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by Richard Bermal

Transnational Banks, the International Monetary
Fund and External Debt of
Developing Countries

The objective of this paper is to examine the relation-
ship between transnational banks and the International
Monetary Fund {IMF) in handling the external debt of deve-
loping countries. This issue has assumed critical importance
because the balance of payments deficits of developing coun-
tries, since 1973, have been financed, to a significant extent,
by borrowing from transnational banks. This borrowing was
partly due to the limited fimancing available from the IMF
and the harsh conditionality which discouraged or, at least,
did not induce developing countries to avail themsclves of
these facilities. The external debt of developing countrics has
atlained alarming proportions and, given the significant share
owed to transnational banks, appears to be jeopardsing the
international financial system. The IMF, as the institution
charped with providing balance of payments financing and
ensuring adjustment, is central to the debt problem. It is the
stute of the balance of payments of developivg countrics
which determines their ability to borrow and to repay their
loans.




{b)

(e)

{d)

(2)

(b)

ship between Lransnationzl corporations and banks of a
particular nationality both at home and abroad).!?

The diversification of assets portfolio, That is to say, an
internationally diversified asset portfolio reduces the risk
of unfavourable effects of economic and political deve-
lopments in any single country or in one region and
bankers have siressed this point.!® For example, Citi-
corp explains that "Citlcorp’s world-wide policy of
broad diversification of both assets and liabilities helps
to mainiain stability and reduces risk of excessive con-
centration in any one purtienlar country, currency or
industry.'

To escape  home country regulations’ % \which refers par
ticutarly the case of the United States of America where
limits on expansion across state lines made international

_ growth attractive, In the case of the Federal Republic of

Germany, the stimulant to transnationalisation was capital
controls, while in Canada, domestic interest rate ceilings
spmred external lending. This freedom from national
regulations have led to the estabiishment of branches in
offshore, tax haven financial centres.!

To the increase of these profits by taking advantage of
interest rales differentials and exchange rate changes
in different national money markets,

BANK LENDING TO DEVELOPING COUNTRIES

The rapid growth in loans from transnational banks to
developing countries after 1973 occurred because of the voin-
cidence of a number of factors. On the supply side, thene
were three main factors:

The capacity ol trunsnational banks to lend to develop-
ing countries increased significantly after 1973 because
loan demund in the developed capitalist countries had
not grown sufficiently due to the recession which com-
menced during 1971, and the recycling of the OPEC
surplus. This was committant with a rapid phase in the
expansion of transnational banking led by US banks' 8
and joined by European, Canadian and Japanese banks.

Lending to developed countries was spurred by the
fierce competition between banks and their drive for
profits and asset growth. The intense competition cavsed
banks, in 1973-74, to abandon their conservative tenets
of banking and to assume an aggressive attitude of offer-
ing loans {o countries at attractive terms oy Peru.}*
‘The lending was supply induced because ex port earnings
of oll exporting countries left from US8$35.0 hillion in
1073 to US$7.3 billion in 1974, and even after increased
imports their current surplus increased from US§G.7
billion to US§65.8 bLilllons. 29

{c) The principal motive for transpational bank lending to
developing countries has been its profitability both in
absolute terms and relative to profits on national opera-
tions. Banks earned high vates of profils on loans to
developing countries because the high rates of Interest
charged and the fees on syndicated loans, for example,
management fees, participation fees and commitment
fees. A large part of loans to developing countries have
been syndicated bank Eurodollar loans with s floating
interest rate which ¥s a2 margin over London Inter-bank
Offered Rates (LIBOR), The murgin over LIBOR and
which depends on overall market conditions and risk
assessments of the individual borrower.

