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The present study is an attempt to better understand

change in international relations through utilization of the

concept of international regimes. The following chapters

focus on creation of the international lending regime and

change that has occurred within this regime.

The work begins by reviewing the regime literature,

noting definitional and conceptual problems of the

approach. The review concludes with examples of regime

scholarship that are utilized through the rest of the study.

Examination of international lending as a regime

consists of three sections: first, a profile of the

creation of the United States-led, post-war multilateral

lending regime; second, the replacement of U.S.

geo-political concerns with a market emphasis desired by

international banks; third, the more recent redirection of

lending as the utility of market forces is constrained by

adjustments necessary to facilitate emergency debt

restructuring.
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CHAPTER I

INTRODUCTION

Problem Statement

The decline of United States hegemony in the 1970s

indirectly led to a fundamental reformulation in the study

of international relations. The dominant viewpoint in the

field, that of realism and later "neorealism", seemed to

account for the behavior of actors in the immediate post-war

era, but its explanatory power suffered when applied to

events in the 1970s (Keohane, 1986). Specifically, the

formation and purpose of international organizations and

other state/state multilateral structures, which were seen

as instruments of hegemonic (United States) power by both

forms of realism, did not end as U.S. hegemony faded.

The inability to account for the continued existence of

such international apparati in post-hegemonic systems led

many scholars to assert that such structures hold an

importance in themselves. The study of such structures was

not new in itself. Its novelty lay in mixing neorealist

concepts, such as power, with other causal factors, such as

"legitimate social purpose" (Ruggie, 1983a). This new focus

has become known.as the study of international regimes.
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In the 1980s, research into international issue-areas

such as trade, money, and shipping exploded, as witnessed by

the number of books and journal articles on the subject

(Kratochwil and Ruggie, 1986). Coordinated understanding of

the scope and importance of regimes has been obfuscated by

both the vagueness and oversimplicity of established regime

criteria. While many scholars agree that regimes are

remnants of earlier power interrelationships which have

assumed a level of autonomy, they do not agree on how narrow

or broad regimes are, the importance of regimes in

constraining actor behavior, and, perhaps most importantly,

how and why regimes change (Krasner, 1976; Young, 1980;

Stein, 1984).

Given the relatively recent development of the concept

of international regimes, such theoretical problems are to

be expected. Definitional vagueness and conceptual

simplicity stem in part from a reliance on more established

frames of reference, particularly assumptions from

neorealism. This paper is an attempt to more fully define

and conceptualize international regimes.

Using international lending relations, this study

attempts to refine the regime concept by addressing the

scope of regimes, their importance, and how they change.

Its premise is that understanding the creation, maintenance,

and transformation of regimes requires more than a simple

examination of hegemonic actors, international
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organizations, or singularly perceived norms and

principles. Instead it is a complex interplay of actors

both at the domestic and the international level.

The first chapter studies the current research on

regimes. Examination of a few important distinctions, as

well as fundamental similarities, indicates the vagueness of

regime concepts, and theoretical hindrances to use of the

concept in explaining regime creation and change. With

these problems in mind, the chapter concludes with an

attempt to construct an approach to regimes that more

thoroughly takes into consideration the need to understand

the causes of systemic change and the effect such change has

on international actors.

The remainder of the study applies this concept of

international regimes to international lending in the

post-war period. The second chapter describes the creation

and institutionalization of the lending regime, and the

dominant effects of this regime. The third chapter more

thoroughly explores the causes and effects of lending regime

change in the post-hegemonic period, through examination of

several important events involving both lenders and

debtors. The fourth chapter focuses on ramifications of

such change. Contrasting events since August 1982 with those

of 1973-1980, or any other post-war period, highlights vast

differences in the attitudes and expectations of both

lenders and debtors.
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Expanding the frame of reference in international

regime research, this study emphasizes the importance of

non-state actors in transforming regimes. Only by studying

state and non-state actors alike can one see the extent of

change in attitudes and expectations of both lenders and

debtors that reflect transformation in the issue of

international lending. The study concludes by suggesting

possible applications of this expanded frame of reference in

future research.

The Concept of International Regimes

Development of the concept of international regimes is

intrinsically bound with two older concepts: neorealism and

integration. The effect of this fundamental influence has

been two-fold: first, the regime concept differs from

neorealism by reinforcing the integrationist argument that

structures such as international organizations are to some

degree autonomous (Krasner, 1983a; Ruggie, 1983a). Second,

the conceptual ties of regime studies with these approaches

has imbued it with several of the same conceptual

inadequacies and idiosyncracies.

Neorealism and Integration

In the aftermath of World War II, the study of

international relations was oriented towards understanding

international conflict. With the underlying intention of
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studying war in order to achieve peace, scholars such as

Morgenthau revived Thucydidian arguments of power and

control into an approach now known as realism (Morgenthau,

1948). The growth of realism later meshed with the drive

towards more scientific research in what is called

"neorealism" (Waltz, 1979; Keohane, 1986).

Neorealism is based on three perceptions central to

international behavior: conflict, power, and security

(Gilpin, 1984). Foremost is "the essential conflictual

nature of international affairs", in which "anarchy is the

rule: order, justice, and morality the exception" (Ibid, p.

290). The venue of this conflictual interaction is always

the nation/state. Conflict heightens and subsides within an

anarchical structure in which "states are unitary actors

who, at a minimum, seek their own preservation and, at a

maximum, drive for universal domination" (Waltz, 1986, p.

117).

States, neorealists argue, ultimately vie for control,

which is procured and maintained through power and

security. Security is seen as consisting primarily of

military power, and geo-political domination. This

power-based perspective is centered on the Hobbesian

conclusion that "the state of nature is a state of war"

(Waltz, 1986, p. 98). As such, neorealists see

international undertakings such as international

organizations and agreements as instruments of control by
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states powerful enough to force them on other actors

(Strange, 1983). In the event of declining power, the

anarchical nature of the state reemerges and entails

heightened opportunity for conflict (Waltz, 1979; Gilpin,

1981).

Until the 1970s, the tenets of neorealism seem to

account for the multifaceted attempts by the United States

to maintain control through power. But as U.S. hegemony

eroded in the seventies, so did the explanative power of

neorealism. Armed conflict, while it still existed, did not

heighten dramatically. In addition, international

organizations and other interstate activities did not become

more anarchical and conflictual, but remained relatively

unchanged. In examining the neorealist perspective, Keohane

(1986, p. 9) stresses that neorealism is "the language of

power and interests rather than of ideals or norms."

Others who observed the same international environment

termed anarchic by neorealists saw evidence of increased

cooperation between state actors. Structures such as the

European Economic Community (EEC) were indicative of a

process of "mingling so as to obscure the boundaries between

the system of international organizations and the

environment provided by their nation-state members" (Haas,

1964, p. 29).

In the late 1950s and throughout the 1960s,

integration, both as a process of enlarged state-state
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interaction, and a condition of increased need for

supra-national organizations to resolve conflicts, was

hailed as the antidote to conflict. Thus, as noted by Haas,

the "main reason for studying regional integration is . .

normative" (Haas, 1971, p. 4). While international

organizations were seen as either unimportant or conflictual

by neorealists, to integrationists they were the positive

basis for peace.

As one book title, Beyond i Iation-State (Haas,

1964), implied, the perceived ultimate result of integration

would be the dissolution of states as individual actors.

This belief came under increasing attack as it became

apparent that states remained powerful in the face of

interstate cooperation, while many such organizations

themselves were disbanded or fell into disuse.

International Regimes, Neorealism and Integration

The study of international regimes did not reflect a

wholesale disregard for either neorealism or integration.

Neorealism's fundamental emphasis on power and control as

determinants of international behavior was not discarded

(Ruggie, 1983a, p. 197; Puchala and Hopkins, 1983, p. 90).

Likewise, the study of international organizations and other

interstate behavior was maintained in examining regimes

(Keohane and Nye, 1977, p. 35-36). The synthetic creation

of the regime concept was ultimately tied to the growing
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inability of either neorealism or integration to account for

international behavior in the 1970s.

Ruggie (1975, p. 570) first defined the concept of an

international regime as "a set of mutual expectations, rules

and regulations, plans, organizational energies and

financial commitments, which have been accepted by a group

of states". By 1982, the term was refined to a generally

accepted form:

Regimes can be defined as sets of implicit or
explicit principles, norms, rules, and
decision-making procedures around which actors'
expectations converge in a given area of
international relations. Principles are beliefs of
fact, causation, and rectitude. Norms are
standards of behavior defined in terms of rights
and obligations. Rules are specific prescriptions
or proscriptions for action. Decision-making
procedures are prevailing practices for making and
implementing collective choice (Krasner, 1983a, p.
2; Ruggie, 1983b).

Regimes provide benefits through mutual policy

restraint by international actors (Stein, 1984; Lipson,

1985, Axelrod and Keohane, 1985). As a set of mutual

expectations about joint restraint, regimes alter the pure

power capabilities of individual actors, while reflecting

the interrelationships between regime participants. Regimes

act primarily as intervening variables between interplay of

power and interests in the world system and behavior

outcomes (Ruggie, 1983a; Krasner, 1983a; Donnelly, 1986).

In addition to reflecting power and interests, regimes once

created, assume a "life of their own" (Krasner, 1983b, p.
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358). Regime norms and principles may persist for some time

after substantial changes in relative power occur, leading

to altered outcomes which do not correspond to changes in

power capabilities.

Despite a common definition and agreement that regimes

are a potentially fruitful concept, scholars involved have

aligned themselves into two camps: modified structuralists

who saw ". . . a world of sovereign states seeking to

maximize their interest and power . . .", and neo-Grotians

",. . .in which security and state survival are not the only

objectives . . ." (Krasner, 1983a, pp. 8-9). Causes for

conceptual diffusion are many, yet dichotomies such as the

"modified structural-Grotian" split are directly related to

an inability to break with established

neorealism-integration concepts.

The Scope of Regimes

Argument over the scope of regimes has centered on the

size of regimes and the number and nature of actors

(Donnelly, 1986). Questions of regime size relate to how

narrow an international activity consitutes a regime, or how

broad a set of interactions can exist and still be

considered a regime. Do all international monetary

transactions together compose a regime, or can lending or

foreign exchange rates make up separate regimes?

The question of regime actors revolves primarily around
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both the importance of non-state actors and the unity of

decision-making within actors, particularly states. The

significance of non-state actors, such as multinational

corporations, and the process of state policy-making, such

as Executive/Legislative interaction in the United States,

are widely debated.

Inability to agree on these definitional criteria made

coordinated examination of regime change difficult. The

result is a confusing array of alterations to the standard

definition.

Debate over the breadth of international regimes is

established from differing perceptions of sets of agreements

which constrain international actors. Initially developed

to study the general issue-areas ("reciprocal clusters of

concern involving interdependence not only among the parties

but among the issues themselves") of trade and money, the

concept has now been applied to historical events such as

colonialism, economic commodities such as oil, and the

regulation of moral issues such as human rights (Haas, 1980,

p. 365; Puchala and Hopkins, 1983; Keohane, 1984;

Donnelly, 1986). Expansion of the regime concept has been

accompanied by the breakdown of the established issue-areas

into subregimes or "nested" regimes (Aggrawal, 1983, p.

