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Journal für ｅｮｴｾｬ ｣ ｫｬｵｮｧ ｳ ｰｯｬ ｴ ｴｴｫ＠ 2, 1985 

EDITORIAL 

Hochverrat, sagt ein Bonmot der Staatstre1chsprofesslon, sei eine Frage 

des Datums. Mutat1s Mutandis gi l t dies auch für die Ursachen der Schul-
denkr1se in der Dritten Welt . Was gestern für die ｾｓ｣ｨｷ･ｬＱ･ｮ ｬ ￤ｮ､･ｲＢ＠

l.ate1namer1kas noch als erfolgreiche , wel1 angeblich dem westlichen Vor-

btld folgende , Entwickl ungspolit ik galt, 1st heute der Inbegriff wi r t -

schaftspoliti scher Verantwortungslosigkeit , wird aber für morgen bereits 
wieder zum non plus ul t ra ökoncmlscher Wei sheit erklärt. Oi e Rede 1st von 

der ･ｾｰｯｲｴｯｲｬ･ｮｴＧ･ｲｴ･ｮ＠ Wachstumsst rateg1e und i hrer F1nenz 1erung um jeden 
Preis. In der zweiten Häl fte der 70eT Jahre durfte das empfohlene Ent-

wtcklungskonzept als Mi lchmädchenrechnu ng gelten : Ge l d war bil l ig zu haben 
uM der Export florierte, der Schuldendtenst l1 eß s1ch bequem aus den Aus-

fuhrerlösen finanzi eren. Als die Tide kippte bl ieben die Schul dnerländer 

als die Schu ldigen auf der Strecke. Anders und doch verwandt die Ge-
schichte der armen Entwicklungsländer. Ihre Entwickl ung f i nanzi ert s1ch 

aus ｺｾ･ ｩ＠ Quellen : aus den Rohstoffexporten und aus der Entwick lungshi lfe. 

Als die Kr1se in den Indus tries t aaten die Nachf rage und damI t den Pre is 
für Rohstoffe verdarb und zugleich die Entwl ck lungshtlfe 2U stagnieren be-

gann, blieb als Alternative entweder gleich in ｅｮｴｷ ｦ｣ｾｬｵｮ ｧｳｲ ｵ ｦｮ･ｮ＠ zu hau-
sen oder die Lücke m1t Kapitalmar ktm1ttel n zu füllen. Letztere s verän-

derte die St ruktur der ａｵ￟･ｮｾ･ｲｳ｣ｨｵｬ､ｵｮｧ＠ beträcht lf ch, d1e des Schulden-
dienstes aber enorm. Denn es macht ei nen Unterschied, ob man für Ent-

ｾＱ｣ ｫｬ ｵｮ ｧｳｫｲ･､Ｑｴ･＠ der Geberländer Zinsen zu leisten hat oder den dr eifachen 

Zins für Kapitalmarktkred1te . 

Ein Bild der afrikanischen Arme_Leute_Verschuldung zeichnet der Auf satz 
von Herbert pönfsch . Unstreiti g haben Mißwi r tschaft und Korruption ihren 

Teil am Fiasko: Mancher geliehene Dollar berührte gar nicht den Boden des 

Empfängerlandes sondern wurde von den defraudierenden Eliten und Herr-
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SChaftsk lassen glei ch auf ausländfsche ｐｲＱ ｶ ｡ ｴ ｫｯ ｾ ｴ･ｮ＠ transferiert. Aber 

die Vorstellung einer geteilten Schuld paßte nicht ins Konzept des 1nter-
nattonalen Pr lvatbankensystems , der westlichen Regierungen und des Welt-

währungsfonds : Wenn die EntwiCklungsländer die Zeche allein zahlen sollten 
- und das sollten sie - mußten sie auch die al'ein1gen Schuldigen se tn. 

Daß dabei nicht die Verantwortli chen 1n der Dritten Welt, sondern die arme 
Bevölkerungsmehrheit die volle Wu cht der Sanierungspläne und Austerf typro-

gramme zu spüren bekam 9 störte dabei weniger. Schließli ch war das schon 

inrner so . 

Oie Mechanismen des int ernationalen Finanzkarussel s beschreibt der Artikel 
von Claud1a Oz1obek. Immerhin brachten die Umschuldungsvereinbarungen mit 

den wichtigsten Schuldnerländern Beruhigung für das Pr ivatbankensystem. 

Dementsprechend verkündeten westliche Zentral banker und F1nanzmfnister, 

einem modernen Hevl1le ｃｨ｡ｭ｢ｾｲＱ｡ｩｮ＠ glei ch, auch ihr "financhl peace In 
our time n. Inzwischen beschleicht aber auch professionelle Optimisten 

eine Ahnung, daß damit die Schuldenbombe noch nicht entschärft sein 

könnte. Andre Gunder Frank hat schon Mftte vorigen Jahres auf den diesbe-

zOglich verdächtigen Trend der Rezessionszyklen aufmerksam gemacht . Auf 
die Rezession der Jahre 1973 - 1975 hat die eskali erende Verschuldung der 

Dritten Welt - durch die kreditstimulierte Importexpansion der Ent-

wicklungsländer - noch dämpfend gewirkt, hat aber die Rezession 1979 -

1982 - durch den Einbruch bei den Entw1 cklungsländerexporterlösen und der 

konsequenten Lfquiditätskrise angesichts anziehender Zinssätze - bereits 

verstärkt. Die nächste, durchaus absehbare, Rezess ion wird das Schulden-
problem zur Insolvenzkrfse eskalieren und , angesichts einer Mas s ierung von 

Fälligkeiten Mitte der AChtzigerjahre, die Zeftbombe zünden. Daß dann 

aber auch die Industriestaaten mitgerissen werden können, ergibt sich aus 

dem dichten Geflecht weltw1rtschaftlicher Interaktionen 9 die geme1nhin als 
Interdependenz bezeichnet werden, und die Jean-Ph1lfppe Platteau 1n se1ner 

Studfe beschreibt. 

Klaus Derkowftsch 
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Claudfa Dzfobek 

The MANAGEMENT OF THE THIRD WORlD DEBT CRISES : FOR-
MATION OF A lENDERS' CARTEl*l 

It 15 by now a well known fact that cammerc'al bank lendtng to Th1rd World 
countrfes runs less smoothly than perhaps expected by private flnaneial 

1nstttut1ons. 1982-1984 were three t ense years 1n the banki ng 1ndustry as 

the fnternational flnaneia1 ｣ｯｲｲｾｮＱｴｹ＠ watched major debtor countr1es enter 

foreig" exchange crfses and the number of bank rat lures rose t o leve ls not 

seen sinee the Gr eat Depression cf the 19305 . Pessfmists forcast the c01-

lapse cf large private banks and ant1c1pated a repet i tion cf the btg 

Crash. They turned out to be wrang. Hot on ly 1s the flnaneial order by 

and large still '"taet. butt most banks lnvol ved 1n Th1 rd World lendlng da 

not even appear to have suffered sign1flcant losses and the l r overall pro· 

fit performance Is remarkably stable. 