Loans to developing countries were therefore made at
rates of intercst above those to industrial countrivs in the
Eurodollar market (See Table 2) and compared to primary
rates in those vountries. For example the average vield on
syndicate loans to developing countrics was about one per-
centage point higher than the US prime rate during 1973.
197821 The fres charged varied trom 0,25 pereent up to 2.5
per cent3?,

TARLE 2: AVERAGE MARGINS ON EUROCREDITS: 1975-198D

(% over LIBOR)

Average Margins Ranges a
Industrial Developing Industrial Developing
Countries Countries Countties Countries
1975 1,39 1.39 1.00:1.75 1.25-3.00
1976 1.36 1.62 1.00-1.75 1.00-2.25
1977 0.96 1.42 0.50-1.50 0.75-2.00
1878 U.60 1o 0.25-1.25 0.50-2.00
1979 0.48 0.78 0.25-1.00 0.25-1.50
1380 4 0.44 0.74 0.250.75 0.25-1.50
1980 c 0.42 0.85 0.25-0.78 0.35-1.50
Nate: a Excludes top and battom 10 per cent of distribution,
b First half.
¢ Second half,

Sowrce: Richard O’Brien, Private Banking Lending to Developing Countrles,

World Bank Staff Working Puper No. 82, August, 1981,
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1
Forcign operations of US transnational banks became

oreign p l‘ ns ; o i TABLE 3 BALANGE OF PAYMENTS QF NON-OIL DEVELOPING COUNTRIES
very profitable in the 1970s and accounted for an increased 1975-1982 {USS$ billiox)
share of total profits. A study of thirteen large US bank hold- —
v M . ¥
ing companies revealed that between 1970 and 1976, their 1974 1975 1576 1917 1978 1979 198D  1lom) 19m2
foreign earnings increased by about US$700 million while o {Lab) B0 141 10 1604 lers  mre oee ad Jme w0

s . . . , oy . perts (Lo.b, Ri] \ 158.0 160.4 1519 227.8 U580 38717 402.1 4326,
domestic earning rose by Icss.th‘m US$40‘mllhon: Thuret"ore,  Tnde Baluncs SI05 -328 404 —254 230 880 476 —106 7158 ons
95 per cent of the increased in toial earnings orginated from R ;‘m‘f-ﬂ and Private o sz 61 —es
. - . . v ¢ lransten —~ L -4, =6, -8, ~-5.3 —6.2 114 —-136 287 -—21.
international operations.*® By 1975, foreign eamings aver Rt Account Balunce —1L5 300 —45.5 3LO 183 350 —aby —ar) ..:;: _:#3
aged 52 per cent of total earnings. The profitability of uscing
foreign operations declined between 1976 and 1979, reduc- oo Dbt Greating W1 10 e 1me 15 1nz 0 ma s o
: . . N 3 h B . "~ . . J %, v 8
ing their shares of total ecarnings to 43 per cent in 1979.24 t Borrowing and use of

X o R . s Resetves 1.5 239 37 201 13.4 220 35Y% B2l 12.7 68.2
On the demand side, the principal factor was the ever in- .hn of Rescive \

- X o . Asters -87 -2 LY 13,8 —124 —158 <124 —A3 .26 D
creasing balance of payments deﬁcltbof d.evclopmg countries Eatcrmad Bortowing 1.2 233 325 L2 258 B 484 670 748 789
after 1973. A combination of deicriorating terms of trade, ate Financhl Instlrution 7.1 126 188 170 194 285 324 800  sks  sto

fluctuating primary preduct prices, inflation in import prices,
especially oil prices, stagnating capital flows, and slow growth
in export demand led to sharp increases in balance of pay-
ments deficits. Current account deficits of the non-oil deve-
loping countries increased from USS11.6 billion in 1973 to
US$46.5 billion in 1975 to US$99.0 billion in 1981. This
prescnts an increase of cight times in an eight year period
(See Tuable 3). At the same time, the IMF did not have
enough funds to provide adequate financing for the deficits
of developing countries as total Fund quotas fell from about

== Increase

HENLAEY B A S

TABLE 4

Disczepancies in Hgutes due tn rounding of figures 1978, 1974, 1876 and 1977,

Non-0il Developing Countrlest Outatanding Use of Fund Credit, 1973-1951
{In billions of Us dollan)