620). Along with these expansions of the regime concept

have followed definitional alterations fitting the perceived

regime to each issue.
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Some distinctions can usefully be traced to the earlier

neorealist-integration distinction. Grotians posit that "a

regime exists in every substantive issue-area in

international relations where there is discernibly patterned

behavior" (Puchala and Hopkins, 1983, p. 63). Similarly,

Young (1980, p. 332) broadly outlines regimes as "social

institutions governing the activities of those interested in

specifiable activities."

Conversely, modified structuralists stick more closely

to the Krasner definition, maintaining regimes consist of

arrangements that are more substantial than issue-areas or

political sub-systems (Donnelly, 1986, p. 602). Somewhere

between "norms, procedures, rules and decision-making"

criteria and "any discernably patterned behavior," other

scholars split the concept. Aggrawal (1983, p. 618), for

example, defines regimes as "systems of rules and procedures

(which) regulate the imposition of controls," and

"meta-regimes (which) emcompass the norms and principles

underlying the development of issue-specific regimes."

The addition of new terms such as nested regimes and

meta-regimes "typifies the problem; it does not resolve it"

(Kratochwil and Ruggie, 1986, p. 763) Piling regime

definitions upon one another complicates the imprecision of

the regime concept. This imprecision leads some to lambast

the concept as "wooly" and unusuable (Strange, 1983, p.

342-344).
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More importantly, regime analysis, which grew from a

dissatisfaction with neorealism's singular emphasis on

states as international actors, has tended to remain

primarily tied to a neorealist's belief that ". . . the

principle actors in world politics are states . . ."

(Keohane, 1986, p. 193). Added to this has been the

implicit assumption, particularly by modified

structuralists, that an actor (meaning a state) behave as a

unified decision-maker. This is the point at which the

typical focus of the regime concept most closely fits the

neorealist perspective. For example, Krasner (1985), in the

study of the impact of the Less Developed Countries (LDCs)

on international regimes, implies that actors within these

LDCs universally approve of more redistributive regime

structures and norms.

Creation and Change in Regimes

Neorealists believe that regimes are created by

hegemons who coerce other actors (states) into participation

(Strange, 1983). Change is determined by alterations in

relative interstate power. Integrationists believe regimes

are normatively positive attempts to facilitate and procure

necessary changes in the human condition (Haas, 1980). The

need for change is enough to initiate change. On the basis

of change, modified structuralists tend toward the

neorealist position, while neo-Grotians align more closely

with the integrationists.
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Early regime studies were tied strongly to prevailing

neorealist considerations of power and interests as well as

liberal economics (Kindleberger, 1973). For example,

hegemonic theories were developed and tested to account for

regime creation and change (Krasner, 1976; Gowa, 1984).

Definitionally, a hegemonic system is "one in which there is

a single state that is much larger and relatively more

advanced" (Krasner, 1976, p. 322). In such a system a

hegemon compels other actors to constrain their immediate

self-interest, and willingly or unwillingly follow in hopes

of heightened future power (Bergsten, Keohane, and Nye,

1975, p. 18).

Typically, hegemons desire and compel others to build a

liberal international economic order (Keohane, 1980). In

trade, for example, Krasner argues that the United States in

the post-war era wanted and received an open, free trade

regime (Krasner, 1976). In lending, the hegemon emphasized

a market orientation, free from authoritative bodies

dictating policies of reallocation (Krasner, 1985). As

hegemony declines, however, hegemonic stability is disrupted

and newly competitive states make and receive demands

resulting in mercantilistic, isolationary measures such as

increased barring to trade, and greater state protection of

domestic currency value and foreign exchange reserves.

The ability of hegemonic theories to account for the

creation of and change in regimes is hampered by its own
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vagueness and underspecificity. Studies of standard

examples of hegemony, such as 19th Century Britain, have

questioned the relationship between hegemony and

liberalization (McKeown, 1983). Others have seen the

relationship as fundamentally sound, but too simplistic

(Ruggie, 1983a; Stein, 1984).

The focus on hegemony and its influence on regime

creation and change has diverted the use of the regime

concept away from a more substative, complex, and thorough

application. Not only did the hegemony debate put old

neorealist wine in new regime bottles, this attention

pre-empted the examination of other uses of the concept.

Stein (1984, p. 384) posits that achieving hegemony

incurs a cost, the "hegemon's dilemma"; a requirement that

hegemons prefer liberalization while simultaneously needing

control in order to maximize their relative power. In terms

of post-World War II economic issues, Ruggie (1983a, p. 210)

sees a dual hegemonic emphasis by the United States: not

only was Bretton Woods and GATT liberal, but this liberalism

was "embedded" in a concern with domestic state stability.

Regime change, suggests Ruggie (p. 228), can be broken down

into two types. Change of rules or decision-making

procedures is "norm-governed change". The regime is changed

only marginally, not essentially. More fundamental or

revolutionary change involves norms and principles (Krasner,

1983b, p. 357). Altering these alters the reason d'etre of
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the regime.

Regime study has expanded to incorporate additional

frames of reference. These approaches more thoroughly

disengaged regime study from neorealism, and broadened the

explanatory power of the concept. This expansion

illustrated the need to see actors as multi-faceted,

consisting of internal differences among members, not simply

egoists at an international card table. For example, Young

(1983) stressed the importance of domestic processes in

determining "regime dynamics".

Aggrawal (1983) takes this approach one step further.

"Process tracing" illustrates the need to study regimes and

regime change from both an internal and external

perspective. Noting that the dominant state actor, the

United States, has weak domestic institutions but strong

interest groups, he points out that states are not unified

actors, but consist of internal groups which interact with

each other to determine state policy (p. 625). Volatile

disagreements between weak states over the terms of the

Multi-fiber Agreement in 1977, as well as the ability of

these countries to overcome their differences, illustrate

the importance of separating the perceptions of actors (p.

634). The study also indicates the importance of

decision-making on regime change, not just in terms of

international power relationships, but also domestic

processes.
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The lingering effects of regimes also illustrate their

importance. Krasner (1983b) observes that regime norms and

principles outlive the power arrangement that constructed

them, lagging behind these changes to affect outcomes in a

manner not representative of the desires of newly powerful

actors. One reason for these lags is the inability to agree

between states. This uncertainty results in "a general

propensity to accept extant regimes" (p. 360).

Thus, while recognizing the inadequacies of previous

definitions, the study of international regimes remains

potentially fruitful. As noted by Donelly (1986, p. 640),

the study of regimes allows researchers to utilize the

insights of neorealism and integration without being tied to

previous conceptual "one-sidedness". In order to properly

explain regime creation and change, however, regime scholars

must incorporate new approaches to explain international

behavior. Specifically, this study analyzes the importance

of non-state actors (international banks), and internal

forces (in dominant actors), which create change in the

international lending regime.

Changing power and interests among lenders constitutes

the independent variable in this analysis. This takes two

forms: (1) internal dissension and indecision within

dominant actors, which may lead to unavoidable or willful

loss of regime control and regime change; and, (2) changes

in the relative power of lending actors, through
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controllable or uncontrollable events, which also leads to

regime change.

The ability of powerful actors to dictate behavior is

constrained, however, by the norms, principles, rules and

decision-making procedures of a created and developed

international lending regime. As power and interests

changed, the lending regime lagged behind these new power

relationships, causing the newly dominant actors to attempt

to first bypass and then recreate old regime arrangements.

As both a reflection of expectations of dominant actors and

a constraint on actor behavior, the lending regime

constitutes an intervening variable.

The combined effect of power and interests and the

intervening effect of regimes is behavior or outcomes. The

case of international lending in the post-World War II era

illustrates not only the effects of changing relative power,

but also the creation and dissolution of international

regimes.



CHAPTER II

DEVELOPMENT OF THE POST-WAR LENDING REGIME

The monetary system formalized at the 1944 Bretton

Woods meeting of Allied economic leaders represented not

only a desire to guide the world out of the economic ruins

of World War II, but also a desire to avoid the catastrophic

pre-war economic structures. The agreement was a reversal

of the pre-war situation, replacing private bank dominance

over lending with multilaterals such as the International

Monetary Fund (IMF).

Financing Balance of Payments Problems

The exports and imports of goods and services, along

with external capital flows, determines the foreign exchange

reserves of a state. States with positive payment

imbalances, such as OPEC in the 1970s, must reinvest excess

liquidity in order to avoid internal inflation. Those with

negative payment imbalances can rebalance by: (1) making

domestic structural adjustment, through long-term

infrastructural improvement in productive capacity or, in

the shorter term, control of the flow of imports of goods or

the export of capital; and (2) financing the balance of

18
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payments deficit externally to maintain necessary foreign

exchange reserves for trade.

As solutions to alleviating payments imbalances in the

short-term, both external financing and adjustment have

negative effects. Adjustment entails constraint on domestic

consumption of imported goods, and is therefore unpopular

with those with purchasing power, the middle and upper

classes. In order to further such constraint, adjusting

economies typically freeze or grant negative wage increases

vis-a-vis inflation, to the chagrin of well developed

unions. Lastly, to prop up exports internationally, state

currency often is devalued, making exporters happy, but at

the expense of importers and consumers. Adjustment is

politically risky to state leaders, even if it makes

economic sense.

External financing provides a short-term stabilization

of balance of payments disequilibrium, with little immediate

effect on the internal economy. This is politically

attractive in that the groups affected by adjustment are

unscathed, but it merely postpones, and later heightens,

further trouble if the economy is not able to stimulate a

positive balance of payments before debt repayment is due.

The collection of interest, negotiation charges, and other

fees by lenders makes it incumbent on borrower states to

stabilize the balance of payments, through pushing exports

to much higher levels.
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Tied to this are two externalities, particularly for

Less Developed Countries (LDCs) such as Latin America

countries. First, the ability of LDCs to export is greatly

dependent on trends in industrialized economies. In times

of expansion, LDCs have no trouble in finding foreign

markets, but in times of world-wide recession, or rising

protectionism, these states, who may be export-led economies

in the first place, are left unable to function well.

Second, most LDCs, including several Latin American states

such as Chile, Peru, and Bolivia, are primarily single

commodity exporters, and are thus tied to the international

market for these commodities. Thus, despite the internal

tinkering of these commodity-led economies, performance is

more times than not determined by the world market price of

tin, copper, fishmeal, and other goods.

The creation of the post-war international lending

regime is closely tied to problems with these externalities

and with the internal political effects associated with

adjustment. The trend has traditionally been for LDCs to

externally finance balance of payments problems, and for

financing to be made more problematic by external economic

events, as well as internal political pressures. Desire by

political leaders to remain popular has led LDCs toward

financing and away from adjustment. This has perpetuated

the need for finance, and more recently, has led to

requirements for exponentially higher levels of finance by
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some LDCs.

Amidst this need for finance and more finance, creation

and development of the regime itself reflects an attempt to

replace previous creditor-borrower relations with a more

systematic, stable framework. The financial structures

begun in the Bretton Woods agreement, have been accused by

many observers of exhibiting more concern with credit

collection than modernizing the economies of borrowers to

make such collection unnecessary (DeWitt and Petras, 1979).