An explanation for thfs unexpeeted development ls offered here focussfng 

on large U.S . eommeref«l banks and thelr lendlng to Argent1na, Drazll and 

Hexfeo. We will argue that an analysis of private bank lend fng to t he 

Thfrd World shows that from early on banks were careful to prepare for the 

event of extended debt cr1ses.(1) Their rlsk calculatfons were and 

contl nue to be based on two pfllars: On t he one hand a elose net of coope-

ration among all banks partici pattng 1n international busfness was esta-

bllshed. ensurfng jofnt and coordf nated actfon in the event of a ､ｾ ｢ ｴﾭ

service crists . On the other hand they counted on - and Instftutlonallzed 

- the support of internati onal f 1nanc1al instl tutions . 
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* Thls paper is a rev i sed vers ion of a lecture presented at the 

Conference on nStructural Adjustment 1n the World Economy and Eas t-West-

South Eeonomlc Cooperatfon ," Oubrovnlk. February 17-March 2 1985. 

• Thfs does not presuppose the existence of secret arrangements or con-

spfracy, because 1t 15 suffietent to know that international ffnanetal 
1"5t1tut10"s will always Act so 5S to preserve the stabflfty cf interna-

tional ffnaneial markets, a goal overrfdfng consfderatfons regardfng pros-

pects cf economfc development or growth in the Thfrd World . Because 

ffnanetal market stabflfty presupposes the stabflfty of Its camponent 

parts, that 1s the individual banks, 1t was elear from the out set that any 
solut10n to the debt crists would protect the banks' fnterests . We there-

fore conclude that 1t was and 1s the existence cf a lenders' cartel that 
saved the day for the banks. 

Thls general result can be specff1ed further by a dlscuss10n of the 

mechanfcs of debt crisfs management 1.e. the reschedullng process In Ar-

gent1na, Brazll and Mexlco. The actual rlsks assumed by the banks are 

relatfvely low and do not justffy the prlces charged to Thfrd World bor-

Towers. In contrast to domestfc lend1ng whfch serves as a basis for cam-

parfson, the r1sk of default 1s vlrtual1y absent. Hence the lncrease In 

spreads over the landan Inter Bank Rate (liBOR) that goes hand fn hand 

wlth reschedulfngs mfght be cansfdered a surplus profit reaped by the 

banks. Horeover the banks are gfven access to the free-af-charge services 

of the fnternatfonal ffnancial fnstltutions. W1thout IMF- negot1atfons and 

stand-by agreements wlth the debtoT countries and the bridge-loans pro-

vlded by the central banks and the Bank for International Settlements 
(BIS) sfgnfffcant costs and lasses would have to be shauldered by private 

banks themselves. Although not explfcltly d1seussed In thfs paper the lm-

plfcatfon for polfcy makers and regulatory authorltles would {"clude sub-

stantfal revisions of rlsk calculatfons and a more equltable distribution 
of the actual costs Involved In resehedul1ng arrangements. 

The argument will be developed as follows. First, some informatton ls 

glven on major banks' performance durlng the last few years and the mecha-

nisms they developed to enforce dfsel pllne wlthin thelr own ranks. Se-

cond, the debt crises of Hexteo, BrazlT and Argentfna (ln chronologieal 

order) are diseussed to show how resehedulfng agreements are reached . The 

. role played by the International financial fnstftutfons will be eonsldered 
1n thfs eontext. 

5 



1. The eondltfon of large U.S. commerelal banks 

To get an ldea of the welght of LOC (Less Oeveloped Countrles) loans ln 

tne banks ' portfolfos the largest 12 U.S. eommerclal banks have an average 

of 20% of total loans outstandlng to lOe borrowers wlth a high concen-
trat Ion of major debtors In latfn Amer1ca and Asta. Relative to the 

banks' eap ltal, whfe h Is eonsldered a safety margfn, credlts outstanding 
to the two or three largest debtors In many eases are we11 over 100%. 

Cftlcorp for tnstance had given eredfts to Braz f1 equal to 80% of lts 

eapltal base (Cltleorp : 1983) and had 200% of the value of equlty eapltal 
outstandlng to on1y four lOes 1n 1983 . In comparison. U.S. bank regu-
1ators norma11y eonsider a 10a" to any one borrower equal to 5% of the 

banks' eapltal base the upper limi t . The banks' exposure t o lOCs Is large 
by any standart, end has been high for more than 10 years. In the Unf ted 

States thfs situation has prompted much debate and been a reason for con-
cern among bank regu1atory authorltles and in many governments. Count less 

eongresstonal lnvestlgatlons were undertaken and new l"stltut1ons ereated 
to study possfble ways of avotd lng a repeat of historie flnancla1 pan1es. 

Publle concern spurned numerous studles eoneernlng ｴｨｬｾ＠ subject and the 

produetton of data bases to ensure that def1 clent information or Ignoranee 

of t he seope of the problem wou1d not stand 1n the way of qui ck act10n 
when ft should beeome necessary. 

Tabelle 1: Growth Rates ln Earnlngs of 12 U.S. 8anks, 1970-1983. Pereent 
Change from Previous Year 

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 

Internat10nal Earnfngs 

+42 +20 +56 +46 +19 +18 +3 +14 +6 +11 +4 +33 -5 

Domest1e Earnlngs 

+5 +7 +11 - 7 -6 -7 +19 +32 +32 -4 +6 -2 +55 

Total Eanlngs 

+6 +7 +23 +11 +5 +4 +10 +25 +18 +11 +3 +12 +24 

Souree: Annual Reports, Forms 10-K (Oz1obek 1984) 

Bankers In the Unfted States were foreed to dlsclose ftgures and 
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stat1stf cs on their Third World lend1ng includlng t he d1selosure of ere-

dits outstand1ng to individual eountrfes exeeeding one pereent of thefr 
total assets. Whf1e evldenee was collected to prve that banks were aet1n9 

unwfsely and Imprudent1y, more loans were granted to Thfrd World borrowers 
throughout the 19705, partfeu1arly to those large borrowers who enjoyed 

good standfng In International eredft markets. 2) Moreover, profits from 
international operations grew steadf1y. Table I shows that wfth teh ex-

peetfon of 1983, profits (earn1ngs after securfty transact ions and before 
taxes) from International business grew at a re1at1vely high rate . Nega-

tive growth 1n 1983 of ＭＵｾ＠ may be consfdered a sat1sfactory result grfven 
the previously high grow rates . 

Even then the over-proportlonal rise in domestlc profits eompensated the 
small 10ss leadfng to a 24% increase 1n overall profits. A remarkable re-

sutt, partleu1arly If we reeall that in the summer of 1982 Hexf co went 
through severe f1nanetal and eeonomte erfses, 

Tabelle 2: Terms on Credft to SeTec ed Oevelo 1n Countr1es Involved In 
Resc edul ng. 8 - 98 ereentage po nts exeept as noted 

Year of 01sbursal Spread over Spread over U.S . Maturlty Front-end UBOR prfme rate (years) fees 
------------------------------------------------------------------------1981 (base ye.r) 1.04 1.02 8.01 .83 
1982 (through July) 1.25 1.24 6.14 1.05 
1983 2.17 1.9B 7.50 1.28 
1984 (through July) 1. 75 1.47 9.25 .75 
------------------------------------------------------------------------
• The data cover reschedu1 fng and new bank 10ans to Braz11 Chfle 

Mexfco and Peru. Dats are unweighted by s1 ze of borrowings by ｦｾ､ｦｶＱＭ
dual eountrles. The 1983-4 credlts f"elude new toans and reschedullng 
of debts that are part of flnanefal · paekages". 
Souree: Federat Reserve Bulletin (Deeember 1984). 

