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I appreciate the opportunity to make an intervention at this session on “Building more sustainable sources of financing for the future.”  
[bookmark: _GoBack]I agree with the background note, that when EM or developing countries borrow in terms of dollars or other foreign currencies it creates a dangerous currency mismatch.  It is good that governments have since 2000 substantially switched to borrowing in terms of their own currencies.  I also agree that equities and Foreign Direct Investment are alternative modes of capital inflow that have good risk-sharing properties.
I want to say something about vulnerability to commodity price shocks, and to propose a solution: commodity bonds.  
· A majority of EM and developing countries are vulnerable to fluctuations in the global price of one or more exported commodities, meaning oil, minerals, or agricultural products. 
· For example, the severe debt troubles facing Angola, Ecuador and Nigeria, among other oil-exporters, are partly due to declines in oil prices in 2014 and March-April of this year, which sharply raised their ratios of debt service to export revenue. 
· Oil-exporting countries, rather than borrowing exclusively in terms of any currency, should denominate some bonds (or bank loans) in terms linked to the world price of oil.  
· The proposal to borrow in terms of oil would automatically stabilize their Debt/Export ratio in the presence of oil shocks.  
· Similarly, for countries that export minerals and other commodities.
· Zambia could borrow in terms of copper
· Argentina could borrow in terms of wheat… and so on.
· When asked about this proposal, government officials sometimes ask: But who would buy such bonds?
· There is a good answer to this question.  Natural ultimate customers exist for oil bonds, copper bonds, and wheat bonds. Airlines and electric power companies have reason to go long in oil, manufacturers of electrical equipment have reason to go long in copper, flour mills to go long in wheat, etc.  
· Such firms are ultimate customers in the sense that they would not be expected to buy the bonds directly or even to accept the credit-risk component.  Rather, multilateral development banks or private financial institutions would intermediate, keeping the credit risk but off-loading the commodity risk.  One application of the idea is to a troubled borrower such as Argentina or Ecuador: the switch to commodity-denomination would take place as part of a restructuring of existing debt.
· GDP-indexed bonds are an alternative that has been discussed more widely, and was tried by Argentina in 2002 as a component of debt-restructuring.  But commodity bonds should logically be “an easier sell” than GDP-linked bonds: 
· (1) they have natural customers;  
· (2) and the dollar commodity price is not liable to subsequent revision or mismeasurement as are GDP statistics.
· So, for the relevant countries, particularly in Latin America, Africa and Middle East, commodity bonds might be a good option.
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