As a region, Latin America has traditionally led LDCs

in international lending. In both levels of debt, and ratio

of debt service to exports (Table I), it is no exaggeration

to say that the current debt crisis is primarily "a Latin

American one" (Kuczynski, 1983, p. 17). This financial

importance to the world economy is enhanced in geo-political

terms by the region's geographical importance to the United

States. Latin America's role as a dominant borrower makes

it more subject to swings in lending patterns, as well as

changes in the regime itself. Thus, the region makes a

regrettably good laboratory for examining changes in the

lending regime.
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TABLE I

EXTERNAL PUBLIC DEBT AND DEBT-SERVICE RATIOS FOR
SELECTED LATIN AMERICAN AND NON-LATIN AMERICAN COUNTRIES

1983 External Public Debt 1983 Debt-Service Ratio
(millions of dollars) (debt payments/exports)

Latin America

Argentina 24,593 24.0
Brazil 58,068 28.7
Bolivia 2,969 30.5
Chile 6,827 18.3
Costa Rica 3,315 50.6
Ecuador 6,239 32.5
Mexico 66,732 35.9
Peru 7,932 19.6

Latin Am. avg. 22,072 30.0

Non-Latin American

Algeria 12,942 33.1
Greece 8,193 18.3
Israel 15,149 19.6
Malaysia 10,665 5.9
Phillipines 10,385 15.4
South Korea 21,472 12.3
Turkey 15,396 28.9
Yugoslavia 9,077 7.6

Non-Lat. Am. avg. 12,910 12.9

Source: World Bank. 1985. World Development R.port
1985. New York. Oxford University Press. pp. 204-205.

Pre-War Lending and Collapse

Balance of payments financing before World War II was

the domain of private lenders, primarily through issuance of

bonds on European country bond-markets (Gisselquist, 1981,

p. 31). As such, the availability of financing was highly
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dependent on market forces. Credit followed cycles of the

world economy, becoming looser In times of economic

expansion, and tighter in times of recession. As exporters

to industrialized countries, LDCs (a small group in these

last days of widespread colonialism) needed more funds in

times of recession than in expansion, hence the system was

inherently flawed. This gave rise to periodic defaults by

LDCs, who could not adjust adequately, even if they had

wanted to, due to depressed international demand (Aronson,

1979).

The handling of these loans and defaults indicate the

crudity of international lending practices before World War

II. Along with a general craze of interest in international

banking at a time when the effects of such interaction was

completely unknown, the twenties saw the typical herd

instinct at work, as investors sought new opportunities:

The ease of selling foreign issues in the United
States, and the high commissions paid to the
promoters, resulted in ludricrous and extravagent
competition among investment banking houses; some
of them sent emissaries abroad to urge and even to
bribe officials to borrow for their governments.
Latin Americans were especially susceptible to
this persuasion. The son of the president of
Peru, for example, was paid nearly half a million
dollars for his efforts in arranging a loan which
was far in excess of the country's ability to
repay, and was shortly repudiated by the sucessive
government. Cuba, Bolivia, Brazil, and the
Argentine as well as Central American governments
were represented in this parade of borrowers
(Myers, 1970, p. 296).
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Just as the twenties was a time of overzealous

expansion, the thirties became a dry well for investment.

Foreign lending to non-colonial governments through bonds

fell in France from 4.3 billion francs in 1931 to zero by

1934, in Britain from 12.4 million pounds in 1931 to .2

million in 1932, and in the U.S. from 1.009 billion dollars

in 1930 to almost none in 1933 (Gisselquist, 1981, pp.

86-87).

Repudiation was dealt with just as crudely. Early in

the century recalcitrant borrowers were diplomatically

badgered and even invaded by countries acting on the

interests of domestic investors (Strange, 1979, p. 17).

As defaults became widespread not only in Latin America

but in Europe itself, these debts were effectively written

off. A stalemate developed as lenders had no recourse to

recover debt losses which totaled $12.7 billion by 1937

(Abbott, 1979, p. 25). At the same time, rise of "beggar

thy neighbor" policies such as competitive devaluations and

high import restrictions isolated state economies, as each

tried to solve domestic unemployment by shifting trade

deficits to other states (Solomon, 1982, p. 11). Lack of

cooperation reigned among lenders and borrowers. The period

of private control over international lending ended in

disaster, a disaster intrinsically connected to general

collapse in the world economy.
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The Creation of a Multilateral Regime

The monetary agreements that emerged at Bretton Woods

actually evolved through a series of plans and discussions

between Allied economists, principally Assistant Secretary

of the U.S. Treasury Harry Dexter White and British

economist John Maynard Keynes. Both had developed plans for

a supranational bank empowered to monitor restabilization of

the world economy. The difference in the plans reflected

differing economic philosophies as well as differences in

power between the Allies, particularly the United States and

England.

The "Articles of Agreement" drawn up at Bretton Woods

empowered the IMF to facilitate

international monetary cooperation, the expansion
and balanced growth of international trade, the
promotion of exchange stability and of a
multilateral system of payments, the mitigation of
disequilibria in balance of payments, and the
provision of resources to facilitate the
correction of such disequilibria (Dell, 1983, p.
17).

Specifically, the agreement called for coordination of

international monetary policies: par values were

established for each of the member currencies; quotas were

established with predetermined amounts to be paid in by each

member/state according to its relative size in the world

economy; and, each member would be entitled to draw from

this pool of quotas in order to overcome short-term balance
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of payments disequilibria.

U.S. influence was substantial and pervasive. Issues

such as the location of the Fund headquarters and the use of

gold subscriptions illustrate the degree of U.S. control

over decision-making procedures. The British were

particularly interested in centering the Fund somewhere in

Europe, but were convinced that the U.S. Congress would

block U.S. participation if the Fund were not located in

Washington (Horsefield, 1969, p. 108). Many countries at

the meeting expressed distress at the small size of their

quotas, including Egypt, France, India, and Australia, while

others disagreed with U.S. demands for 25% of member quota

to be made in gold. Neither position succeeded in passing,

for it was the U.S. that drew up the quotas as the chief

participant in the .Ad. I. "Committee on Quotas":

The author of the formula was Professor Raymond
Mikesell, then in the U.S. Treasury. White had
stipulated to him that the formula should use data
for international trade and exchange reserves, and
that it should yield a quota of about $2.5 billion
for the United States, about half this for the
United Kingdom, and such figures for the U.S.S.R.
and China as should assure them third and fourth
places, respectively, in the list of quotas. In
order to achieve this result, Mr. Mikesell
introduced data for national income. These last
had to be approximated, and their uncertainty
afforded opportunities for making minor
adjustments to the suggested quotas when these did
not conform to political (my emphasis) realities
(Horsefield, 1969, p. 95).

Likewise, arguments by Bolivia and Mexico for use of silver
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as a replacement for golds or for less than 25% of quota to

be made up in gold were rejected by the U.S., which held 60%

of world gold reserves at the time (Horsefield, 1969, p.

99; Solomon, 1982, p. 19).

More importantly, the U.S. perpetuated control over

decision-making through provisions calling for par valuation

of currencies based on the U.S. dollar, and weighted

voting. Basing member currencies on the dollar gave

stability to the world economy, but it also made the dollar

the undisputed king of currencies (Solomon, 1982, p. 29).

Weighted voting tied major changes in IMF structure such as

quota increases to the approval of the U.S.. As voting

power is based on the quota, the U.S. alone originally held

more than the 20% necessary to veto major changes. Later,

as relative quotas shifted, the U.S. share went below 20%,

but this was accompanied by an increase in necessary votes

to veto change from 80 to 85 percent ibidd., pp. 282-283).

As noted by Dell, "The Europeans had the best of the

argument, perhaps, but it was the United States that had the

resources, and it was resources that counted . . ." (Dell,

1982, p. 179).

Still, opposition to the IMF and U.S. control of the

Fund was widespread. Immediately after Bretton Woods, the

Soviet Union withdrew from the agreement. LDCs such as

India raised serious doubts about the Fund's ability and

desire to assist non-industrialized members (Horsefield,
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1969). Even American banks were upset with the idea of a

Fund, objecting to the loss of business the Fund would

cause, as well as the possibilities for inflation created by

the lending of approximately $2 billion without the direct

approval of the United States (Gisselquist, 1981, p. 101;

Aronson, 1985, p. 130). Private international borrowing did

not disappear with Bretton Woods, but its role became

secondary to the IMF's, and private banks relied on the IMF

and the U.S. for entry into foreign markets.

Development of Fund practices are indicative of U.S.

positions on the role of these three groups (socialist

states, LDCs, and private banks) in the period. In addition

to structural arrangements, development of the Fund

exhibited the norms and principles which the U.S. fostered

in alliance with its' foreign policy. The cold-war economic

philosophy of the U.S. clearly had no place for Soviet

involvement. The Marshall Plan clearly prioritized the

re-industrialization of Europe over development of the

(LDCs). Lastly, the move from private control of lending to

multilateral, official control allowed not only the

softening of direct market forces in lending, but also

legitimized U.S. geo-political interests under the guise of

an international economic organization. The IMF as a

legitimizer of U.S. foreign policy was fully articulated

with the principle of conditionality.
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Conditionality and IMF Economic Philosophy

In face of the Marshall Plan, the IMF saw little use as

a lending institution. By 1950, Fund drawings were zero

(Dell, 1982, p. 179). The main task of the Fund was in

monitoring exchange rates, acting as a meeting ground for

the central banks of member countries. Emphasis on this was

in keeping with U.S. desires; originally the U.S. had

fought for a Fund veto over devaluations, one of the few

provisions the U.S. failed to push through in 1944)

(Horsefield, 1969).

With little IMF lending, bilateral

government-to-government loans became the main source of

credit. Inability to assure repayment of these loans led to

creation of groups of central bankers, such as the "Paris

Club" and "Hague Club" (Strange, 1979, p. 13). These were

formed to serve as a creditor meeting ground for loan

conditions and availability prior to bilateral negotiations,

and as a coordinated front to face recalcitrant debtors.

Slowly, however, as requests for IMF drawings

increased, the issue of regime control rose again, but in a

different, more sophisticated, form. The concept of

conditionality grew as a double-edged safeguard against bad

debts, without involving the "clubs" or the market

(Economist, 1958). Evolving over a number of years, the

system was generally agreed to by 1953, but not until 1958

were actual performance targets articulated for a loan to
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Paraguay (Williamson,, 1983, p. 607; Dell, 1982, p. 180).

Conditionality allowed the Fund to impose economic

targets on borrower members by disbursing funds in tranches

or installments, instead of one lump sum. Quotas of members

were broken down into 25% classifications or tranches. As

Bretton Woods stipulated that each member had to deposit 25%

of its quota in gold, the drawing, or use, of the first

quarter of the quota was not questioned. In the parlance,

the gold or reserve tranche included low conditionality.

Above this, although revised upward on several occasions,

the member was subjected to high conditionality.

As conditionality has developed, the most notable type

of highly conditional lending has been the stand-by

agreement. A stand-by is initially agreed to between the

borrowing member and the Fund through a negotiated letter of

intent. Included in the program are the elements the two

parties agree as the cause of the balance of payments

disequilibria. These performance criteria, such as money

supply, inflation, and trade balance, become the basis of

future IMF-debtor negotiations (Guitian, 1981, pp. 15-16).

The disbursement is tranched into installments, with the

Fund routinely checking the performance of the borrower

vis-a-vis these criteria. If targets are missed, the IMF

has the option to disallow further drawings.