1983 saw a repeat ｾｦ＠ the drama 1n Sraztl followed by Argent1na towards the 
end of the year. Wh11e the'se events brought about eonslderable hardsh1ps 

for the people in the aforementloned eountries, doeumented by massive 
strikes and protests, little harm was done to the banks ' profits . Qufte 

the contrary, reschedulfng agreements whfeh were reaehed turned out ot be 
very favorable for the banks' 1ncome. Table 11 shows that durlng the 
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"cr1sls years" both spreads over l IBOR and front-end - fees, the prf ee char-

ged once, over and above the lnterest rate for the service of reschedul1ng 
existfng debts (fnclud1ng same "fresh 10ans") rose sfgn1ficantly . The 

crfsfs ra1sed the banksl 1ncome fndepentendly of the general upwards trend 
cf lnterest rates 1n the market whf1e at the same time d higher pr1ce (l n 

percent, not ln absolute terms) was charged for bankfng services. 

In other words, even the management of the cri si s itself could be turned 

1nto a profftable business. It must be noted that the turn of the events 
was not entfrely due to the banks l negotf at10n skfl1s and power posft fon 

vfs a vls the debtors . Hor dfd all partfc1patfng banks prof it equa l1y. 
The fnternationa l f' naneial lnstf tutfons, part1culary the IHF and the U.S . 

Treasury worked actfvely to fnduce banks to grant new credits, whe" they 

were reluctant to do so. We wi ll return to thfs point 1ater on. It ts 

also true that not all bank s were benefittf ng equa ll y. In fact many of 
the smal'er banks would have preferred to withdr aw from Thtrd World busi-

ness entfrely, even ff same of the loans would have had to be wrftten off. 

Instead they were forced to underwr ite thefr proportiona l share of ad-

ditional eredits granted to the debtors by the bank commlttees conductlng 
the negotlatfons on their behalf , w1thout. however recefvf ng any part of 

the additional fees . To understand "group dynamfcs M of the bankfng 1n-
dustry, a few words must be sa1d about the interbank organfzatlon at werk 

behlnd t he scene. 

Inter-bank organfzatton behlnd the scenes cf Third World lendfng 

Under normal c1rcumstances, banks advance credits to customers, normally 
wlthfn t he reglon of their oper ation, after an assessment of the project 

to be funded has been made. loans are granted at a magnitude that the 
bank could concefvably write off as a lass wlthout rul nlng ftsel f. The 

contract then is made between two legal part ies , the bank and a corpo-
r&t lon or fndfvidual. In international busi ness new forms of lendfng ar-

rangements have become establfshed. 

lendlng to lDCs almost exclusfve ly took the form of syndfcated credlts. 

That 1s, banks dtd not grant credi ts on an individual basis . Instead , for 

each loan one bank acted as a "lead bank " in putt1ng together a cr2d lt 
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wh1ch several. sometlmes dozens of other banks ｳｵ｢ｾ･ｲｩ｢･､＠ to. The lead 

bank dfd not necessarlly provtde the largest share of the eredft, nor d1 d 
ft assume all of the rfsk. It me re1y aeted as an infttator and organfzer 

on behalf of the borrower to ratse the funds on the fnternational finan-
cfal market. Thus, from early on, lDC lendlng constttuted a "jofnt 

venture M of commerefal banks . Thfs form of lend1ng dfffers from the con-
ventfonal fndiv tdual bank 10an 1n several ways. First , because for each 

syndfeated credlt the partfcfpatfng banks change so that all banks became 
closely fnterconnected withln only a few years . Second, a matter of the 

perceptfon of risk ehanges as more bfg banks add their names to the lfst 

of underwrfters. Though impossible to prove ft appears a reasonable as-

sumptfon that an fndependent assessment of the projects to be funded wfth 
any gfven credit was at best made by the lead bank. Thus, whfle the banks 

joined forces fn raisfng large-denomlnatlon loans for LOe borrowers 
sfmflar coordfnatfon efforts were not made to assess the rfsks involved; 

formal1y each bank took full responsabflfty of fts share of the 10an. 

The event of adefault was deffned cOllecttvely through the fntroductfon 
of cross-default clauses lfnkfng ､･ｦ｡ｾｬｴ＠ of one share of a syndfcated 

eredft to another and lfnkfng the borrowerls default on one bank to a 

general default . The clause makes 1t impossible for a country to default 
selectfvely on some banks and not on others. Adefault on one portion of 

the loan constitutes adefault of the entire 10an for all part1clpant 
banks. eonversely, for the banks thfs elause makes "secret agreements " 

w1th fts customers impossible . If one bank attempted to wr1te down 1ts 
Toans to Argentfna for 1nstance 1n order to clean out lts portfolfo, th1s 

would requfre all other banks to do the same. Such a mechanfsm thus 

const1tutes both a danger to other banks and an fnsuranee for all parties 

fnvolved, a danger, should one country decfde for a unilateral debt re-
pudiatton , sfnce then hundreds of banks would fmmedfately have to wrlte 

off thefr loans as losses. In thfs case the t1ghtly knH web of 10ans 

would unravel fnstantaneousl y. Cross-default clauses forbfd discrlm1na_ 

tory behavfor and prohibit loes from drawing up a 11st of banks to rece1ve 
serv1c1ng prfor fty . IISe1ecttve default ll options are foreclosed. On the 

other hand a cross-defau l t clause has fts advantage in enforcfng strlet 
dfsc 1pltne wlthfn the ranks of the banks. The banks are thus forced to 

take co llect lve actfon fn the case of payment difflcultfes and jOintly to 
negot1 ate new arrangements with the debtor. 
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elose tnterrelat10ns of the banks on the lendtng side was further promoted 

by the nature of the fund 1ng s1de. In the international business, the 
bulk of the souree of funds used for lOe 10ans or1gfnated from the Euro-
eurreney market . (3) A large international pool of funds, aecessable to all 

internat10nal banks tnvolved in the business of lOe 10ans, 1s the source 

of lending. Hence banks became closely connected on the funding s1de. 
Any major market d1srupt1ons translate tmmedtately fnto a genera1ized 

change of the ava11ab111ty of funds, inereasing the potential volattl1ty 

of avai1able funds . 

A furt her dlstlnct1ve feature of LOe lend1ng 1s fts enormous size and lts 
relative weight 1n the international (1naneial markets . The rapfd bul1d 

up of lOe debt would not have been poss1ble had the banks employed trad1-
tional lend1ng patterns. Thls came to be an lmportant faetor in the Euro-

eurreney markets . Total private bank cred1ts outstandfng to lDCs 1n 1983 

amounted to 20% of the gross figure of all internatfonal lend ing withfn 

the Bank for International Settlements reportlng area. The shares of U.S . 
banks alone were 7%, or 12% ff we substrae t fnterbank credfts(BIS 1984: 

116). Thfs is not surprf s ing, since when a number of large banks, in con-

trol of substantfal market shares collect1vely venture ioto the lDe busi-

ness, employ1ng lending techn tques that al10w them to advance h1gher-deno-
mlnat lon credits than usual they are likely to have a signiffeant impact 

on the enttre ffnaneial market. The elose fnterrelatfon on the fundlng 

and on the lending s ldes , together wfth tf'l e establishment of cross-default 

clauses are suffieient to ensure that any debt crfses necessltated joint 
action by all banks . The first cases of debt servi cl ng dffflcultfes, 

