
Lessons from the 1980s:

Incentives 

• Incentives for resolution of losses.

• Banks and creditor governments favor delay.

– Banks bailed out slowly but at par.

– Creditor governments hope to recapitalize banks – Creditor governments hope to recapitalize banks 

from earnings.

• Debtor governments hope for salvation.

• Residents of debtor countries suffer.

• Resolution eventually forced by debtor 

governments.





Why adjustment programs seldom 

succeed.

• Contagion from sovereign to private credit 

markets.

• Arbitrage of country risk.

• GDP growth systematically overestimated.• GDP growth systematically overestimated.

• Return to market always next year.















Projections for External accounts 

never consider capital flight.

• In 1980s capital flight was the key to inability 

to reduce external debt.

• For Ireland less pressure from fear of 

devaluation.devaluation.

• But domestic and external deposits have 

moved to other countries.





Target 2  Balances end 2010











Debt/GDP Ratios LAC

1980  37.2

1985  61.3

1986  66.7

1987  68.8

1988  43.5



Debt exchanges are the likely 

answer.

• Resources to keep the exchange voluntary 

provided up front.

• Some private sector involvement.

• Gaurantees provide right incentives for debtor • Gaurantees provide right incentives for debtor 

country.
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