Conditionality utterly changed the role of the IMF. It

also finalized U.S. control over the post-war lending
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regime. This is best illustrated by focusing on three

outcomes of conditionality: first, the consequences of a

stronger IMF; second, the economic philosophy the Fund

embraced; and third, the direct influence of the U.S. in

Fund decisions in the 1950s and 1960s.

The Fund's rising control over lending marked the end

of market-induced cyclical defaults. The system avoided the

market feast or famine cycle of extremely lenient and

extremely strict credit. Borrowers were constrained by the

quota system to borrow within easily determinable limits.

Credit became largely official, consisting primarily of IMF

and government-to-government bilateral credit, with a

private credit influence. Absence of private international

lending allowed for credit stability, while also presenting

a strong, multilateral embodiment of U.S. expectations.

A stronger IMF reflected the widespread desire for

increased stability in lending practices. All participants,

creditors and debtors, wanted a more systematic, less

mercurial form of balance of payments correction.

Imposition of conditional lending finalized this attempt at

stabilization through establishment of norms and

principles. The principle was that a steady, but controlled

flow of funds should be available for balance of payments

disequilibria. The norm or standard of behavior was that

borrowers had a right to funds, but an obligation to follow

Fund guidelines. The regime's creation was a reflection of
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the asymmetrical relative power and interests exhibited in

the post-war period. The U.S., as the dominant actor not

only achieved international lending stability, but largely

on its terms. These terms were manifested in the control of

funds and development of Fund guidelines.

The Fund's economic formula, as exhibited in countless

stand-by stabilization programmes, outlines an externally

liberal and internally monetarist position. Foreign

exchange is freed from controls, usually by elimination of

multiple exchange rates and devaluation of the debtor

currency, while trade restrictions would be lifted.

Internally, controls over the economy, such as wage and

price indexes, would be eliminated; money supply, domestic

credit, and government spending would all be tightened in

order to stop inflation, while also constricting import

demand in order that exports be allowed to catch up. In

1959, for an early example, the Peruvian stand-by called for

the Q1 to be devalued, price supports to be eliminated,

wages to be frozen, and trade to be liberalized (Scheetz,

1986, pp. 97-98).

The tie between IMF economic orthodoxy and U.S.

interests has probably been the most criticized aspect of

the IMF. Many see IMF policies as beneficial to military

rule (Lichtensztejn, 1983; Frenkel and O'Donnell, 1979).

Others criticize the IMF as "preoccupied with

anti-inflationary objectives" (Helleiner, 1983, p. 581;
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Williamson, 1983). Still others point out its

incompatibility with non-capitalist governments (Payer,

1974; Villareal, 1980; Bernal, 1982).

Yet, conditionality thrived. This originally reflected

the ability of the U.S. to impose its own economic doctrines

onto other actors in the regime. The perception by actors

that the IMF was a legitimate authority allowed the U.S.,

through threat of veto and other means, to instill its own

economic theory in a multilateral setting. This legitimacy

was passed down to other creditors, governmental or

commercial, who backed the economic tenets of

conditionality. Also, IMF favoritism naturally resulted in

better relations with those LDCs who favored such measures.

Using the 1959 Peruvian stand-by as an example, President

Pedro Beltran of Peru eagerly agreed to IMF measures, for it

helped the domestic exporters he sought to benefit (Scheetz,

1986, p. 96).

More explicitly, the United States has in some cases

unilaterally determined the availability and amount of

credit. This developed into a critical piece of U.S.

foreign policy in wake of the cold-war, especially in Latin

America, where fear of populist or socialist regimes led to

a number of intercessions.

The IMF gave Brazil $47.7 million in May of 1960 at the

urging of the U.S., despite Brazil having failed to meet the

economic targets set by Fund Managing Director Per Jacobsen,
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and over the opposition of Britian, Germany, and Belgium.

The money was an attempt to ensure victory for the U.S.

backed governmental candidate in the 1960 election

(Economist, 1960).

Concern over the 1964 presidential election in Chile

gave rise to a new major shift clause in the February 1964

stand-by, which specified that any change "in the direction

or emphasis of any of the policies outlined in this letter"

called for "new understandings before any request for a

drawing under the stand-by" were to be made (Gold, 1969, p.

488). Fortunately for the U.S., the candidacy which alarmed

the West, Salvador Allende, lost the election and the major

shift did not occur, at least during the three-year term

stand-by (ibid.).

Also in 1964, Brazilian leader Goulart responded to a

call by President Johnson for U.S. assistance in

Brazilian-IMF negotiations by demanding terms of 40 years to

pay with a grace period of 15 years (Economist, 1964a). Two

months later, Goulart was overthrown in a coup and the new

military government was promptly recognized by Washington

(Economist, 1964b). The participation of the U.S. in the

coup has been widely reported (Flynn, 1978; Parker, 1979).

In the midst of the Peruvian-IMF negotiations in 1967,

the government, wishing to become the first Latin American

country to have supersonic fighters, bought several French

Mirage jets. The U.S. and the IMF immediately protested,
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not due to economic consideration, but because the U.S.

wanted to sell the Peruvians F-4's and F-5's in 1969

(Economist, 1967). The problem was not the purchase of war

planes, but the "purchase of non-U.S. war planes"

(Kuczynski, 1977, p. 158-159).

Concommitant to this influence in IMF-debtor relations,

the U.S. also influenced decision-making among central

bankers in Western Europe and Japan, as well as

international commercial banks, both in the U.S. and

abroad. U.S. ability to dominate lending in the pre-1973

period was, however, centered in the IMF. The Fund

legitimized, through a supposedly multilateral setting, the

economic and geo-political desires of the U.S.. This

legitimation itself was based on the expectation that

international economic stability could only be achieved

through international organizations. The primary desired

outcome was stability; the cost for all but the dominant

actor was control by that actor.



CHAPTER III

CHANGE AND EVOLUTION.IN THE LENDING REGIME 1973-1980

Regime change can be broken down into two types.

Marginal change through alteration in rules or

decision-making procedures is norm-goverened change. More

fundamental change involves norms and principles. Studies

using the regime concept to explain monetary events since

Bretton Woods have argued that changes in the monetary

regime, including lending, have been norm-governed, and have

thus not constituted basic alteration of the regime (Ruggie,

1983a; Cohen, 1983). This study argues that events in the

period 1973 to 1980 constitutes a fundamental change in

regime norms and principles. This assertion raises several

questions. How do regime norms and principles change? What

causes regime transformation? What is the condition of the

regime after change, evolution or dissolution?

Fundamental change in the lending regime has developed

through a three-part process. First, the variables behind

regime creation and change, power and interests, altered

through internal conflicts that arose within the dominant

actor (i.e., the United States), and events in the

36
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international economy that changed the relative power of

lending actors. Second, these changes in power and

interests were translated into different expectations toward

lending, which fundamentally altered principles and norms.

Third, as existing principles and norms of lending lagged

behind changes in power and interests, the regime brokedown

as newly dominant actors attempted to bypass the constructs

of the regime. Only after the failure of these attempts was

a new regime created by relying on old regime structures in

pursuit of new expectations.

The remainder of this section analyzes changes in power

and interests, expectations, and behavior in the period

1973-1980, breaking the timeframe into two periods. The

first of these, 1973-1975, outlines the fall of U.S.

dominance over lending and the resurrection of private

lending. The 1976-1980 period examines how changes in power

and interest were manifested in actual practice through

changes in the behavior of the lenders.

1973-1975: The Decline of U.S. Debt Foreign
Policy and the Rise of Petrodollars

"You couldn't disagree very well at the end of World
War II, because you had a dominant power, and other
countries-a number of the most important ones- were
pretty well prostrate. Now, you can disagree."--Paul
Volcker (1972, p. 38).

The early seventies was a time of disagreement. Then

Undersecretary of the Treasury Volcker's comment refers to
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monetary changes: the fall of the par value system, the end

of gold monetization, and the fall of dollar dominance

amidst an 18.9% devaluation and the Smithsonian agreement of

September 1971. The end of the Bretton Woods agreement on

fixed exchange rates did not cancel the entire agreement,

nor the disagreement. The lending arm of the Fund survived

the fall of predominance of the dollar and gold, but

weakened in the face of other events of the period, events

not foreseen by Volcker, or anyone else in June 1972.

The Internal Setting: United States 1973-1975

As outlined in Chapter II, utilization of lending norms

and principles as ingredients of U.S. foreign policy had

become routine in the post-war period. For years, other

creditor countries, debtors, and commercial lenders

criticized the undue influence of the U.S.; yet, what

changed the U.S. position on lending policy was not

international persuasion, but domestic dissension. This

dissension was part of a larger political battle, and showed

itself most prominently in what may have been the most

blatant example of U.S. intercession in lending affairs.

The U.S. subversion of Salvador Allende in Chile from

prior to the 1970 election to his overthrow in 1973 has been

exhaustively examined (O'Brien, 1976; Alexander, 1978;

Sigmund, 1977). A major part of the economic blockade

orchestrated by President Richard Nixon and Secretary of
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State Henry Kissinger was the control of credit (Sigmund,

1977, p. 39). After the U.S. backed Christian Democrats

lost the 1970 election to Allende and the Popular Unity

coalition, the usual flow of credits to Chile stopped

abruptly. OECD (Overseas Economic Council for Development)

member countries net transfers to Chile went from an average

of $84 million in the last three years of the Frei

government to -$46 million in 1971 (Odell, 1979, p. 255).

Private lending went from an average of $220 million prior

to Allende to $35 million in 1972 (Stallings, 1978, p.

133). Multilaterally, the Fund, under extreme U.S.

pressure, allowed Chile to draw only IMF reserve tranche

drawings, which it legally could not stop (Sigmund, 1976, p.

39). Higher conditionality drawings, and central bank loans

were not forthcoming (Stallings, 1978, p. 133).

Just as suddenly, the coup of September 11, 1973

brought new sources of credit. U.S. bilateral credits

rebounded almost immediately. By September 24, it was

reported that a private bank, Bankers Trust, agreed to

double a $2.5 million credit pipeline (1jqx York Times,

September 24, 1973). In January, 1974, the Pinochet

government reached accord with the IMF on a one-year

stand-by agreement (International Monetary Fund, 1975). In

March, the Paris Club agreed to roll over 95 percent of the

credits due in 1974 and 1975 (Whitehead, 1979, p. 89).

Odell (1979) notes that Paris Club approval was not
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universal. Later, the rebuff by some Western European

countries grew too much for the U.S. administration to

stand:

in 1975, Britain, Italy, Belgium, the
Netherlands, Sweden, Norway, and Denmark refused
on human-rights grounds to renegotiate the 1975
debt service. One U.S. official said, without a
smile, 'We expressed displeasure that, broadly
speaking, some countries put political aspects
above technical considerations'(p. 267).

While the Nixon and Ford administrations complained of

European political interference in lending decisions,

members of Congress fueled debate on the Allende affair,

decrying the overt political tone of destabilization through

lending decisions. Set within a larger battle for control

between the Nixon administration and the legislative branch,

the Chilean example was placed alongside Watergate, the

Vietnam War, and the rising costs of world leadership into a

general denunciation of unbridled executive power. The Ford

Doctrine that "what has been done was in the best interests

of Chile, and certainly in our best interest" did little to

ameliorate Congressional dissatisfaction (Stern, September

17, 1974).