Zafre and Peru, 1n the wake of the international business erisfs of 1975, 
marked the beginning of the forma11zatfon of bank joint act10n 1n rene-

gotiatfng lOe debts. In each case one of the banks took the lead fn put-

t lng together a bank steering comm1ttee to eonduct the negot iat ions 

dlreetly with ｴｨ ｾ＠ government tnvolved (Stalllngs: 1974; Euromoney: 1975). 
It was t he expl1 e ft goal of these initiat1ves to renegotiate the coun-

trles ' external debt w1thout wrftfng off any part of outstandfng loans. 
The goal was t o be reached by inducing a change of government pol1cy, more 

speclflcally to begtn an austerity pregram that would be compat fb le wlth 
centfnued debt serv1clng (Frledmann: 1976) . l t became elear 1n the pro-

cess that the banks had to i nvolve themsel ves dfrectly 1n the lnterna-
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t iona l affa1rs of t helr customers, a step that ･ｶ･ ｾ ｢｡ｮｫ･ｲｳ＠ considered ｴｯｾ＠

sfMilar to imper1alistfc behavior. It was agatnst this background that 
bankers C&me to realize that a buffer had to be found to bear respons i-
bll1ty . 

The banks had put thelr own house in order, Cftibank in the case of Zafre 

and Wel1s Fargo bank in Peru assumed the lead and most ether banks 
followed the agreed-upon eondftions of reschedulfng. The maln p01nt of 

d1sagreement among the banks was the dlrect polftt cal fnvoTvement which 
they eonsfdered fnappropr 1ate. and whi ch shed an unfavorable l ight on bank 

activ1ties . The IMF turned out to be the opt1mal chof ee aval1able. An 
internat10nal instttutfon ｴｾ｡ｴ＠ wou1d mediate between the private ffnancial 

fnstftutfons and the borrowers : one that would be gfven the power to make 
econom1e adjustment programs for the borrowers, a prerequfsfte not only 

for small support 10ans , but for cont1nued access to international credft 
markets. Beeause of the 11mited funds avaflable to the IMF 1tself, its 

power 1n the negot1at1on process would be effect1ve only in conjunctfon 
w1th private bank cooperation. Hence the banks considered the 10ss of 

autonomy 1n renegotlating thetr lOe loans an acceptable compromfse. 

Horeover, as an international organ1zatfon, the IHF has no jurid1ca l power 

over the lenders as does a central bank or a Flnance mfn1stry (Treasury). 

Thfs is an 1mportant detail, because 1f for example, the Federal Reserve 

Bank, whfch is also a regulatory authorfty for banking decided 1n the pro-
cess of debt renegotiations that loans outstandlng to Bolfvfa must be eo_n-

sfdered of ·substandard" quallty, U.S. banks - and hence all banks would 

be forced to wrfte these credits off as losses. Ffnal'y, the IMF eDuld 

not refuse its cooperation, because as dfscussed earlter, the matter was 
fmportant enough to present a potentfal threat to the stabfl1ty of inter-
national f1nanet al markets, the protectton of which const1tutes the prfme 
task of the institution. 

In conclus1on. the banks' favorable profft performance throughout the 
crises can be attrlbuted to a f.irm lnterbank organ1zat10n . Thefr goal, to 

manage the crisfs jolntly and to avold los ses at any cost , led them to 
enter an ag reement with the IMF. It was thu s possfble to turn even the 

lOCs' debt crlses into a prof i tabl e busi nes s. Our thesis that thfs be-
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havior amounts to the formation of a lenders' cartel will be further sub-

stantiated in the foTlow1ng d1scuss1on of cris1s management 1n litt" 

Alner1ca . 

Before d1scuss 1ng tM! rescMedul1ng agreements, ment10n must be made of the 
exceptio" to the ruTe. namely the near-fa11ure of ｃｯｮｴＱｮｾｮｴ｡ｬ＠ IIl1no1s 

Bank, one of the largest ten in tMe Un1ted States and among the top len-
ders to Th1rd World countr1es. Even though its fate was not directly re-

lated to lOe lend1ng, it ls h1gh1y relevant to our d1scussion. 

The "problem banksM: Contlnental 1111"01s 

When 1n m1d-1982 Cont1nent1al I11f"01s' problem loans surfaced, 1ead1ng to 
a run on the bank ' s depos1ts, the U.S. bank1ng tndustry was 1n the mfdst 

of a major crfsts. The number of bank fallures rose contlnuously and the 
failure rate of 1983 reached d1mensions not seen since the las t years of 

the Great Depression (Thureau: 1985). The ir.dustry's er1sfs fs often dts-

cussed 1n the eontext of fnternat10nal finanelal crlsfs (Thureau: 1985). 

In th1s eontext, the emphas1s 15 la1d on a different aspect, namely on the 
way in wh1eh the fallure of a large bank 15 dealt w1th domestlcally. Con-

tlnental 1111nols' dem1se as an independent private bank prov1des a case 

study of how losses a bank tncurs (because of m1sea lculat10ns 1n rlsk 

assessments ｾＱｴｨ＠ respect to eredits) are dlstr1buted . [t thereby prov ldes 
an ln terest1ng inslght tnto what the banks stand to lose wlth thelr Thlrd 

World cred1t portfolto, and hence why they are as adamant as they are in 

the1r negotlations ｷＱｾｨ＠ lOC customers. 

AS 1n the eilse of most other banks that fa11ed. the pl'oblerils of Contlnen-
tal Illino1s were due pr1marl1y to domest1e credlts. The near eol lapse 

can be related to t he purehase of speeulative credlts frorn Penn Square 
Bank. In 1979 and 1980. the years of the energy shortage and soarfng 

gasol 1ne prfees 1n the Uni ted States. Penn Square lent more than $2 bil-
lion to wild-Catters and companles servlclng the 9'1-dril ltng Industry in 

ｏｫｬ｡ｾｯｭ｡Ｌ＠ flrmly eount1n9 on rl s1ng 011 prlees. Wh11e lnterest rates rose 
1n 1981-2 and energy eonservatlon sent otl prfees down. the borrowers were 

unable to keep up wtth the1r ｰｾｮｴｳ＠ and defaulted on the1r flnaneial 
obllgatlons(4). Beeause Penn Square folded in July 1982. bank share-
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• holders of Cont1nental 1111n01s beg an to wtthdraw thelr funds and seIl 

thefr shares in ant1cfpation of trouble related to the SI blllion 1n bad 
loans the bank had bought from Penn Square. 

A elear dffference between the publ1e's pereeptton of domestle and inter-
national cred1ts must be noted. Thfs is due to the fact that domestfe in-

solvent borrowers, (indlvidua1s or eorporatlons) ean be held liab1e on1y 
up to a spec1fled limit. The lim1t 15 def1ned 1n bankcruptcy legislat10n 

and when It 15 reached the bank has to begtn writlng off the loans in 
quest10n, using 1ts reserves to f11t the gap. On the lnternat10nal level, 

when Th1rd Wor1d borrowers enter debt-servlee dfffieult1es, preeedenee has 
been estab1fshed that no matter how bad the eeonomte condft10ns, the Th1rd 

World pays lts debt. The countrfes pay under extreme eonditions t thereby 
sav1ng the banks to go through the trouble of adjust1ng thefr portfollos 

and hence when Mex1co and 1ater 8razl1 found themselves 1n a deep finan-
elal and eeonomfc cris1s the shareholders d1d not wlthdraw the1r sup-
port(5). 

