banks) end 1981 (Zbn)

BIS countries Other Other developing countries
and off-shore industrial Eastern 0il
centres countries Europe Exporters Latin America Others

478 99 61 72 159 79

Table 4: Of which: credit to the top ten developing country
borrowers from banks:

Debt to BIS banks, December 1981, £ billions

Mexico 55 (88)*

Brazil 50 (81)*

Venezuela 22 (28)*

Argentina 2% (37)*

Korea 17 (33)*

Yugoslavia 10 (18)*

Philippines ¥4 (17)*

Chile 10 (17)*

Greece 9 n.a

Algeria 7 (16)*
*Estimated total external debt in 1982 (including debts to
Governmentes, non-banks everywhere and banks onteide the BIS area).

F At end 1981 these top ten borrowers, within which Latin
American countries predominate, accounted for around 58% of all
borrowing by developing countries( ie Ldc's + OPEC and Eastern
Europe).
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Table 5: Other major borrowers from BIS banks (Dec 1981 § billion)

Spain 27 na
GDR 10 (15)*
Poland 15 (30)*

USSR 16 (20)* *see note on Table 4

It might also be helpful to look at the debt of the developing
countries as a whole.

(a)

Table 6: Developing countries gross long term external debt
¢ £ bns
1923 1978 1981
Total 97.% 272.7 425.2
(as % of GNP) (35:3)  (19:5) ' (22.0)
By type of creditor:
official 49.1 117.8 180.0
private 48.3% 245.3%
By type of borrower:
net oil exporters 61.5 86.6

net oil importers:
major exporters of
manufactures 107. 162.7
low income countries 46. 69.5
other net oil importers Sl 106.6

Source: World Bank

(a) includes Greece, Portugal, Turkey,Yugoslavia, Oman and the
OFPEC high absorbers.

Adjustment for inflation is difficult to interpret because

relevant inflation rates vary so much from borrower to borrower.

However, the following table gives some impression.
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.Table 7: Nominal and real external debt of the developing countries

fh 3 bns
1972 AS74 4975 4976 1977 2978 4979 1980 19681 % of 1973
Nominal 97.3 120.6 147.1 176.5 216.7 272.7 322.8 370.1 425.2 (437)

at end 1981
trade prices 238.4 217.8 265.6 297.0 336.6 378.5 348.5 360.0 425.2 (178)

/ Source of debt data: ' IMF Task Force on Non-Concessional Flows/
The 1981 level is expressed as a percentage of 1973 as 'a guide.

Capital Adequacy

6. Banking capital ratios have remained steady or in some cases
declined a little in recent years, but the figures show no sharp -
deterioration. Because of rising credit risks banks may be slowing
the pace of new lending and supervisors in the G10 countries have
concluded that further erosion in banks' capital ratios should be
resisted.

B: BRITISH BANKS' OVERSEAS EXPOSURE

7. The aggregate statistics for international exposure are, of
course, much lower than those for the major banks traditionally

most involved in international lending. For the latter, a proportion
of about 50% would not be unusual. Much of this will be to other
industrialised countries, but in many cases their exposure to the
developing countries as a group would exceed their own capital.

The position of London as the world's major international banking
centre is reflected by the fact that British owned banks*too are
proportionately much more exposed overseas than is the world
banking system as a whole. Foreign lending out of London accounts
for around 25k of total assets.

Some of the major US banks have more thau half their business in
international lending (Citicorp 62%; Chase and Morgen Guaranty 58%;
Manufacturers Hanover 51%; Bank of America 4#2%). The proportion

is
of French bank claims on foreign countries/ 5%%. Statistics for
most other countries are generally not consolidated and therefore
similar comparisons are not possible.

*ie, excluding the UK subsidiaries of foreign owned banks, and
consortium banks.
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in the .wake of the Herstatt affair that they were satisfied
that means were available for the provision of temporary
liquidity to the euromarkets and would be used if and when

necessary.

That statement still stands. As was also said in 1974,
however, it would not be practicable or advisable to lay
down in advance detailed rules and procedures for the
provision of such liquidity. Im particular, if such
provision were to be in any sense automatic or if the
factors or criteria which determined it were precisely
specified, there would be a danger that the disciplines
of the market would be overriden - if the arrangements
looked too restrictive - or undermined, if they looked
too lax."

Cooperation between supervisory authorities: the Concordat

11. Perhaps the most important single element of cooperation
between supervisory authorities is what has come to be known as
the "Concordat" on division of supervisory responsibility between
national authorities for different banks and their branches and
overseas subsidiaries. The basic principle is that no foreign
banking establishment should escape supervision. A distinction
is made between branches, which are an integral part of the bank,
and locally incorporated subsidiaries and the division of
responsibility is described below. The Concordat is supplemented
by the principle of consolidated supervision so that & bank's
capital adequacy and risk exposure can be assessed on the basis
of the tolality of its world-wide business, including its foreign
branches, subsidiaries and affiliates.