The goal of Congress was first to place a wedge between

executive desires and policy outcomes, demanding that it had

a right to know and approve such decision-making through

congressional oversight ibidd., September 13, 1974).

Second, a large Congressional faction wished to instill a
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different form of political control over lending, based on

"human rights" (Washinaton. Eat, April 16, 1974). Third,

many members of Congress reinforced the common perception of

the IMF as an expensive aid program, unfit for a time of

rising budget deficits (Fenwick, 1976, p. 11).

Congressional opposition to lending practices hindered

flexibility in U.S. foreign policy. The IMF and other

lending sources were left to weaken in the face of demands

for large increases in IMF reserves. The oil-shock of 1973

allowed these developments to blossom beyond a simple loss

of U.S. control, eventually leading to replacement of the

U.S. as the dominant lending actor.

The External Setting, 1973-1975

The actions of the Organization of Petroleum Exporting

Countries (OPEC) to radically increase the price of oil

shocked the banking community. Lack of international

political expertise was understandable given the relative

international inactivity of banks at the time. For example,

a leading investment journal did not begin an "international

department" until December of 1973 (Institutionlj Investor,

1973). The sudden disequilibria caused by the flow of oil

export revenues away from oil-importers and to OPEC

countries set off unprecendented balance of payments

shortfalls. OPEC countries, meanwhile, could not absorb the

massive profits by increased import demand, nor could they
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establish banks in the region to properly handle the massive

deposits accumulated (ibid., 1975).

The task of recycling these profits through the

international monetary system was not taken up by the IMF,

which was slow to react to oil-shock pressures. Instead the

task fell to private banks, particularly those involved in

the so-called Euromarkets (Aronson, 1985, p. 134).

The development of the Euromarkets began in the late

1950s, when the Soviet Union pulled dollars out of New York

banks and placed them in less-regulated, non U.S.-dominated,

London banks. While originally a European phenomenon, the

internationalization of business in the post-war era, and

the plethora of U.S. banking regulations, made these

unregulated banks quite attractive (Abbott, 1979). These

markets, while a relatively new banking concept, were not

new banks. They were simply the international arm of

traditional big banks, centered in the U.S. and the other

industrialized countries, which nurtured such institutions

as a foil to regulation.

The current account balance of the industrialized

countries dropped from a 0.7% surplus in 1973 to a -0.2%

deficit in 1974, but this decline was small compared with

the fall in current account deficit of oil-importing LDCs

from -0.8% in 1973 to an unprecendented -4.0% in 1975

(Appendix I, Table IV). Meanwhile the current account

surplus of high income oil exporters skyrocketed from 21.2%
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in 1973 to 51.5% in 1974, dropping only to 40.2% in 1975.

The excess profits were then reintroduced by OPEC

countries to the tune of $56.2 billion in 1974 and $43.2

billion in 1975, with over $30.7 billion of the combined

1974-75 total of $99.4 billion going to the Euromarkets.

The United States received only $14.6 billion of this

total; its banks only $4.8 billion (Appendix I, Table V).

At a time of LDC deficits approaching $65 billion, the

establishment of the $3.4 billion IMF oil facility, set up

to overcome balance of payments problems caused by the

oil-shock, was grossly underfunded (Rowen, August 23,

1974). The remark of one IMF official that " . . . it

ought to be enough for 1974" indicates the inablity of the

Fund to respond to the magnitude of the recycling process

(ibid.). The unwillingness of the U.S. to participate

certainly played a part; in addition to congressional

opposition, both the Nixon and Ford administrations argued

that OPEC should be convinced that prices should come down

(Rowen, October 4, 1974).

Meanwhile, bankers reactions were not unlike those in

the 1920s:

the banks in turn were moved by an 'animal
hunger'. With their holdings swollen by deposits
from (OPEC), the banks were searching the globe
for reasonable investment outlets. The still
fast-growing middle-income countries in the Third
World were natural targets (Pratt, 1983, p. 18).
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In the words of banker Leon Frazer: "it is better to have

loaned and lost, than never to have loaned at all" (Aronson,

1979, p. 283). Banks lent billions of dollars to the ailing

oil-importers, as well as countries such as Mexico who were

trying to build their petroleum infrastructure in order to

take part in the oil price explosion (Appendix I, Table VI).

The need for oil-importing LDCs to borrow was exacerbated by

the world-wide economic recession accompanying the oil

shock. The resulting drop in imports by industrialized

countries led to a shrinking market for LDC exports,

reinforcing the effect of the oil shock through lingering

non-oil trade imbalances (Jamal, 1983, p. 72).

The lending regime was affected in two ways. First,

the sheer size of lending increased dramatically. In Latin

America, the external public debt of more than one year

maturity jumped from approximately $20 billion in 1970 to

more than $57 billion in 1975 (Wilkie, 1985, p. 620).

Second, as a result of the inaction of the Fund during the

period, the relative position of multilateral and other

official lending dropped vis-a-vis private lending.

Multilateral lending went from $1.1 billion in 1970 to $3.9

billion in 1975, while bank lending went from $3 billion to

$12 billion (World Bank, 1985, p. 21).

The resurrection of private credit reemphasized the

market elements of lending. Loan terms of interest rate

margins (the spread) and length of maturity relied on the
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creditworthiness of the debtor as perceived by the lender.

More specifically, terms depended on the amount bankers had

to loan. Spreads were low and maturity length high in the

early days of the recycling. This changed as deposit flows

changed, often irrespective of actual risk (ibid., p. 119).

The spread itself was placed on a floating basis, tied on

six-month changes in either the London Interbank Offered

Rate (LIBOR) or the U.S. Prime Lending Rate. Loans were not

entered into by one bank, but were syndicated, taking many

banks, preferably from many countries. This gave rise to

bank "steering committees" consisting of representatives

from the big banks, who headed negotiations with borrowers.

At a time of Fund weakening, steering committees unified

information and cooperation without the Fund, bypassing the

established norms of the lending regime. Resurgence of

banker interest led to establishment of new lending norms

and principles oriented toward banker's desires to make a

profit, and away from concern for overcoming short-term

disequil ibrium.

An example of private creditor lending in the 1973-75

period was the August 1974 Brazilian loan for $150 million.

The spread was only seven-eight's percent over LIBOR,

indicating wilingness to lend on the banker's part. The

length of maturity was 10 to 12 years depending on

repayment, much longer than the average three year IMF

program, and included participation by 32 banks. Perhaps
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most important, the loan was quoted as "in theory destined

to finance the transamazonian highway, but may, in fact, be

used by the Brazilian Treasury to help bridge the growing

current account deficit" (Latin AmAric., 1974). While some

IMF lending continued, private lenders and the market were

the major influences.

Regime Change in the 1973-1975 Period

The combination of declining U.S. consensus toward

international lending and the recycling of OPEC profits led

to important changes not only in the relative power of the

lenders, but in the expectations and.behavior of lenders.

Decline in U.S. domination over international lending

through the IMF did not occur through negotiation, such as

occurred with the collapse in par values, but through

internal dissension and external events. The rise of new

actors with new interests, private bankers, destroyed the

principles and norms of the Bretton Woods regime.

The objective was no longer stability. Bankers

certainly wanted loans to be repaid, but, in the heyday of

OPEC deposits, it was incumbent on bankers to recycle, lest

they be stuck with interest-bearing deposits and revenue

losses. The principle switched from a steady but controlled

flow of funds to a market emphasis based on periodic

tightness and looseness of funds dependent on the flow of

deposits, the world economy, and other elements deemed



47

important by international bankers. The earlier norm of a

right to funds, given adherence to guidelines as set up in

IMF conditionality, lost its meaning. The right to IMF

funds no longer fulfilled the needs of LDCs, while the

obligation to IMF guidelines was of less concern than simply

recycling the money.

The lending regime fundamentally changed in the

1973-1975 period, but did so without destruction of the IMF,

or the end of the rules and decision-making procedures of

Fund. The Fund was bypassed in the recycling process, and

it was no longer able to function in its role as a

legitimizer and restrainer. Along with bypassing the Fund,

the banks bypassed the norms and principles of the

multilateral lending regime. Fund policies did not reflect

the interests of newly dominant actors and the regime broke

down.

Had the Fund actually disappeared, it is likely that

lending would have returned to the same cyclical default

pattern exhibited before WWII, as is suggested by

lender-debtor relations in 1976. The banks, however,

quickly saw a need for the Fund when they tried to act like

the Fund. The persistence of previous regime institutions

influenced the way the banks faced problematic debtors.

1976-1980: Privatization and the Recharged IMF

The year 1976 continued the trend in the world economy
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begun in 1974. OPEC invested profits that stabilized at

around $43 billion for the year (Appendix I, Table IV),

while the current account deficit of oil importers continued

above 2.0% (Appendix I, Table V). In the process of

negotiating loans, however, important differences arose.

These differences furthered the progression to a

market-based regime, but with a twist.

Two loans undertaken in 1976, to Peru and Chile, were

quite extrordinary given the history of post-war lending.

The most widely reported of these involved Peru. Having

amassed a series of three-year private loans in the

immediate wake of the oil-shock, Peru owed around $4.0

billion by the end of 1975 (Appendix I, Table VI), one of

the largest debt figures in the developing world (Stallings,

1979, p. 234). By June of 1975, Peruvian president Morales

Bermudez stated the country had to have $400 million more in

immediate credit or it would default (Iax York Times, June

24, 1976).

Private banks were then presented with a dilemma.

Banks liked the principles of Fund conditionality in that it

provided strict guidelines to borrowers. Unfortunately, the

IMF no longer fit the needs of either lenders or borrowers:

The problem was that the IMF would demand a
drastic stability programme that even the Morales
officials could not and would not accept. They
realized that the results would alienate workers
(through wage and employment cuts), industrialists
(through a fall in demand, and thus profits), and
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the military (through curbs on the purchase of

arms). Given the regime's relative lack of

supports the potential was too explosive: the

government might be brought down (Stallings,
1979, p. 238).

International bankers, on the other hand, who had only

recently re-entered the international lending picture,

lacked expertise on the credit-worthiness of countries. The

IMF, while important as a data-gatherer of economic

information, was unwilling to judge members as good or bad

risks. Country-risk analysis attempted to place sovereign

borrowers in the same financial perspective as that used to

analyze private individuals (Baird, 1983). Good and bad

risks were determined by a number of econometric and

political criteria, with each big bank differing somewhat in

method and usage (Saini and Bates, 1984). In lieu of IMF

expertise, they relied on what had always worked for them.

Bank experience with judging politics has been

generally unsuccessful, and country-risk analysis was no

exception (Baird, 1983, p. 227). The solution to the

Peruvian debt situation was to loan without Fund approval,

and avoiding default, while substituting Fund conditionality

with the facsimile of banker monitorization. The banks

monitored much like the Fund conditioned drawings. The loan

was tranched into two installments, and economic targets

installed. The banks were then to vote on whether to extend

the other tranche based on Peruvian government adherence to

the targets. The measures themselves were not unlike those
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in an IMF stand-by: a 44% devaluation of the g budget

reductions, and incentive to foreign investment (Stallings,

1979, pp. 234-235).