Ta return to the fate of Contlnenta1, the Federal Deposft Insuranee Corpo-

ration (FOIC) intervened to support the bank with funds and 1ts lnstltu-
t10nal baek1ng, wh11e at the same t1me trytng to work out a long term so-

lut1on. For almest two years tMe FOIC attempted to arrange for either a 

merger w1th another bank or a take-over, but was unable to find any serl-

ous1y Interested partles. Beeause the bank proved unable to regaln the 
eonfldenee of 1ts eustomers and the investors, a more radieal solution had 

to be found. By the end of 1984 the FOIC de facta natfonal1zed the bank. 
and fn Oecember, exerclzing lts veto power over Contlnental's board of 

d1reetors and management, ffred ten of the bank's d1reetors who had served 

sfnee be fore 1980. The action lmp11ed. 1n the FOIC' s jUdgment. that the 

collapse of the bank was the result of bad and irrespons1ble management. 
The FOIC-appolnted team headed by Joh" E. Swearlngen and Wfll1am S. Ogden 

explalned the eonsequences these Moutcasts· had to suffer 1n their home-
town. "Ch1eago, 1s a small town. They are a11 members of the Chfeago Club 

9 a prestlgeous business club). These are all the buddles you meet wlth 

four or five t1mes a week ll
• (Wall Street Journal, Europe : Oee. 3: 1984) 

Besides the management, losses were taken by the stockholders who were not 
able to seIl thelr shares on time-by neeessity the majority. Wh1le be fore 
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the crists 1000 shares of Cont1nental were valued at $25,000 the velue 

fell to $4,500 by 1984. The take-over agreed upan 1n the stockholder 

meeting meant that the velue cDuld be further reduced to vfrtually zero, 

should the new management be unable to ratse the necessary funds. 
Furthermore, the erists led to a massive reductton of the bank's seale cf 
operations, whlch meant that many employees were ｬ｡ｾ､＠ off end others went 
to look for employment opportunltles elsewhere. Also state and ci ty tn-

comes from taxes were reduced; thus part of the burden was transmitted 

dfrectly to the taxpayers. Ftnal1y, though not appl1ed In thls case, the 

FOle o"ly guarantees deposits below S100,000. so that legally the owners 
cf htgher denomination depos1ts (mostly Cert1fteates of Deposlts) would 

also have lost the1r money. 

In summary, Contlnental made m1stakes and pa1d for them. The losses were 

d1strlbuted among the borrowers. the employees, the management. share-
holders and the taxpayers. Control over the bank's operat1ons went to the 

state. Conttnental might be cons1dered an extreme case, nonetheless. in 
prlnclple, this ts the way problems are dealt w1th domesttcally. Once 

among the 10 largest f1naneial instttut10ns in the Unfted States, only S1 
bil110n 1n problem loans trlggered thts run, an amount that 1s very well 

comparable to what most other large U.5. banks have outstandtng to on1y 

one or two of thelr lOC eustomers. The Contlnental ease \llustrates what 

probably goes through the bankers' heads when they sH at the negotfat1ng 

table wlth their LDC eustomers. 

In the fo110w1ng seetlon we will dtseuss the resehedul1ng process of the 

three largest latl" Amerlean borrowers. We will show how the banks and 

international flnaneia1 1nstftut10ns were able to establtsh erisis manage-
ment procedures depart1ng (rom the rules applied domest1cally. 

2. Reschedul1ng external debt of Thlrd World borrowers: Hexfco. Srazil, 

Argentfna 

International debt aeeumulated rap1dly durlng the 1970s. Wh11e durlng the 
early 1970s a steady growth could be noted. the sudden r ise in real lnte-

rest rates , transm1tted qu1ckly to all external debt outstanding because 
roughly three fourths of it was contracted at variable lnterest rates and 
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forced the eountr1es to borrow more, slmply to ke!p up wlth the ever 

rfsfng debt-servtce costs. At the same time terms of trade beeame un-
favorable for lDC exporters wh1eh lowered the eountries' fore1gn exchange 

revenues. 

The reschedul1ng proeess descrtbed here is representat1ve for most of the 

lOCs wfth h1gh external debts to pr1vate commercfal banks. It is 1mpor-
tant, however, to draw a clear dfstfnctfon between less and Least Deve-

loped Countr1es, fneluding most Subsaharan African countr1es. The latter 
contracted very little debt from private ffnanefal fnstftut10ns and even 

though 1n many cases the IHF 1s tnvolved 1n manag1ng the debt crists tt 
appears that the outcome 1s qu1te different. Thfs difference 1s often 

d1sregarded and many authors sfmply assume that the external cred1ts 
ra1sed by lOC borrowers mostly disappeard 1n a general mass of eorruption, 

comblned wlth caplt.l fllght (Körner, MaaH, SIebald, Tetzlaff: 1984). 
This view d1sregards that the bulk of bank cred1ts went to the Newly In-

dustr1alfzed Countr1es (NICs) who 1n fact used the largest portion of the 
loans for investments. It 1s only w1th the sudden rise 1n fnterest rates 

in the 19805 that 1ncreas1ng shares of the debt eould be called "unpro-
ductfve" (Clfne: 1983). Nonetheless, evidence suggests that considerable 

structural ehanges oecured as a result of rorefgn borrowlng 1n the Nies. 

In 1982, when ｈｾｸＱ｣ｯ＠ entered a phase of foreign borrowing; exchange short-

ages 1n 1983, when ft was Sraz1l's turn, and later in 1983 and 1984, whe" 
Argent1na earne under fncreastng pressure. the publtc perce1ved the crists 

as trfggered by an acute case of fnsolvency. Individual debtors become 
insolvent when they lose their jobs and hence the souree of income for the 

debt-serv1ce payments to be made. The analogy 1s false because Third 
World - or other countrfes sell commod1t1es on the world market and hence 

cont1nue to rece1ve an tncome. Upon closer 1nvest1gat10n one f1nds that 
no "object1ve" lim1t can be identified 2mp1rfcally as mark1ng the be-

glnn109 of a crists. Wh1le a company's negative net worth, when l1ablli-
ties exeeed the assets can be rel1ed upon as an fnd1cator of fnsolvency, a 

country always owns more than ft owes. Therefore, a negative current 

account or r1sing debt-service to export ratio are not necessar1ly a s1gn 

of "1 nsolvency M. Sueh developments merely fndfcate that the transfer of 
debt-serv1ce payments may become problematfc 1f. as is the case of vfr-
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tua11y all large lOC debtors, the home currency 1s not regarded an 1nter-

nat10n411y acceptable means for ｰｾ･ｮｴ＠ and the country lacks other inter-
nat10na1 reserves such as gold. Even then, 1t 1s often the ca se that 

ex1st1ng cred1ts are rol1ed over. or ref1nanced upon matur1ty and new cre-
d1ts are granted, at least 1n part, to serv1ce the exist1ng debt. Th1s 

pract1ce 1s wel1 establ'shed and rat10nal from the point of v1ew of com-

merc1a1 bankst 1f lt ls assumed th4t at some future date, lnternat pay-

offs 1n the borrow1ng country will exceed the net 1nflow of new credlts. 
If, for lnstanee, the comptetion of an investment project 1s detayed, but 

both investors and tenders are conv1 nced that the delay fs temporary and 
future expected profits will be above lnterest rates, fresh money welT be 

justif1ed despfte deter10rating econom1c indtcators . 