12. The Coucordat was described in more detail by the Bank of
England in 1981 as follows

"It sets out guidelines covering the responsibilities

L e
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of different supervisory authorities for the ongoing

supervision of banks where those banks operate in more
than one national jurisdiction. It is not, and was never:
intended to be, an agreement about responsibilities for
the provision of lender of last resor®% facilities to the
international banking system, and there should not
necessarily be considered to be any automatic link
between acceptance of responsibility for ongoing
supervision and the assumption of a lender of last resort
role. The aim of the Concordat is to sustain as far as
possible by effective supervision the health and safety
of the existing structure. It does not set out to rule
on the way in which the pieces of that structure should
be picked up if it is broken. The Concordat encompasses
the following principal guidelines and recommendations :

-~ The supervision of foreign banking establishments should
be the joint responsibility of host and parent authorities.

No foreign banking establishment should escape supervision,
each country should ensure that foreign banking establish-
ments are supervised, and supervision should be adequate
as judged by both host and parent authorities.
the

The supervision of liquidity should be/ primary
responsibility of host authorities since foreign
establishments generally have to conform to local
practices for their liquidity management and must

comply with local regulations.

The supervision of solvency of foreign branches should
be essentially a matter for the parent authority. 1In
the cgée of subsidiaries, while primary resﬁbnsibility
lies with the host authority, parent authorities should
take account of the exposure of their domestic banks'
foreign subsidiaries and joint ventures because of the
parent banks' moral commitment in this regard.

Sy
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- Practical cooperation would be facilitated by transfers
of information between host and parent authorities
and by the granting of permission for inspections by or
on behalf of parent authorities on the territory of the
host authority. Every effort should be made to remove
any legal restraints (particularly in the field ,of
professional secrecy or national sovereignty) which
might hinder these forms of cooperation.™

H M TREASURY




ANNEX

BANK FOR INTEENATIONAL SCTTEEMENTS

ey

15th April 1980

PRESS fYﬂﬂﬂﬂiTQﬁﬁ
o At their meetings in Basle on 1Oth March and léth April the
central-bank Governors of the Croup of Ten countries and Switzerland
exchanged views on the evolution during recent years, and the future
prospects, of the international banking system in general, and the Euro-

currency market in particular,

25 The Governors recognise the important part played by the banks
in recycling large surpluses which have arisen during the last few
years. They noted that internstional bank lending aggrepates have been
expandiug &t an annual rate of some 25 per cent. Moreover, the contri-
bution of the international banking system to recycling the large OPEC
surpluses that have re-emerged will lead to further substantial growth

of these aggregates,

£l In view of the present volume of international bank lending

and of its prospective future role the Governors are agreed on the
lwmportance of maintaining the soundness and stability of the interna-
tional banking systewm and of secking to avoid any undesirable effects

either worldwide or on the conduct of policy in particular countries.

4, With these considerations in wind, the Governors have decided
to strengthen regular and systematic monitoring of international banking
developments, with a view to assessing their significance for the world
economy, for the economies of individval countries, including particu-
larly the operation of their domestic monetary policies, and for the
soundness of the international banking system as a whole. A Standing
Committee on Euro-markets will consider the international banking
statistics compiled by the BIS and other relevant information and report
to the Governors at least twice a'year, and more frequently 1f develop-
ments call for it, These arrangements for closer surveillance could
provide a framework for intensifying, if appropriate, co-opeération on

wonetary policies between the countries concerned.
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5. Recognising that individual banks, or the international banking

System ac a whole, could in futyre be exposed Lo greater risks than in
the past, the Governors re~affirm the cardinal importarice which they
attach to the maintenance of sound banking standards ~ particularly with
regard to capital adequacy, liquidity and concentiation of risks. To
this end they place high prioriry on bringing into full effect the
initiatives already taken by the Comzittee on Eanking Regulations and
-Supervisory Practices vith regard to the supervision of hanks' interna-

tional business on a consolidated basie, improved assessment of country

risk exposure, and the developnent of more comprehensive and consistent

data for monitoring the extent of banksg' maturity transformation.

6. The Covernors note that differences in competitive conditions
between domestic and international banking that arise out of official
regulations and policies stimulate growth of international beank lending
in general; and that transsctions channel led through the Euro-currency
market can pose problems for the effectiveness of domestic monetary
policy in those countries where euch differences are particularly
significant, The Governors will continue efforts already being made to
'reduce the differences of competitive conditions, fully recognising the

difficulties arising from differences in the national structure and

traditions of banking syslems,
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~ ‘ : DEBT BTATISTICS

OFFICIAL CREDLIT INSURERS' COMMITMENTS AT MARCH 1981 (including short terrm)

Total Commitments® of which (as a percentage
at 31 March 1982 ECGD'= share )

ﬁm_ : Fu

1.° EASTERN EUROPE '

Yugoslavia
Bulgaria
Czechoslovakia
GDR

Hungary
Poland
Romani a

USSR

2. LATIN AMERICA
Mexico
Brazil

Argentina

*excluding COFACE (French Credit Insurance Agency) : Dbut including undisbursed
commitments