2 JMF Occusional Paper No. 9; World Econemic Oullook 1982 (Washington D.C.; IMF, 1982} p. 161, 166,

R 1973 1974 1835 1876 1977 1978 1579 1980 198]
12 per cent of world imports in the early 1960s to about 4 Toral coradion e ot
per cent at the end of 1980, despite the increase of the Fund Fund credit by non-oil
Capital under the Seventh General Review of Quotas in developing countrics b2 28 48 RO BD KD B3 55 149
25 3 : H By analytical group
Noven_aber 1980%%. Total outstanding use of IMF credit by Net ol oo Mool 81 88 M 11 Lo o8  os
non-oil producing countries amounted to only US§14. N“;u importers 61 26 47 12 L0 78 T3 BT 14
o N Skl dajor exportets of 01 26 4.7 7.2 1.0 .0 18 8.7 141
billion in 1981 (See Table 4). manuhactures 0.2 03 L2 24 24 L8 l4 19 27
in any event the conditionalily stipulated by the IMF Lowincome countfes D5 13 R1 22 20 19 21 27 47
Other nct oil importers 0.t D6 1.4 25 28 32 a7 4.2 6.2

for use of its higher credit tranches discouraged borrowing.
The Brandt Report hemoans the fact that “over the years the
IMF has imposed such rigorous conditions that deficit 3
countries have fajled to make use of their quotas or make use )
of them too late, preferring the private banks instead. The
conditional resources thit the Fund can make available, ;
limited as they are, have been greatly under-utilised.””?® A )
recent report of UNCTAD confirms the underutilisation of

Sourcs: World Economic Qutlvok Intermativnal Monetery Fund, Cccasional Puper No. 9 dApnl, 15582
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IMF facilities by developing countries. 37,

It is in this contexi that the developing countrics be-
came substantially indebted to the transnational bunks. The
non-oil developing countries faced the choice of druconian
reductions in economic growth and standard of living, with
the probability of serious social and political upheaval or
financing balance of payments deficits by borrowing from
private sources e.g.transnational banks, through the Euro-
dollar market. During the period 1971 to 1980, syndicated
bank credits to developing countries amounted to US$134.4
billion or 48.2 per cent of all credits {See Table 5). These
Eurodollar loans were used both for balance of payments
financing and for funding projects in both the public and
private sectors.

In examining the external indebtedness of the duvelop-

ing countries, the focus is on the non-oil developing coun-
tries, with the exception of ihc oil exporting countries.®®
The reason for this is that it is in regard to the external debt
of the non-oil developing vountries that the relalionship
between the IMF and the banks is mosl developed and most
jmporiant. The total external debt of non-oil developing
countries increased from US$96.8 billion in 1973 to US$502
billion in 1973 and outstanding debt to private financial insti-
tutions grew from US$14.0 billion in 1973 to US$162.6
billion in 1982 (Table 6) The sharc of external debt owed to
private financial institutions increased from 35.7 per cent in
1973 to 52.7 per cent in 1982 (Table 7) By 1982, vutstand-
ing external debt, as a ratio of GDP, was 25.2 per cent and as
a ratio of exports of goods and services was 109.1 per cent
compared to 18.6 per cent and 88.7 per cent respectively in
1973.2% Debt servicing had risen from US$15.3 billion in
1973 to US$107.8 billion in 1982, while the debt service
ratio stood at 22.3 per cent in 1982 (See Table 8).

Loans from transnational banks arc voncentrated on the
more affluent of the non-developing countrics and as a result
a few countries account for the bulk of debt owed to banks.,
It is estimated that at the end of 1981, the two largest bor-
rowers accounted for 38 per cent of outstanding bank loans,
while the top twenty were responsible for sbout 90 per
cent.3?

TABLE % SYNIIGATED BANE CREDITS TO DEVELOPING COUNTRIES

1970-1980 (US§ billion)

Tatl % of

Total

1976-80 1971-80 1971-80

1871-75

Group

Non-oil developing

104.9 131.8 34,8
45.1 58.1 18.9

21.4
a0

countries

OFEC

48.2
100.0

155.0 184.4
2949.6 382.8

29.4

All developing countries

World tota!

83.2

Richard O'Brien, “Frivate Banking Lending to Developing Countries”,

World Bank Stcff Working Faper Ne. 482, August 1981,

Sourre:

TABLE 6

Non-0il Developing Countries: Long Term External Debt, 1975-1 08s!