Tabelle 3: Indicators for Oebt-Service Capacity: Argent1na. Brazlt and Me-
x1co 

Interest 
1982 

Argentfna 52 

8razll - 30 

Mex1co 57 

Payments Coverage1) 
1983 1984 

55 

33 

156 

67 

81 

132 

Oebt-to-Export Ratlos2) 
1982 1983 1984 

385 

339 

288 

435 

366 

317 

405 

331 

293 

----------------------------------------------------------------
ｩＩＭ［［［ｾ［ｾｴ＠ of interest payments on externaT debt covered by surplus on 
trade in goods and services. Negative "umber 1nd1cates def1clt on trade 
1n goods and services. 2) average of grass externaT debt at beglnning and 
end of year as percent of exports of goods and services. 
Source: Morgan Guaranty Trust Company Oct.Nov. 1984 

The lmposslb111ty in def1nfng an exact p01nt at whfch reschedul1ng of the 

externa1 debt must be undertaken does not mean that the date is completely 

arb1trary. It usual1y occurs 1n the context of a general economfc down-

turn where growth slows 1n all major sectors of the economy. terms of 
trade deterforate and external riebt begins to accumulate at an fncreasfng 

rate. The 1981 recession with fa111ng export prlces negative GDP growth 
combined w1th rfsing Interest rates made drastfc res tructurtng of externa1 

debt mandatory for all major LDe debtors. However. the lmportant point 1s 
that 1t comes to an aeute foreign exchange cri sts only when the Tenders 

refuse to grant furt her cred1ts or reflnanclng(6). Hence there 1s some 
f1ex1b111ty, al1ow1ng the cred1tors to influence the timing of reschedu-

l1ngs. For a wel' - coordinated and organfzed group of lenders thls f1exi-
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• b11fty made 1t posslble to avofd a cumulatfon of 1arge reschedu1fngs and 
manage the upcomfng crlses so that the large borrowers were dealt with 

consecutfv.eTy. Interest ｰｾｮｴｳ＠ eoverage and debt-to-exports as prox1es 
for the debtors ' capac1ty to serv1ce the1r externaT debts are shown 1n 

Tab1e 2 I for the three major Latln Amerlcan debtor" Tab1. 3 conflrms 

that the tim1ng of the respect1ve debt crlses 1s not apriorf the resu1t of 
deter10rat1ng ､･｢ｴ ｾｳ･ ｲｶＱ｣･＠ 1ndlcators. In 1982, Mex1co underwent resche-

du1fng negot1atlons even though both Brazl1 1 s and Argent1na ' s indicators 

looked much weaker. Braz11 had a negative current account and Argentfna's 
fnterest payments eoverage was sltghtly below that of Hex1co. And even 

though Argentfna's interest coverage shows a steady improvement, resche-
duling negotlattons were started 1n 1984. 

The chronologfcal order of acute foreign exchange cris1s can be better ex-

p1afned from the p01nt of view of global crists management. When Mexlco's 
reschedul1ng agreement had come to a c1ose, negot1atlons bega" w1th Bra-

zf1, and the conclusion of the "Brazft1a" drama" marked the begfnnfng of 

Argent1na's foreign exchange crisis. The crfsts management strategy can 

be 11kened to an exerc1se in d1scfplfn1ng children! Try to controt them 

all at once and the reaction wfll be one of untffed reslstance agafnst 

author1ty. A far more effectlve way 15 to d1sc1p1fne one at a time, whf1e 
holding up the others as examptes to fo110w. Whe" fn Tate August of 1982 

bankers together wfth the IHF set out to put together the Hextca" "rescue 
operatfon", Brazi1 and Argent1na were cf ted as examples of countr1e5 "com-
petently" managing thetr economies and external debts. 

Representat1ves of the Banco do Brazf1 proudty announeed the1r countryls 

"consciencous and organfzed" manner 1n tapping the international ffnancia1 

markets and in managlng her external debt, whfle the Finance Min1ster was 

already 1nvolved 1n secret negotlat10ns with the IHF. Barely one year 
after Hexfco's ffnance crfsls, wh1le bankers and the IHF were In the midst 

of resehedul1ng Braz11 ' s debt, Mexieo was heraTded as the success story of 
IHF-polic1es and an example of responslble behav10r (Euromoney: Ju1y 1983; 

Eeonom1st: Aug. 20. 1984) . Both Hexlco and Braz11 are now rehabl1ftated 

and in June of 1984 Walter Wrlston, cha1rman of C1tlcorp and one of the 

most voca1 bankers on the Third World Oebt crlsfs stressed that debt re-
schedulfngs were successfully belng handled on a "ease by ease" basis, 
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terming Mex1co an "enormous success" and Brazll fol10wing Hvery eiDse be-

hindu, (WSJ-Europe 4-1011984) exposfng Argent1na as the "enfant terr1ble". 

The strategy turned out to be successful for the cred1tors, as lt became 

clear that the latin Amerlcan debtors fal1ed to put together a borrowers' 
cartel _ the bankers' biggest trauma - in Cartagena in 1984. A slm1lar 

effort was undertaken as early as 1976 by the Untted Nations Conference on 

Trade and Developrnent (UNCTAO), whe" the Group of 77 pressed for joint 

action of the debtor nations for debt relief. At the time. the largest 
debtors, includ1ng Srazll and Mex1co refused to underwrtte the demands, 

s1nce they cons1dered the request for debt-relief detrimental te their 

international credit rating. Rescheduling was still 100ked upon as a 

highly exceptional procedure for deal1ng with debt-servlclng difffcultles 
and one t hat would be applied only to these smal1er debtor countries that 

were unable to manage their external debt by themselves (F1erdrnan: 1977) . 
In 1984 the s1tuation was different. and rescheduling had beeorne an 

undenlable fact of l 1fe for all lOC borrowers. Yet, many debtors, parti-
cularly those that had "successfully" eompleted IHF austerity prograrns and 

coneluded rescheduling agreements wlth .the banks, S8W that the1r interests 
were better served when they were negot1ated on an individual basis. 

Mex1co, for instance had been able to contraet new cred1ts with relat1vely 
favorable conditlons and was therefore not interested in jeopardlsing her 

cred lt rating to enhance the negotlation position of Argentlna or ot her 

smal1er lat1n American nations . The Cartagena inItiative concluded with 

not rnuch more than a joint resolution to show on 10ng term measures for a 

debt-erIs1s settlement. The banks' tnsistence on a "case by case" ilnd 
consecutlve debt crlsts management eroded the basis for a strong organ1-

zatton of the debtors. 