Many bankers opposed a more active bank role in

disciplining sovereign debtors, signalling their disapproval

by avoiding participation in the project (Belliveau, 1976;

Latin America, 1976a). Others saw the transition to

monitorization in a positive light. C. Fred Bergsten

(Belliveau, 1976, pp. 141-142) remarked:

. . . I think it's better in international
political terms that a Morgan Guaranty--or
hopefully a consortium of international
banks--makes the loan . . . . It can then be
protrayed as coming through market pressure, and
judgement on the economic merit of the country's
position, rather than being laden with political
overtones.

More controversy arose from events that followed. Upon

completion of the deal, the Peruvian economic situation

deteriorated, with exhaustion of foreign reserves by June of

1977 (Thorp, 1979, p. 122). Meanwhile, the Peruvians

disclosed that they had purchased 36 Soviet Sukhoi Su-20

fighter bombers, because the price was "more attractive"

(Latin America, 1976b). Suddenly, international bankers

were accused of funding Soviet airplane sales (Belliveau,

1976, p. 145). The responsibilities of playing the IMF role

was very discomforting to the banks. The use of

monitorization was brief, and traumatic. Having learned

their lesson, private lenders quickly reversed policy,
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forcing Peru to submit to a Fund stand-by in early 1977

(Scheetz, 1986, p. 135).

The other lending controversy of 1976 involved the

issue of human rights. Concern by many U.S. Congressmen and

other officials, in light of the Allende overthrow and other

atrocities such as those surrounding the Turkish invasion of

Cypress, led some to call for the withdrawal of all lending

to countries who were deemed abusers of human rights.

Acknowledging such a shift from economic stability and

toward moral criteria, the Pinochet regime eschewed

reapproachment with official creditors, and instead "chose

to tailor policies to the requirements of the world's

private capital markets" (Whitehead, 1979, p. 93). These

efforts paid off, for in May of 1976 Chile was offered the

first medium-term (three and one-half years) private loan

since the period immediately following the coup. The $125

million loan was syndicated by 16 banks headed by Morgan

Guaranty, and took place without an IMF agreement in place

(ti.. York Iii., May 26, 1976). Criticism was widespread,

led by Henry S. Reuss, House Banking Committe Chairman, who

termed the loan a "very considerable risk" (Crittenden, June

14, 1976).

Consequences of Privatization

The loan to Chile and the monitoring of the Peruvian

economy illustrate several changes that had taken place in
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the lending issue-area since 1973. First, the

transformation of relative power and interests from U.S.-led

multilaterals to private banks was now complete. Second,

the new actors bypassed old practices. Ideas such as

monitoring exhibited attempts to implement new rules and

decision-making procedures for mutual restraint. Not only

had the relative power of the various lenders changed, but

expectations of the dominant actor differed. The breakdown

of the lending regime was accompanied by a return to the

pre-war emphasis on the market. The cases of Peru and Chile

show that the banks, as private businesses, were not

concerned with either the need for multilateral control over

lending, or human rights. As private businesses, the

concern of banks was in maintaining a profit.

Quickly, international banks realized that they were

ill-equipped to perform tasks necessary to ensure loss

avoidance alone. They also became aware that a simple

return to private lending was impossible. Restraining from

their most preferred means toward a profitable outcome, the

market, banks recreated the lending regime. Revitalization

of old regime structures such as the Fund allowed banks to

strengthen their ability to translate their desires into

actor behavior in the same manner the U.S. had done

earlier. The Fund would continue, but its norms, principles

and activities would change.
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Revitalizing the IMF

The state of the Fund in 1977 reflected its neglect.

The total Fund quota was woefully inadequate in comparison

with the expansion in lending (Solomon, 1982, p. 282). The

underfunded oil facilities were dropped in 1976. If the

Fund were to resume an important role in relieving balance

of payments problems, revenues would have to be increased.

This was accomplished through several actions, whose

advocacy was led by international bankers. The periodic

"review of quotas" which established changes in quotas was

hastened: instead of the five year periodic review, an

agreement was reached to review after only three years,

beginning in 1978. Even this pattern was quickened when the

IMF Executive Board instituted a 50% quota increase

effective in 1980, this just as the 1978 review cycle went

into effect (Rowen, September 25, 1978). In addition, a

special fund facility was authorized in 1977, the

Supplementary Financing Facility or "Witteveen facility"

(named after Fund Managing Director Johannes Witteveen),

which pumped another $10 billion into the Fund (Solomon,

1982, p. 285).

Opposition to increases in Fund quotas and the

Witteveen facility was widespread in the U.S.. Arguments

against Fund augmentation centered on two areas: morally in

terms of the human rights issue; and, economically in terms
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of supporting international lending in a period of economic

hardship at home.

The election of Jimmy Carter in 1976 intensified the

emphasis on human rights in the Executive branch, including

the State Department. This heightened criticism that the

IMF and lenders in general were callous in choosing

clients. The Argentine military took over in 1976,

joining a long list of Latin American countries which were

ruled by juntas, including Chile, Brazil, and Bolivia. The

U.S. House of Representatives, led by Representative Tom

Harkin of Iowa, passed legislation requiring U.S.

representatives to the Fund to veto loans to "regimes which

have the 'honorable intention' of repaying international

debts by any reason necessary--including the destruction of

legal and political institutions" (Latin Am~eica, 1977a).

International bankers said that such legislation was

overtly political and had no place in determining loans.

Typical of the position of the banking community was the

statement of Anthony Solomon (1977, p. 60) of the U.S.

Treasury:

If the U.S. opens the Pandora's Box of political
objections to IMF transactions, we stand to lose
not only in weakening the IMF as an institution,
but also in that there will be political
objections to IMF transactions with countries
that we are interested in helping and
strengthening.

In.June 1977, the administration demanded a larger role
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for the IMF in .order to implement human rights

requirements. The administration admitted that an enlarged

IMF would give the U.S. President flexibility in applying

human rights criteria, while Congressional oversight would

hinder creation of a coherent foriegn policy (Latin America,

1977b). Both within the administration and the Congress,

the perception was that international lending remained

largely under U.S. government control.

The economic criticism was that an increase in Fund

strength constituted a bail-out for overly committed

international banks, and that the U.S. should not step in to

save international banks when the domestic economy still

suffered from economic malaise brought on by the oil shock

(Cavanaugh, 1977, p. 77-79). The idea that Fund reserve

increases such as the Witteveen facility was a bail-out was

vehemently denied by bankers. Bankers were extremely

reticent to even suggest that Fund increases would help them

at all. In the case of the Witteveen facility, banker after

banker praised the idea of a more important Fund, while

stressing that banks would derive no benefit from it.

Examination of banker testimony, however, explains why so

many bankers showed up to defend the IMF in 1977:

In the lending world, particularly in the
domestic lending world, it is important that
there is a lender discipline and a leader
especially when you are dealing with high risk
borrowers. It is difficult for commercial banks
to play the role, particularly in the case of
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large countries, yet this role is essential! In
the future, the IMF, reluctant as it may be, will
increasingly have to provide the leadership and
discipline role, because only an institution like
the IMF can do so (Heldring, 1977, p. 142-143).

Epitomizing the battle between the international banks

and Congress was the wrangling over passage of the $1.7

billion U.S. share of the Witteveen facility. Despite

pressure from bankers and the Carter administration, the

House of Representatives secured passage only after two

amendments were added. The first of these, sponsored by

John Cavanaugh of the House Banking, Finance, and Urban

Affairs Committee, demanded that IMF loans not be used by

debtors to pay off private bank loans. The second

amendment, sponsored by Tom Harkin of Iowa, tied human

rights criteria to IMF loans (Russell, February, 24, 1978).

Both amendments were pipe-dreams, as the banks now

dominated the issue-area. U.S. control over Fund drawings

by debtors was unenforceable. Fungibility of money makes

oversight difficult, while debtors with ever-rising

debt-service had no choice but to repay private credit with

Fund credit.

Just as problematic was the attempt to control

international banks. Legislation aimed at placing

regulations similar to those imposed domestically in the

U.S. failed, as did U.S. efforts to achieve international

agreement on controls (Graham, April 26, 1980).

Human rights policy was unfocused at best; even
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bilateral loans, such as Export-Import Bank loans, still

flowed from the U.S. to countries with atrocious human

rights records, such as Argentina during the height of the

"dirty war" (Latin America, 1978). By 1980, the U.S.

government shifted policy choosing to "end our official

criticism of the regime" (Latin Amk.In QPolitical Week1y,

1980a).

The lack of attention by international bankers to human

rights criteria was illustrated in bank dealings with

Nicaragua during the fall of Somoza and the Bolivian coup in

1980. These two events also point to the change in IMF

allegiance.

International bankers and the IMF agreed to lend to

Nicaragua, despite U.S. government pressure, just weeks

before Somoza fell (Ugarteche, 1983, p. 191). When the new

Sanidinista government announced it would not deal with the

IMF, the banks took over the negotiations. The question was

not whether the Sandinistas were more repressive than

Somoza, but whether the Sandinistas would renege on the

last-minute Somoza debt (Weinert, 1981, p. 187).

In a second case, following the brutal Bolivian coup of

General Luis Garcia Meza the U.S. refused to recognize the

new government. Meanwhile, the banks .. d. the IMF originally

agreed to keep credit open. This position was dropped only

when it became apparent Meza's main support came from the

drug barons (Latin. A~rIc~an Polt ia1 I Weky, 1980b).
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Effects of Privatization on Lending: 1980

Essential changes in the issue-area were complete by

1980. In that year, flows of nonconcessional private credit

were four times that of official sources (World Bank, 1985,

p. 145). At the same time, the inability of the U.S. to

implement its desires was evidenced by the increasing

frustration in areas of human rights and control of

commercial banks. U.S. government control over lending in

geo-political terms, whether cold-war ideology or human

rights criteria, was lost.

In the period 1973-1975 this resulted in a return to

market principles. Lending reverted to private sources, as

the norms and principles of the old regime no longer related

to the actual behavior of dominant lending actors. The

failure of old structures to correspond with new conditions

led to the banker's attempt to unilaterally impose new rules

(i.e., monitoring) in order to more easily facilitate new

principles and norms. The new principle was the market,

with the availability of funds dependent on world economic

conditions. The new norm was that a debtor had a right to

borrow, if the debtor was creditworthy and agreed to pay

back the loan.

Establishment of these norms and principles destroyed

the lending regime. Mutual restraint in order to achieve

stability was replaced by competitive forces. Amidst the
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resurgence by bankers, the expectations which had driven

development of the old regime shifted, while the regime

structures remained and became archaic.

Following problems with the institution of unilateral

rules to recover their loans, the banks refocused attention

on the IMF. The IMF legitimized loan conditions and

provided discipline for borrowers. In the words of Jacques

DeLarosiere, Fund Managing Director beginning in 1978, a

stronger IMF would help the Fund in its "new surveillance

role" (Rowen, September 25, 1978).

Unlike the period of U.S. domination,. however, these

roles were now to be directed toward legitimizing unpopular

and unappealing austerity programs, and providing

multilateral discipline in order to ensure avoidance of

default. The old rules and decision-making procedures were

grafted to new principles and norms. No longer was lending

controlled by U.S. dominated multilaterals or by simple

market forces. From approximately 1980 on, lending has been

a combination of private control and multilateral support.

It is this combination that differentiates the privatization

of lending today with lending in the 1920s.



