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Banks 
set for 
$7.2bn 
default 

Too much Yugoslav cash has been spent on weapons 

BANKERS a re b r a c i n g them-
selves for a massive $7.2 billion 
debt default as the Yugoslavian 
federation teeters on the brink of 
collapse. 

Such a default, caused by the 
b reak -up of one coun t ry into 
several, would be unprecedented, 
and could itself set critical legal 
p receden t s for f u tu r e wes tern 
lending to independent Soviet 
republics. Around $10 billion of 
o ther Yugoslavian debt , owed 
mostly to sovereign lenders, is 
also at stake. 

David Roche, managing direc-
to r in c h a r g e of s t r a t e g y at 
Morgan Stanley in London, says a 
default is inevitable. Yugoslavia 
has already lost most of the $3 
billion in hard currency receipts 
from tourism and the $8 billion 
of remittances f rom expatriate 
workers it could otherwise have 
counted on this year. 

Seven bi l l ion do l l a r s of 
Yugos lav ia ' s h a r d c u r r e n c y 
income flows through Croatia, 
which not only has the bulk of 
the touris t industry but also a 
small trade surplus with the rest 
of the wor ld . W i t h o u t it t h e 
National Bank of Hungary, which 
assumed responsibi l i ty for all 
Yugoslavia's bank debt when it 
was rescheduled in 1988, would 
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find it virtually impossible to find 
the $1.5 billion it needs annually 
to meet the cost of servicing the 
debt. 

Al though both Slovenia and 
Croatia have indicated that they 
might each take between 15 per 
cen t and 25 per cen t of t h e 
federal debt, these offers were 
premised on an agreed split from 
the federation. In the event of the 
current fragile peace disintegrat-
ing once again, they would be 
unl ike ly to be m a d e aga in , 
bankers fear. "For the banks, a 
default would not be a crippling 
issue because many of them have 
p rov ided a g a i n s t t he i r expo-
sures ," says Morgan Stanley 's 
Roche . "But it would cause a 
major problem for Yugoslavia 
which needs substantial aid." 

Yugoslavia's debt is relatively 
small by eastern European stan-
dards, equivalent to 33 per cent 
of GDP and 84 per cent of export 

revenues. Under the rescheduling 
agreement for 1988, Yugoslavia 
does not have to start principal 
repayments until late 1994, and 
over recent years has reduced its 
debt by $2 billion through sec-
ondary market repurchases . In 
May, the National Bank made a 
$65 million interest payment for 
its restructured loans on time. 

However, the dire shortage of 
ha rd c u r r e n c y ava i lab le to 
Yugoslavia has become increas-
ingly obvious, with private cus-
tomers finding it nearly impossi-
ble to w i t h d r a w the i r do l la r 
deposits from retail banks there. 

Next week the National Bank is 
due to make a $20m interest pay-
ment on deposits and trade cred-
its extended by its foreign banks. 

Privately, bankers admit that 
they are already discussing the 
likelihood of a default. Despite all 
t he legal unce r t a in t i e s , some 
remain opt imist ic . One senior 
G e r m a n b a n k e r to ld The 
European. "We a re a l ready 
calculating how we will distin-
gu i sh b e t w e e n t h e c red i t -
worthiness of states involved." 