Cooperation between eammerc1al banks and international finaneia1 instltu-

tians 

The crlsfs management outl1ned above would not have been possible without 
the act1ve cooperation of international financial inst1tutlons. central 

banks and at times the finance mlntstrles themselves. Here, the function 
of the IMF as an institution central to the entire reseheduling procedure 

and that of the BIS and central banks must be seperated. The latteT 
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intervened sporadlcally and involved themselves prfmarily on an ad hoe 

basis by ｧｲ｡ｮｾＱｮｧ＠ short term bridge 10ans or by providlng other forms of 

band-aid support. In the summer of 1982, the Bank for International 
Settlements and the O.S. Federal Reserve made avallable a loan of close to 

S2 bl11lon to Hexlco to ensure th.t negotl.tlons wlth the IHF could 

continue and the country dld not have to call adefault on tts 10ans. The 
credlt was to be replaced by a eredit from the IMF -as soon as a stand-by 

agreement includtng austerity measures was agreed upon. Under sfml1ar 
condit10ns the BIS offered a SI.2 billion 10an and the U.S. Treasury Ex-

change Stabl1lz.tlon fund(7) added another SI.3 bl11lon to tlde over the 

period of negot1ations between the IHF and the Brazil1an government. 

Other short term measures included 10an guarantees by the U.S. Commod1ty 
Cred1t Corporation and the U.S. Export-Import bank to Mex1co and advance 

payments for 011 imports from Hex1co(8). All of these cons,t1tuted tlfirst_ 

a1d" but were fully 1n Hne with conmercta1 market conditfons. When Trea-

sury Seeretary Donald Regan. alluding to h1s prevfous employment said that 
the Amertcan taxpayer would be given the same kind of service as the 

stockholder of Merrfll lynch he proved his point by attachfng a ＲＰｾ＠ dis-

count on the prfce and a 30% interest rate to the prepayment of Hexican 
011 lmports (Kraft: 1984: 16). 

Although these measures are instrumental for preventing excessive arrears 

in debt service payments. and hence write-offs for the banks, the resche-
dulfng arrangements themselves are worked out first between the debtor 

country and the IHF and then with the commercial banks. It has becorne 
eustomary that as soon as bankers signal their unwfllingness to grant fur-

ther credfts, the lHF sends a mission to the debtor 1n order to prepare 
the ground for a stand-by program. An IHF-10an 1s provlded conditfonal 

upon the letter of fntent outlining an austerity-adjustment program. The 
IMF then gives the green lIght for reschedullng arrangements of the pri-

vate cred1ts. after prfce liberalfzatfons fncludfng exchange rate devalu-
ations, a reduction in government expenditures and expansion of interna1 

credits and other austerity measures have been fmplemented and lead to 
tanglble results. The process 1s easter described than compTeted. 

The agonies of the 

ments of Mexfco, 
adjustment process are sufffclently known. The govern-
BrazfT dnd Argentina made lt clear that external1y lrn-
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posed redlreet10ns of the1r eeonomic polieles are not aeeepted eas tly. 

Compromfses are made by the debtors 1n the ful1 understandlng that the 
eeonomlc rat10na11ty of IHF-austerlty 1s at least quest10nable. The Hexi-

ean Presfdent. Madrid Hurtado asked the U.S. Congress, I1How can we explain 
that developfng countrfes are befng told to reduce publte expend1tures 

whfle other countrfes make use of growlng deflc1ts as an essential lever 
of recovery?1I (WSJ-Eu 6-25-1984). Tne answer given by many economf sts 1s 

tnat not the recovery of lOC economies, but that of the international 
ffnancfal markets, gutde IHF pol1cies(8). And whfle the two are not 

necessarfly fneompatible, a compromfse 1s not a choiee the IHF ts w1111ng 
to make. "The eoneept of unilateral adjustment - wHh one group of eoun-

tries at best neutral toward, and at worst frustrating, the adjustment 
proeess of the other group - 1s not an acceptable basts for IHF supervt-

s10n of the fnternational monetary system. There 1s a pressfng need for 
the IHF to reeonsfder its position on thls basic fssue'l (Sydney Dell 1983: 

44) • 

In summary, the technteal-soundfng term of debt resehedul1ng descrlbes a 

eomplleated mechanism whereby banks and the International Ftnancial Insti-

tut10ns attempt to ensure two things: The debtor eountr1es must prove 

their wl1l1ngness to assume most of the adjustment eosts by agreefng to 
and tmplementing far-reaeh1ng economfc austerity programs. This goal 1s 

in full harmony wfth the lnterests of commerefal banks. The seeond objec-
tive 1s to ensure continued flows of international credits. Offtcfals of 

both the IMF and BIS emphasfze that ufresh money" must be made ava1lable 
by the · banks to end d1sruptions in the negot1atfons that often last for 

several months. We have shown above that the banks are reluetant to ratse 
further credlts for developfng countr1es and do so only at increased costs 

(hfgher spreads and fees). 

Dur characterlzation of the lenders' eooperatfon 1s flawed by excesstve 

s1mp11ffeatfons. Honetheless, there can be lfttle doubt that debt erlsts 
management was and 1s one-s1ded, favoring the lenders and rel1eving the 

banks from hav1ng to absorb any part of the eosts 1nvolved in the adjust-
ment proeess. Th1s result 1s d1sturbing espeefally to Third World debtors 

who pay the prfce by sacriftc1ng 1mportant development objectlves . How-
ever, the results of the lenders' er1sis management begtn to bear upon the 
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fndustr1alfzed eountrfes as the uneondftfona1 Igreement to pay by the 

Thfrd World countrfes translates fnto reduced fmports and ･ｾｰ｡ｮ､･､＠ ex-

ports. latl" Ameriea absorbs fewer imported produets and at the same tlme 

becomes an fnereasfngly important competftor to fndustr1es ln the eredftor 
countrfes. Untfl reeently the IMF and commereial banks found it 

relatfvely easy to fend off attacks from crittes of the left-w1ng polfti-

eal perspeetfve who accused them of taking advantage of the unequal 
df strf but ion of po 1ft 1 ca 1 power between the IINorth" and the "South". The 

1980s wave of reschedulings has w1dened the range of erftfe1sm to include 

the ent1re polftleal spectrum. Today. f1nanchl analysts, investment 

bankers. exporters of the fndustrialtzed countries and representatfves of 
the steel and textile 1ndustr1es, to name only a few, are begfnning to 
vofce thefr opposition to the bankers' p05tponement strategy(10). Hore-

over they aeCUse the IMF of narrowTy foeussing on international trade 
flows. The scrutfnfzatfon of effeetfveness, legft1macy and the gap bet-
ween theory and praetfce of IMF polfeies 15 

(Körner et. 01. 1984; Kllllek 1983; Wl111ams 

of eommercfal bank business in the Th1rd World 

eurrently in fu1l swing 
1983). A erltleal analysls 

fs still 1n an early phase . 
Thls paper is fntended 

dlng of the latter. 
as a contrfbutfon to provld1ng a better understan_ 

Conclus10n and prospects 

The organized approach of commereial banks to manage the debt crlsts of 
the 1980s was suceessful on two accounts: Oefaults were avofded as was a 

major dfsruptlon 1n the international finaneial markets. Seeondly the 
bankst portfo11os were protected and reports on profits remafn ｲ･ｬ｡ｴｾｶ･ｬｙ＠

favorable. This result was the comb1ned effort of strict inter- bank 
organizat10n together wlth cooperat1an from International flnaneial lnstl -

tutlons. Whether thls strategy will be successful 1n the lang run, how-

ever. cannat be predfcted easily. The sometimes hastily assembled rescue 
operations, while keeplng the 10ans on the books, did not guarantee a so-

lution of the underlylng eauses of the debt crisfs. A strict foeus on 

flnaneial stabl11ty brought about a superffcfal ealm and a containment of 
the Thfrd World debt crisfs. However. what 1s good for the banks 1s not 

neeessarfly desirable from the pofnt of vlew of other ac tors In both 
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credltor and debtor countr1es. Prolonged economtc recess10n 1n the Th1rd 