Chapter IV

CRISIS MANAGEMENT IN THE DEBT REGIME: 1981-1985

While changes in debtor-lender expectations were

reformed, immense changes were was also taking place in the

forces affecting payments balances. A second-oil shock in

1979 quadrupled the price of oil. This not only created new

imbalances, it also occurred while developers were still

immersed in repaying the old debt. For example, in Latin

America the debt-service ratio of debt payment to exports

was already averaging over 20% when the oil shock took place

in 1979; it had only been approximately 10% when the first

shock took place in 1973 (Wilkie, 1985, p. 623). As the

terms of debt were predominantly based on floating interest

rates, the dramatic increases of both LIBOR and the U.S.

Prime sent interest charges soaring. Total LDC debt went

from $313 billion in 1978 to $430 billion by 1980 (World

Bank, 1985, p. 24).

The massive increase in debt undermined the new

debtor-lender arrangements to the point of collapse in

1982. It created a change in the set of mutual expectations

of the dominant lenders. The primary desire of

60



61

international banks was no longer simple loss avoidance, as

banks now realize that some loss is inevitable. Banks now

focus on avoiding defaults or debt repudiations.

The desire to avoid defaults (the inability to repay)

or repudiations (denying repayment) creates a new regime.

The concern of lenders is no longer merely borrower

creditworthiness and market forces, but mutual interest wtih

the debtor, creating a process for debt repayment that is

realistic for the debtor, while not harmful financially to

the lenders. This regime is more debt oriented, because its

emphasis is no longer on managing short-term balance of

payment problems, but on managing long-term structural debt.

The mutual interests of lenders and debtors for joint

restraint has also manifested itself in the rules and

decision-making procedures. As banks interact with

individual debtors, the restraint shown both by lenders and

borrowers is affected by the success of the regime to avoid

defaults and repudiations. In a period of crisis

management, lack of agreement on rules and procedures could

signal an end to the formation of a new regime.

The chances of success are mitigated by the complexity

of lending interrelationships in the 1980s. First, bankers

have split on the subject of international lending. The

position of big, established international banks is at odds

with many relatively smaller ones. Second, the influence of

lenders over a few, heavily indebted LDCs, has diminished
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since they have achieved a source of power in the magnitude

of their debt. These big debtors now have some autonomy of

their own. Lastly, and perhaps most suprisingly, the IMF

and the banks have increasingly disagreed over policy toward

debtors.

Regime Change Through Crisis: The Case of Mexico 1982

The stunning announcement by the Mexican government in

August 1982 that it was nearly out of reserves and would

place a three month moratorium on debt repayment set into

action a number of procedures which have become the standard

for such crisis actions (Delamaide, 1984, p. 6). The

situation in Mexico reflected the general economic malaise

following the second oil-shock. Mexico benefitted from

rising oil prices, but the high cost of procuring

infrastructure for oil production and the worldwide economic

slowdown in the early 1980s left Mexico with a severe

balance of payments deficit.

What was immediately needed in Mexico was credit, both

to stem a massive capital flight run on the peso and provide

some foreign reserves. In the longer term, Mexico needed

massive rescheduling of its public debt of about $60

billion, and its total debt (public and private) of

approximately $80 billion. The remarkably intricate

renegotiation package consisted of a series of interwoven

agreements, each dependent on the other:
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1) a $600 million emergency loan by a small number
of the most involved U.S. banks; 2) a $1 billion
advance by the U.S. Commodity Credit Corporation on
future deliveries of Mexican produce;- 3) a $1
billion advance by the U.S. government on future
deliveries of oil; 4) a $1.85 billion credit
organized by the U.S. Federal Reserve Bank; this
was dependent, however, on 5) a $3.85 billion
credit from the IMF Extended Fund Facility;
dependent, however, on 6) $4.4 billion in
additional loans by the commercial banks that were
already Mexican creditors (Pratt, 1983, p. 32).

The Mexican example typifies the expanding complexity

of current debt renegotiation. Steering committees have

become permanent fixtures in negotiations. These committees

usually consist of representatives from usually 12 to 16 big

banks and perform the actual negotiations with the debtor

government over the terms of the agreement. Meanwhile,

discussions are held with an IMF mission, which examines the

debtor economy for perceived faults, and sets up performance

criteria. Often, as in the case of Argentina in 1983, the

commercial credit is tranched. As private credits extend

far longer than the average three years of an IMF agreement,

tranches effectively tie the debtor to continued IMF

approval.

Following these negotiations, the representatives of

the debtor nation begin travelling the world, usually along

with IMF and steering committee personnel, gathering support

amongst central bankers and other private banks for the

package. The package is completed when enough private funds
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are subscribed for participation in the loan, thus releasing

IMF funds.

Initial agreement on the Mexican package was amazingly

quick. Less than one week passed between revelations of

Mexico's problems and the pact (Friedman, August 8, 1982).

While the importance of the United States government in

finalizing the deal cannot be understated, the entire plan

centered on two-fold coercion aimed at smaller international

banks. The agreement ultimately centered on participation

by these banks, who were not present at the emergency

meetings in August, and who would provide the greatest

portion of the restructuring. The response of these banks

to the call for $4.4 billion was initially negative, but the

big banks, who, as steering committee members promised the

$600 million in August, were eventually able to obtain full

compliance. This was done through the IMF, since the large

banks would not bail Mexico out without an IMF agreement,

and the IMF would not finalize agreement with Mexico until

All banks participated (Bogdanowicz-Bindert, 1985, p.

262-263).

Fund Managing Director DeLarosiere aggressively held to

the agreement, stressing that any IMF deal was dependent on

total invovlement. Many bankers did not appreciate this

tactic. the Financial Times noted that small banks "are

unhappy about the way in which they are being told to do

this" (Montagnon and Chislett, November 19, 1982). Yet, by
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December 21th, the $4.4 billion had been raised, and the

process of managing debt was started (Montagnon, December

23, 1982).

The Influence of Private Banks in the Debt Regime

The Mexican restructuring illustrates a primary

bifurcation in the debt regime. The outlook of big banks,

such as Chase Manhattan, Citicorp, and Manufacturers

Hanover, is different from that of smaller banks. As the

primary repositories of OPEC profits in 1973-74, big

international banks stood at the forefront of recycling the

first oil-shock. Smaller banks were shunned by conservative

OPEC investors. Thus, by the time of the second oil-shock,

big U.S. banks were dangerously close to exceeding

regulations regarding credit exposure to foreign countries.

The second oil-shock prompted the smaller banks to enter the

international lending market (Appendix I, Table V), and

small banks did so quite haphazardly, choosing to follow the

country-risk advice of big banks (Massaad, 1983, p. 157).

Yet the importance of country-risk criteria became

meaningless in the reality of 1980s lending (Naylor, 1983,

p. 98). The big banks had no choice but to continue to

lend, given the immensity of debt involved and their

exposure (Baird, 1983).

The participation of small banks was instrumental to

big banks because the addition of outside funds did not



66

endanger big bank exposure limits. As a result, the number

of banks involved in lending to foreign countries, such as

Mexico, grew dramatically. While 32 banks participated in

the 1975 Brazilian syndication loan, the Mexican crisis

involved over 1400 (Montagnon, December 8, 1982). Obtaining

agreement of a "critical mass" of smaller banks has remained

essential to finalizing any renegotiation package (Sieghart,

November 12, 1983).

The legitimizing role of the IMF extends beyond debtor

discipline. The Fund now places a seal of approval on

restructurings in order to encourage participation by

smaller banks. Expectations, as expressed in regime

structures, constrain the behavior of the big banks. Big

banks must share profits with small banks, but small banks

must share the onus of possible default. Small banks choose

whether to participate or not; once in the international

lending game, the regime insures continued participation. A

holdout by an individual bank, regardless of debtor

creditworthiness, "is a perilous and lonely course"

(Lipson, 1985, p. 219). Small banks are .d.facto hostages

to the renegotiation process. The small banks are again and

again called to raise their exposure, in order to avoid

defaults.
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Debtor's Influence Over Debt Agreements

At the same time, the Mexican renegotiations and

subsequent "ABM" (i.e., Argentina, Brazil, and Mexico)

agreements illustrate that large debtors wield considerable

power of their own, short of actually defaulting or

repudiation. The basis of this power is their staggering

amount of debt. As of November 1985, the combined "ABM"

debt due Western banks approached $180 billion, not counting

money owed to multilaterals (Table II). More specifically,

the debt of these countries is greater than the capital base

of the nine largest U.S. banks (Aronson, 1985, p. 137).

TABLE II

EXTERNAL BANK CLAIMS OF THE BIS/OECD REPORTING COUNTRIES
IN SELECTED LATIN AMERICAN COUNTRIES (December 1985)

billions
Cou ntry_____Q1..dlars

Argentina 29.0
Brazil 77.8
Bolivia .7
Chile 14.3
Costa Rica .9
Ecuador 5.3
Mexico 73.7
Peru 5.8

Total 2071.5-

Source: Bank For International Settlements/Organization for
Economic Co-operation and Development. 1986. tatist.is Qa
External IndPbtedness: Bank .ATradeRlatedNoBank
Ex.ternal Claims Q.Q. Individual Borrowing CoQuntri 1s nd
Territories. Paris and Basle: BIS/OECD
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Moves by the large debtors have taken three general paths:

(1) calls for a moratorium in order to hasten or alter

renegotiations; (2) demands for better lending terms or

more lenient Fund targets; and (3) abortive efforts toward

repudiation of debt or establishment of a debtor's cartel of

Latin American debtors.

The Mexican case of 1982 is a clear-cut example of the

successful use of a moratorium. Moratoria extend only for a

short period of time, usually three months, and include only

repayment of principle. Banks have been generally

successful in obtaining repayment of interest on their

loans. This is important, particularly for U.S. banks, as

banking regulations in the U.S. specify that loans in which

interest is in arrears for more than 90 days must be

classified as "non-performing" in earning statements, and

cannot be included as profits (Montagnon, December 19,

1983). In the same technical way, banks have avoided

reference to these moratoriums as defaults. By rolling-over

short-term debt, sometimes for a series of fiscal quarters,

as was the case in Argentina in 1982-83, debtors have

remained technically up-to-date.

The crises for bankers brought on by moratoria start

not when the moratorium is announced, but when the quarter

it starts in ends. ABM countries have been able to use the

this concern over profits to their advantage in obtaining

new funds and better terms (Cline, 1982, p. 113).' For
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example, the Brazilian moratorium in late 1982 led "most

bankers to agree the money will eventually be forthcoming"

(Montagnon, January 6, 1983). The moratoria technique also

involves pressure on small banks, for repayment of arrears

is tied to completion of renegotiation packages. As the 90

day deadline draws near, the race is on to build the

necessary subscriptions. Smaller banks world-wide are

pressured, as in the Mexican loan in 1982, to agree to the

package in order to avoid loan write-offs in the U.S..

Moratoria have been less successful for small debtors.

When Bolivia announced it could not pay $50 million due in

September and October of 1982, commercial banks responded by

rejecting a Bolivian call to defer payment, calling the

government too transitory (Montagnon, October 5, 1982).

Costa Rica was forced to pay off its arrears in order to

stop default proceedings on its central bank. Only after

repayment did banks begin to renegotiate the Costa Rican

debt (Financial jImes, April 25, 1983).

