
CUTP3"T ACCOUNT 
The Man at the Bakery 

The gentleman stood quietly. In his fifties, impeccably at- 
tired, with the demeanor of a stockbroker or corporate ex- 
ecutive, he waited patiently to be noticed by the swarms 
of shoppers entering the large neighborhood bakery. In his 
hand he held national lottery tickets for sale. 

The scene was Mexico City; the time. late spring. I was 
visiting Latin America's three largest debtor countries- 
Argentina, Brazil, and Mexico-to conduct research on the 
region's foreign debt crisis. But no amount of statistics, no 
number of interviews could speak to a visitor as eloquently 
as the quiet man at the bakery. For this gentleman, the crisis 
has obviously meant hard times, reduced circumstances. 
And as became abundantly clear to me during my travels 
in the region, he was by no means alone. 

The roots of the Latin debt crisis go far back, at least to 
the late 196Os, when a number of governments in the region 
made a deliberate decision to finance accelerated invest- 
ment domestically with borrowing from private and official 
institutions abroad. Superimposed on this was the first oil 
shock, which spurred further borrowing to pay for higher- 
priced oil imports; and then a trend after 1976 toward cheap 
interest rates in global financial markets, which whetted 
appetites even further. By the time of the second oil shock, 
at the end of the decade, many Latin governments had 
seemingly become addicted to foreign finance, and debt 
was piling up at a dizzying pace. By mid-1982, total debt 
in the region had swollen to nearly $300 billion, including 
$90 billion in Mexico, $75 billion in Brazil, $30 billion 
each in Argentina and Venezuela, and $15 billion in Chile. 
Two-thirds of the total was owed to banks. Clearly a storm 
was brewing. 

The first threatening clouds appeared in the spring of 
1982, during the Falkland Islands (Malvinas) conflict, when 
Argentina began to fall behind in its debt service as a result 
of the British Government's freeze of Argentinian assets 
in London. But the really rough weather did not set in until 
the summer, when political and economic uncertainties in 
Mexico sparked a major capital flight. First for Mexico, 
and subsequently for Brazil and Argentina, financial rescue 
packages had to be cobbled together by the United States 
and other govemments and institutions to save the Latins 
from default. And in the two years since, nearly every other 
country in the region has also fallen into arrears on its debt 
service. All have been forced into protracted and difficult 
negotiations with private and official creditors to restructure 
their debts, and most have had to initiate painful-as well 
as politically risky-programs of domestic austerity as a 
price for financial assistance. 

In the United States the Latin debt crisis tends to be 
viewed mainly in financial terms, as a threat to our banking 
system. U.S. banks, particularly our large money-center 
banks, are heavily exposed in the region. In Mexico alone, 
at the end of 1982, loan exposure in relation to capital 
exceeded 40 per cent in nine of this country's twelve largest 
banks: Taking Latin America's five biggest borrowers to- 
gether, the exposure of these same dozen banks ranged from 
a low of 82.5 per cent of capital (Security Pacific) to a high 
of 262.8 per cent (Manufacturers Hanover), with most banks 
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falling in a range of 140 to 180 per cent. Clearly, our 
banking system is vulnerable. 

But for Latin Americans the crisis is much more im- 
mediate-not some remok drama of high finance but, rather, 
a very personal tragedy of economic deprivation. So what 
if a few U.S. banks seem endangered? That is not the issue. 
Throughout the region what matters most is the domestic 
austerity demanded by foreign creditors, which has meant 
lost jobs, eroded savings, and declining living standards. 
Whether talking with government officials or taxi drivers, 
jomalists or academics, the refrain I heard was the same: 
What is most in danger is national development, economic 
growth, perhaps even political stability. Most creditors, I 
was repeatedly told, do not seem to appreciate the impli- 
cations of the sacrifices they are demanding. How many 
Norte Americanos would quietly endure cuts of "real" (i.e., 
after inflation) wages on the order of 20 or 30 per cent? 

Some of the implications were evident to me during my 
visits in Brazil and Mexico, both of which, since the crisis 
began, have deliberately induced severe recessions at home 
in order to keep up debt service and creditworthiness abroad. 
In Rio de Janeiro and Mexico City one finds the streets 
lined with peddlers selling cigarettes, toothpaste, jewelry, 
toys, used books, magazines, old clothes, household ap- 
pliances, phonograph records-you name it-as well as 
lottery tickets. Like the man at the bakery, many of the 
peddlers appear well dressed, unquestionably middle class 
in origin. They are what the economist calls "underem- 
ployed"-without a steady job, eking out a living anyway 
they can. It is not just the poorest elements of society that 
have suffered deprivation, though one does see many beg- 
gars. In both countries I met salaried professionals who 
assured me that since the crisis began they had experienced 
cuts in their real living standards of 50 per cent or more, 
as inflation has out-galloped nominal income and savings 
have wasted away. They were happy simply to be still 
working. 

In Argentina the situation was different. Here severe 
recession had so far been avoided, first by a military gov- 
ernment too weakened by its humiliating defeat two years 
ago to undertake such an unpopular program; then by the 
newly elected democratic government of Rad1 Alfonsln, 
who had campaigned on a firm pledge of no domestic aus- 
terity. Peddlers were less in evidence in Buenos Aires; the 
city had an air of prosperity and good living. It came as no 
surprise to me that the Argentines were determined to keep 
it that way, even if it meant provoking a confrontation with 
their foreign creditors. They know the price that has been 
paid by the Brazilians and Mexicans. They consider it too 
high. 

In all three countries the bottom line was the same: no 
m&s. Patience was wearing thin. How could creditors keep 
demanding ever-greater sacrifices and then raise interest 
rates? Don't they understand how this could threaten po- 
litical stability? The man at the bakery stood quietly. How 
much longer? 
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