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Through resolution AG/RES. 1990 (XXXIV-O/04), the General Assembly resolved to convene, in the second half of 2004, a joint meeting of the Permanent Council and the Permanent Executive Committee of the Inter American Council for Integral Development.
The objective of this meeting is to study the relationship between trade, debt, and financing and to consider the impact of debt service on the fight against poverty.  The assistance of the Office for Trade, Growth and Competitiveness (OTGC) (the former Trade Unit) has been requested for that purpose.

In response to this mandate, the OTGC reviewed the relevant literature and discussions on these issues.  Based on that, it reached the conclusion that the relationship between trade, debt, financing, and poverty reduction should be divided into several sub-topics:

· The relationship between trade, economic growth, and debt, with an emphasis on the long term.

· The relationship between trade and financing, emphasizing economic volatility, financial crises, and the short term.

· The relationship between debt burden or debt service and poverty reduction.

1. Trade, growth, and debt
The trade-growth-debt relationship involves the main factors that explain or determine growth.  As was discussed at the September 29, 2004 Special Meeting of the Permanent Council on Integration and Development, in the modern vision of growth theory and practice, growth is generally determined by four major causal factors:

· Investment or accumulation of physical and human capital;

· Productivity, which in turn depends on the education profile and skills of the labor force and on technology;

· Trade, or integration into large markets;, and

· Quality of institutions and governance conditions.

These are the four engines of growth, and all of them must be mutually strengthened and move in the same direction to maximize economic growth.  Also, as illustrated last week, higher economic growth is positively associated with poverty reduction, and it is essential, in the next decade, that Latin America and the Caribbean aim to achieve a higher sustained rate of growth than in the past decade.
Along this line of thinking about the essential determinants of growth, both the lack of market access and excessive debt can be perceived as limiting medium- and long-term growth, and the trade-debt-growth relationship specifically involves several elements, including the following:

· First, there are limitations and barriers for developing countries and emerging economies to access markets in developed countries and other developing countries. Greater access would have a direct impact on increasing exports, jobs, and poverty reduction.  Moreover, market access restrictions can prevent indebted countries from generating the foreign exchange they need to service their external debt and keep their debt at sustainable levels.
· Second, developing countries lack access to medium- and long-term debt with favorable terms.  Such access would allow them to finance investment in infrastructure, education, and other key areas for competitiveness and poverty reduction.  Moreover, in a context of excessive debt, debt service absorbs capital and foreign exchange available for imports and reduces investment in the export sector. This in turn limits developing countries’ possibilities for taking advantage of international trade opportunities.
· Third, there is a relationship between the price of primary commodities, terms of trade, and debt-carrying capacity.  Deterioration in the terms of trade increases a country’s vulnerability to current account imbalances and limits its debt-servicing capacity.  It also limits the country’s ability to gain access to international capital markets on favorable terms and reduces government revenue.

2. Trade-financing: 

The second sub-topic of the relationship between trade, debt, and financing, deals with the relationships between trade and financing that affect growth and, hence, poverty reduction in the short term.  The main concern here is the potential interruption of access by exporters and importers of goods and services to short-term sources of financing (working capital), primarily during financial crises.  This leads to discussion of topics such as how to prevent crises and financial volatility, the role of short-term capital flows, financing companies’ working capital, and risk-hedging mechanisms.

3. Debt service and poverty reduction:  

The third sub-topic deals with the fact that the debt-service burden of heavily indebted poor countries can limit poverty reduction efforts.  This can occur through the following mechanisms:
· Public expenditure: The debt-service burden limits public expenditure on poverty reduction strategies, such as public services for the poor and education, health, and housing infrastructure.

· Debt burden: If international markets and investors perceive that a country will not have the funds to service its debt, high levels of debt will discourage private investment (foreign and domestic) and can be destabilizing in and of themselves, by increasing uncertainty and country risk. This in turn hinders growth and adversely affects poverty reduction potential.

WHAT SOLUTIONS DOES THE INTERNATIONAL COMMUNITY PROPOSE?

In conclusion, the lack of trade and excessive borrowing affect growth prospects and thus the potential for reducing poverty and financing development strategies.  In view of this, the international community has begun to implement some solutions and has discussed others that have not yet been executed or that have been, but only on a pilot basis.  The solutions fall into two categories:  those that are in the sphere of competence of trade forums or agencies and those that are under the jurisdiction of financial institutions.

Trade forums

Institutions responsible for trade negotiations have two debt-related initiatives that are viewed as the way to contribute to resolving external debt problems from a trade standpoint:

· First, trade negotiations in the World Trade Organization (WTO), the Free Trade Area of the Americas, and bilateral free trade agreements help to reduce trade restrictions by allowing for greater access to markets for goods, services, and investment.  Trade negotiations can contribute to economic growth and poverty reduction through:  increased exports, more efficient imports, the generation of foreign exchange to service the external debt, and increased foreign investment.