Smaller borrowers have failed to force the same

concessions simply because their level of debt does not

scare the banks, big or small (Aronson, 1985, p.-149). When

in 1985, both Costa Rica and Ecuador did have their

restructuring deadlines extended, the move was not announced

by the debtor governments, but by the banks themselves. In

the face of the larger "jumbo" restructuring of almost $50
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billion each in the cases of Mexico and Brazil, banks were

less concerned with taking losses on relatively unimportant

loans, such as the $4.3 billion restructured in Ecuador

(Montagnon, February 26, 1985).

The ABM countries also- led debtors in achieving better

terms and more lenient economic targets. Mexico obtained

better terms on its debt through its rapid recovery in

1983. By December 1983, Mexico was offered an eight-year

loan at only one and one-half percent over LIBOR, as opposed

to a previous eight year, one and seven-eights percent deal

(Montagnon, December 30, 1983). Brazil also obtained lower

financing (two percent instead of two and one-eight percent

over LIBOR, nine years instead of eight), although a number

of letters of intent had been suspended due to missed

performance targets (Montagnon, October 8, 1984).

The success of Brazil and Mexico led to demands by

Argentina for better terms. Amidst a roaring inflationary

spiral, a call for debt repudiation, and a lengthy battle

between the Fund, private banks, and the Argentinians,

Argentina was still able to procure very lenient terms of 12

years maturity with one and three-eights percent interest

over LIBOR (Montagnon, December 3, 1984). While these

margins reflected, or perhaps initiated, a lowering of

lending spreads world-wide, the maturity length of ABM loans

was far longer on average than the world trend (World Bank,

1985, p. 119).
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Less successful have been attempts toward individual or

group repudiation, often expressed in terms of a debtor's

cartel. Important leadership in this movement has come from

Argentina under President Alfonsin, who played an

instrumental role in the creation of the Cartagena group of

Latin American debtors. The group of eleven countries first

met in June of 1984. At the initial meeting, small debtors,

led by Bolivia, called for unilateral debt limits of 25% of

export reserves (Gardenwartz, 1984). Both Mexico and Brazil

opposed the move, while Argentina supported the idea. Later

meetings have proven inconclusive; the meeting in early

1985 called for a new "pragmatism" in dealing with creditors

(Graham, February 11, 1985). As new leaders took control in

Peru and Brazil, the group stressed the need "to take the

essential steps to organize and jointly exert its bargaining

power at the international level with a view to defending

the sovereignty and interest more effectively" (O'Shaunessy

and Burns, May 21, 1985). Yet, despite relatively strong

wording in the May 1985 communique, little further movement

has been taken on the matter.

Debtors are effectively isolated, blunting their ability

to change the norms of the new regime. Each debtor

negotiates separately with a different steering committee,

though the steering committee membership overlaps. The Fund

also looks at the macroeconomics of the debtor in isolation

from other borrowers. Finally, packages are never tied to
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one another, with bankers keen on preserving the illusion

that debt renegotiation is an emergency, A .h~o process. In

the words of one international banker,

the best way to regulate country debt
negotiations is on a bilateral basis . . .
While we have no objection to regime cooperation,
we feel that the situation in Argentina, for
example, is so different from that in Ecuador
that negotiations tend to be and ought to be
bilateral in nature . . . (Gardenwartz, 1984, p.
234).

By being treated individually, debtors are kept from

responding as a group, and act as isolated though powerful

borrowers. Brazilian and Mexican opposition to a debt

cartel are cases in point. Mexico was receiving better

terms than any other debtor in Latin America at the time of

the 1984 Cartegena meeting. The Mexicans had little reason

to support the creation of policy which could undermine

their newfound status. Likewise, Brazilian interest was not

in forming a debtor's club, but in obtaining terms similar

to the Mexicans. Brazilian participation in such a club

would heighten the credit-risk of Brazil, and would make

better terms unlikely. While their immediate self-interest

might dictate a default, their restraint and their power

also prompts the banks to make concessions on their desires

for swift and profitable repayment.

While the new regime is able to translate the

expectations of dominant actors (large international banks-)

into norms and rules against default and repudiation,

international banks are constrained in that they must
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reschedule some loans. The focus on avoiding defaults and

repudiations has led to establishment of new norms. The

central norm of the debt regime is that borrowers should be

entitled to enough new funds to perpetuate their

participation in the debt negotiation process. Debtors can

reschedule, but are obligated to repay enough debt to avoid

technical defaults and keep loans performing in the big

banks.

The Future of Lending in the Debt Regime

This thesis examines change in international lending

through changes in the power and interests among lending

participants, their expectations manifested in lending

principles, norms, rules and decision-making procedures, and

the ability of these expectations to influence actor

behavior (Table III). It has been argued that the

principles, norms, rules and decision-making of

international lending have changed. The decline of U.S.

dominance over lending diminished the emphasis on economic

stability and geo-politics, but the expectations about such

behavior meant that the transition to more market oriented

lending took time.

The new regime is dominated by concern with avoiding

debtor default. With no realistic expectation of total

repayment by increasingly indebted borrowers, banks built a

new regime with the help of refurbished institutions, rules,

and decision-making procedures from the old regime.
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Table III

CHANGE IN THE LENDING ISSUE-AREA, 1973-1985

1973-1975: REGIME DECAY

Power and
Interest:

Expectations:

Behavior:

Institutions:

U.S. hegemony erodes through internal
dissension. International banks rise
in importance due to recycling.

Regime breakdown as the old norms and
principles insuring a steady but
controlled flow under guidelines of
conditionality gradually disappear;
market forces resume importance.

Lending returns to market emphasis of
cyclical credit in response to oil
shock.

IMF declines; no new institution
assumes its place.

1976-1980: NO REGIME

Power and
Interest:

Expectations:

Behavior:

Institutions:

International Banks assume dominant
actor position, but are unsuccessful at
returning international lending to pure
market forces. U.S. attempts at
controlling lending through human
rights criteria fail.

Lending based on perceived
credit-worthiness; after 1978
credit-worthiness and obligation of
repayment legitimized within IMF
guidelines in recreated regime.

Lending remains based on market
conditions, but with a combination of
private control and multilateral
support.

Steering Committees assume IMF role,
but are later joined by the IMF.

1981-1985: DEBT REGIME

Power and
Interest:

Large international banks dominate
steering committees, while smaller
banks are coerced to remain
participatory. Large debtors achieve a
degree of autonomy due to size of debt.

M

n --- - -- - --



75

TABLE III CONTINUE

Expectations: Lending to avoid of default and
repudiation becomes the norm.
Credit-worthiness as a criteria
lessens in importance relative to the
magnitude of debt.

Behavior: International lending becomes focused
on the management of long-term debt
through complex rescheduling in
response to credit crises.

Institutions: Steering committees and IMF work in
unison.

While these structures ensure short-term protection of the

banker's earning statements, it prolongs the debt repayment

process, conceivably for decades.

The long-term costs and benefits of this new regime are

unknown. Certainly, the economic status of debtors,

including almost all Latin American countries, does not

greatly improve in this regime. Wracked by increasing

debt-service, the ability of debtors to provide basic

services will continue to suffer. Exacerbating this

situation is the amount of interest due on the increasing

principle.

The role of the IMF has changed as the regime has

changed, and the future role of the Fund is also uncertain.

Recent developments seem to suggest that Fund policy is

increasingly at odds with both banks and creditor members.

In late 1985, banks and Brazil negotiated without the IMF

(Andrews, 1986, p. 319). Meanwhile, U.S. Secretary of the
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Treasury James Baker announced plans for reformulation of

the Fund and its sister institution, the World Bank Group,

in order to cope with the 20 to 30 year process of debt

management that seems likely (Bogdanowicz-Bindert, 1985, p.

272). Will this mean a return to a multilateral lending

regime as control is wrested from bankers through increased

state influence over the Fund? Or will such attempts lead

to another collapse of the regime, as the expectations of

actors do not relate to existant power relationships?

Finally, the debt regime has unknown long-term costs to

the international economy. In a unending chase for a

balance of payments surplus, debtors restrict imports while

pumping up exports through incentives and devaluations,

actions increasingly resented by their wealthy trading

partners. Protectionists retaliation might force the

debtors into defaults, and end the regime.

The concept of international regimes has been

criticized by many scholars as too static, making the study

of regimes unable to explain change in international

behavior (Strange, 1983). Development and change in

international lending regime reflects the utility of regimes

as a concept, as well as some of its limitations. First,

the decline in U.S. dominance did not signal the end of

regime structures such as the IMF. Second, the U.S. decline

did not result in the reformulation of international lending

corresponding to the interest of other states, even those
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whose money was being lent. Instead non-state actors,

international banks, assumed the lead in molding a new

regime and its structures. Third, the persistence of old

regime expectations led U.S. administrations to misperceive

the ability of the administration to enforce its desires on

loans and loan procedures. Persistent institutions and

rules also influenced the shape of lending criteria in the

new regime. For these reasons, analysis of regime change

could lead toward a more cohesive framework for the study of

international behavior.



APPENDIX I

TABLE IV

CURRENT ACCOUNT BALANCE AS A PERCENTAGE OF GNP
IN SELECTED COUNTRY GROUPS AND YEARS, 1973-1980

Country group 1973 1974 1975 1976 1977 1978 1979 1980

Oil-importing
developing
countries -0.8 -3.5 -4.0 -2.2 -1.7 -1.8 -2.6 -3.9

High-income
oil exporters 21.2 51.5 40.2 35.0 26.3 15.5 21.2 31.4

Industrialized
Countries 0.7 -0.2 0.6 0.1 0.1 0.7 .0 -0.5

Source: World Bank. 1985. rL Development Report:
1985. New York. Oxford University Press. p. 17.

TABLE V

OPEC INTERNATIONAL PLACEMENTS, 1974-1980
(Billions of dollars)

Type of placement 1974 1975 1976 1977 1978 1979 1980

Placement in the
United States

Bank deposits 4.2 0.6 1.9 0.4 0.8 5.1 -1.3
Other 7.3 7.3 9.2 6.9 -0.4 1.9 18.4

Eurocurrency
bank deposits 22.0 8.7 11.2 16.4 6.6 33.4 43.0

Source: World Bank. 1985. World Development Report:
198.5. New York. Oxford University Press. p. 89.

78
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TABLE VI

EXTERNAL PUBLIC SECTOR DEBT OUTSTANDING 1975-1981
IN SELECTED LATIN AMERICAN COUNTRIES
(billions of dollars at years end)

Country 1975 1976 1977 1978 1979 1980 1981

Argentina 5.2 6.5 7.5 8.9 11.0 12.5 14.5
Bolivia 1.3 1.6 2.0 2.4 2.8 3.0 3.1
Brazil 17.8 23.3 28.8 38.8 46.0 50.8 57.5
Chile 4.4 4.3 4.6 5.6 5.5 5.2 5.0
Costa Rica .7 1.0 1.3 1.6 1.9 2.5 3.1
Ecuador .8 1.1 1.8 2.9 3.5 4.4 5.1
Mexico 13.9 18.3 25.1 31.0 36.4 38.9 47.7
Peru 4.0 5.6 6.4 6.8 8.0 8.4 8.5

Source: Wilkie, James W. and Adam Perkal. eds. 1985.
Statistical Abstract Latin America. Volume 24. Los
Angeles. Latin American Center Publications. p. 620.
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