World brought about by the austerity programs will impact upan the COU": 
tries' future capac1ty to service external debts. The -economlc overkill 

(Oel1 1983) has further reduced the prospects for Thlrd World recovery_ 

B the standards of the cemmerc1al banks and the IHF the debtor countries 
y ""ell-behaved" and cooperattve 1n bringlng about the ad-

were relattvely " 

t 1 t rlty To the extent that the presently observed results 
just1'llen v a aus e • d 
are constdered detrimental to world trade, cr1tlcfsms will have to be a-

dressed dlrectly to the banks and the IHF as originators of the reschedu-

t th d bt crists Cal1s for more protectlonist measures 
Ung-solution 0 e e • 1 t 

h dlt r Countrles stand in dlrect contradlction to the n e-
within t e cre 0 f 
rests of the bankst as the Third World's ability to export itself out 0 

the debt cris1s would be severely curtal1ed. The banks' erisis management 

ml ht be consldered mere eosmetlcs, yet in the process of reseheduling the 
9 I time of h19htened lnstabl11ty ln the dome,tlc 

situation changed. n a 
bank

1
n9 industry, problems on the international front eould be 

l1y This 1s no minor accompllshment. And 
neutralized, at least temporar • 

t 
d of Thlrd World debt-servlcln9 dlfflcultle, wl11 be 

perhaps. the nex roun t 
fought out 1n a different arena, among finaneial and industrlal interes s 

wlthin the "Horth". 

Footnotes: 
1 1 b k lend1ng to Thlrd World eoun-

1) A more ｬ､･ｴ｡ｴ Ｌ ＱＱ･ｬ､ＹＸＧＲｴｾ､Ｌｹｰｾｾｶｾｾｾ･ｾｾ＠ :y ､ｾｾｳ･ｲｴ｡ｴｬｯｮ＠ (Ozlobek 1984). 
trles pr or 0 

t Y 
credlt rating are publ1shed on a sem1annual basis by 

2) Flgures on eoun r 
Euromoney and Institutional Investor 

3) Euro-currency lendlng 1s documented by the Bank of England guarterlY 
Report and by the BIS 1n lts Annual Report. 

I t ational Harvester Chrysler Corpo-
4) Ot her large borrowers ｾｵ･ｨ＠ ｡ｓｗＱｾｫＺｾｮｃｏ＠ Charta Co. and AM International 

ration, Braniff Airl ｮ･ｳｾ＠ ｾｲ＠ went out of business. Among 
had repaulng d1fflcul;ies ｴｨ｢ｾＡｾ＠ Ｇｾｾｾｾｳ＠ was a $175 million credit ta Hu-
Cont1nental 111in01s pro 
eorp. 

H ver Trust that eame under pressure in 
5) An exception 1s ｍ｡ｮｵｦ｡･［ｾｲ･ｲｳｩｓｾｾｯ｡ｳ＠ well The bank's stock values de-

the wake of Cont1nenta 5 er "it of laans to Brazil's 
c11ned as rumors ｾｰｾ･｡Ｑ｡ｾｾＰｾｴ･ｾｾｾＧｾｾｾＺ｢ｾｾ｡ｷｲｩｾ･｟ｯｦｦ＠ beeame unavoidable. 
ｾｾｾ［ｾｾｾｹｳＺ･［ｾｾ､［ｮｷ｡ｳｮ ･ ｯｮ､ｵ･ｴ･､＠ analyzing the impact of the banks' Third 
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World portfo110 on stock prices showtng that ｴｨ ｾ＠ stockholders' judgment 
on the stab111ty of Th1rd World 10an portfolfos fs less optimistfe than 
that of the bankers. 

6) In prtnctple arequest for rescheduling can be made by the borrowers as 
we". But beeause the banks tns1st 1n eeonom1e adjustment programs 
supervtsed by the IHF as a prerequfsfte for renegottat1ng outstandfng 
eredits. thts step Is not taken eastly. Gotng to the IHF 15 pereeived 
as a po11tfcal demfse and was consldered an admfttanee of fncampetenee 
partfcularly by the largest borrowers. Therefore, most LOCs prefer to 
do what they can to obtatn further reffnanclng credits and look for in-
formal ways (not fnvolvfng the IHF) of restrueturing the1r externat 
debts. In praetiee the initiative for formal reseheduling 1s taken by 
the banks when they refuse further cred1ts (For case studies see 
Ozlobek 1984). 

7) Areserve to provtde eountr1es with short-term f1naneia' afd to prevent 
fnstabflfty 1n eurrency markets. 

8) A detalled deseription of the Hextean "rescue" operation ean be found 
ln areport publ1shed by the Group of Thlrty (Kraft: 1984), a ,tudy 
graup eomposed of bankers, f1naneial anatysts and polftfcians. The 
prepaid 011 imports were used to stock up the U.S. strategie 011 re-
serves. 

9) A targe number of both theoretfcal and empirieal ease studfes have been 
made supportlng thls polnt. E. 8acha (ln Wl111ams 1983); R. 8ernal 
(1980); S. Oell (Wll11ams 1983); Wohlmuth (1983) are only a few ex-
amples w1thfn a growing literature. 

10) see e.g. the Spec1al Report "Wor1d Oebt 1n Crisfs" pub11shed by the 
Wall Street Journal Europe (June 22. 1984) where eommerefal and invest-
ment bankers as well as po11tiefans and eeonomfsts are fnterv1ewed on 
the subjeet. 
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DOES AFRlCA'S INDE8TEDNESS HATTER 7 

As the other eontrfbutor on thfs topfe of the Thfrd World debt has pofnted 
out in her essay the Latfn Ameriean eountrfes eertainly raeked the inter-

national finanei!l boat when same of the bfg debtor eountr1es ran inta 
d1ff1cult1es serv1clng thefr debts. As we all knowance the boat started 

roekfng the former all powerful ereditar banks rea1fzed that they were in 
the weaker posftfon when seme b1g debtors threatened to default on the1r 

debts pushfng the banks to the brink of bankruptey. To paraphrase a now 
well known insfght, "when you owe banks $700 million (like same heavfly 

indebted Afrfean eountry) you have the problem; when you owe banks $70 .000 
million the banks have the prob1em M• 

Ooes this, however, mean that thls smaller amount 1s less of a problem for 
the partfeular country concerned? Vfew1ng the debt problems from the 

northern hemisphere one gets a distorted vfew beeause our main coneern is 
the stability of the internationa l finanefal system and not for fndividual 

eountrfes; to put ft another way we are coneerned about the stab1 1fty of 

the gal1ey-boat but not about the welfare of same of the less privfleged 
people on board dofng the hard werk. 

This contributfon w111 foeus on the poorer erewmembers of our finaneial 

boat and how they were affeeted by the rough times of finaneial cr1ses. 

Seetfon I will present their different startfng positions, thefr eurrent 

eomparatfve strength and thef r role 1n the international division of la-

bour. Seet10n 2 will look at thefr finane1al position with partleular em-

phasis on their ability to generate ineome to service their debts. Ffnal-
Iy. seet10n 3 will try to give an out look on the poliey optfons open to 
these countrfes. 
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