· Second, and still with respect to trade-related institutions, negotiations under the aegis of the General Agreement on Trade in Services of the WTO (and also regional or bilateral agreements on trade in services) help to establish rules for the internationalization of financial services and thus help to make the supply of short- and long-term financing more secure and readily available, particularly to developing countries.  These agreements help create predictability and enhance legal certainty, which is needed for foreign banks to supply trade financing.  Moreover, greater openness to trade in financial services fosters modern, efficient financial markets with high management and regulatory standards that afford protection when there is a crisis.
International Financial Institutions (IFIs)

With respect to IFIs like the World Bank, the International Monetary Fund (IMF), and regional development banks, the following solutions have been implemented or discussed, among others:

1. Debt forgiveness: Debt forgiveness is one form of international aid that cuts the cost of debt servicing and is considered necessary to bring the external debt burden down to sustainable levels and combat poverty. A distinction needs to be made, however, between the reasons and mechanisms for forgiving or restructuring the debt of medium-sized and large countries, and the debt-forgiveness initiative for poor countries.
· In the wake of the crisis of the early 1980s, the countries of Latin America benefited from debt restructuring processes under the so-called Paris Club and Brady Plan.  After reducing their debt levels through these channels, several countries swapped domestic debt for foreign debt.  That whole experience could be reviewed to draw conclusions and lessons and see how those mechanisms could be complemented by other instruments and plans in the future, such as debt-for-nature swaps or debt-for-technology swaps.  It should be noted that one characteristic of these processes is that the debt was primarily to international private banks.
· The debt-forgiveness initiative for poor countries, known as the Heavily Indebted Poor Countries (HIPC) Initiative, is more recent and, in contrast to the aforementioned processes for middle-income countries, the debt is primarily to official lenders, not private creditors.  A very short list of poor countries are eligible for the HIPC Initiative, including four in Latin America and the Caribbean (Bolivia, Nicaragua, Honduras, and Haiti).  This experience could also be reviewed, since there are important lessons to be drawn that are relevant not only for those four members of the inter-American system, but also for other countries.  The countries that wish to submit to this World Bank/International Monetary Fund program must adopt poverty reduction strategies that were negotiated with the two institutions. There has been extensive discussion of HIPC eligibility criteria and conditionality, including a possible revision of the initiative to strengthen governance criteria and establish appropriate incentives for guaranteeing that the resources freed up through debt forgiveness are used to effectively fight poverty.

2. Reforms to the international financial structure:  This ranges from proposals to promote transparency in financial regulation and improve IMF supervision and oversight of the countries’ financial systems, to increasing the availability of key statistics for analyzing vulnerability and sensitivity.  There has also been talk of making the IMF programs more flexible to accommodate the use of external resources and international reserves to support trade-financing programs.  Another particularly important initiative being examined is the idea of adjusting the IMF’s financial accounting methodology so that certain types of debt of State-owned companies are not included as part of the public debt.  Since the debt crisis of the early 1980s, the IMF has changed its methodology to include in the calculation of public debt not only the central government and decentralized agencies, but also State-owned enterprises.  The argument has recently been made that the investment projects of State-owned companies could be handled like private investment projects and that they should be evaluated based on their return and potential for generating a stream of resources for repaying the company’s obligations, instead of including them as part of the overall fiscal deficit and external public debt.  This initiative is being examined, and the IMF has not yet formally agreed on any changes to its methodologies in this regard.  Such a change would substantially increase the ability and flexibility of countries to finance their investment priorities.

3. Sources of trade financing:  External short-term financing could be facilitated by better integrating the emergency financing plans of public institutions, such as agencies that provide credit for exports and regional development banks.  Improved coordination between public and private institutions, through joint operations, could also help to resolve the problem. 

4. Lastly, there is a series of empirical studies that evaluate whether debt forgiveness or restructuring have a positive impact on growth and poverty reduction and that try to measure the extent of that impact.
WHAT CAN THE OAS DO?
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The foregoing discussion sought to quickly, albeit not exhaustively, identify some of the main topics that arise when discussing the nexus between trade, debt, and financing and their relationship to growth and poverty reduction, which are the grounds and main elements cited in resolution AG/RES. 1990 (XXXIV-O/04) on trade, debt, and financing.
For each of these topics, the OTGC has identified a wealth of relevant literature, as well as the principal experts and institutions that could be invited to cover the topic with authority and full understanding.  However, it is clear that this topic has the potential to be very broad.  Criteria would therefore have to be established to prioritize the areas of greatest importance.

The OTGC welcomes the creation of the Ad Hoc Group established by the Permanent Council to handle the relationship between trade, debt, and financing, and its relationship with growth and poverty reduction.  The OTGC is at the disposal of the chair of the Group, to provide support for a more in-depth study of the matter and prepare a draft agenda for the conference to be held in accordance with the mandate emanating from resolution AG/RES. 1990 (XXXIV-O/04).
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