{in billions of US dollars)

1974 1975 196 1877 1978 1975 1980 1981 1982

1978

Total outstanding debt of non-oil

18l.4 221.8 2764 3244 3754 4369 505.%

1201  146.8

96.8

developing countrics

By type of creditor

582 679 822 98% 1174 13538 1555 1756 199.5
674 102,1

42.6

48.%

Official creditors

114,83 128.1

£8.9

79.6
318

57.5

48.5

355.7

Governments

614" Ti4

220.0 2614 3057

53.4

5

12.6 157 194 247 30.8
123.6

4

tions

International insti

1§9.0 1911

52.4
106.6

78.9 94.2
81.s 887

61.8

448.5

Frivate creditors

101.5
176.5 204.2

58.6 68.8 8243
151.2

132.5

440

25.8

20.6

Ungudranteed debt

3.5 474 605 79.6

272.9

Guaranteed debt

Hiogi P T ol Rl ST

101.8 117.4 138.8 162.6

3.2 418 5.5 754
22.1

22.8

14.0

Financial institutions

306 338 877 4lg

g1.2

13.8 162 188

3.9

1

Other private creditors

to 1977,

ina prior

Source: World Economic Outiock International Monetary Fund, Occasional Paper No. 8, April, 1982,

1
Excludes date for the People’s Republic of Chi

)
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SOCIAL AND 12G NOMIC STUDIES 81
IMF IN THE WORLD CAPITALIST SYSTEM

The world capitalist ec
complete mobility of capital
payments for commodities b
internationally acceptable cu
international movements, can
self into money capital, domi
ition, the world capitalist eco
monetary system of convertib
change rates by
their internationg
tional mone

onomy requires not only the
and commodities bul also that
e effected promptly and in an
rrency. And, that capital, in its
quickly and easily transform it-
nated in any currency. In add-
nomy requires an international
le currencies with the stable ex-
which countries are §n g position to meet
| payments on a current basis, The interna-
tary system has to have an institution to enforce

these rules and that institution is the intemational Monetary

Fund. Article VUL, Section 2(a) of the BII"s  Articles of
Agrecment  states that ‘no Member shall, without the

approval of the Fund, impose resirictions on the making of
payments or transfers for current international trunsactiong™,
Current international

transactions are defined by Article
XXX{d):

(i) All payments due in tonnection with fo
other current business including services,
short term banking and credil facilities:

()  Payments due as interest on Joans and as net income
from other investment; and

(ili) Payments of moderate amount for amortization of loans
for depreciation of direct investments.

‘The IMF does not have the
on the developed capitalist countrics or on the oil exporting
developing countrics, These countries jointly enforce the
rules on cach other and cooperate in financing their balance
of payments deficits, Therefore, the function of the IMF is to
enforce the rules on the developing countries to meet their
international payments on a current basis as their balance of
payments must be prevented from experiencing large and
prolonged disequilibrium. Thus the IMF’s task is the elimina-
tion of pursistent balunce of payments disequilibruim by
virtue of being the lender of last resort and imposing “condi-
tionality™ on borrowers, The IMF usually makes the repatria-
tion of profits and debht repayment one of the firgt charges on
the foreign exchange earnings of developing countries and

reign trade,
and nonmal

power to enforce the ryles
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this is not only to ensure the intc‘m_utic_mal mo_bility o_f‘}cupl-
tal, bul to encourage inflows of foreign capital whu.ll zre
often the equilibrating factor in the balance of payments : ;—
ficits of developing countries. But th.c. Fund doE:§ not ?f?vx e
amounts of foreign exchange Sufrfclenl to f:}ctlltatlc m::ln,lul
of payments adjustment in develo‘pling:, count-nes, otu y ;m 1:‘g&
is provided to prevent collapse. Thisisa dl:.llbl.)mt? pcz ;Lyh t
cause the IMF’s job is to set the stngc.mf fcrclgn‘ 1;1vu§tfguno%
foreign loans and action by local capltahsts: Th‘L ‘l.:nt,. i n ;
«sonditionality” is lo provide the opp(?rtumty, ||1t:L11t|vu :1n

the conditions for high profil rates on investments and loans.
Maznaging Director J. de Larosiere, admits that:

" Fund financing by itself, was insufficient to bridge the prospec-
tive deficits, but agreement between the Fund and the coun-
tries concerned, on the policy elements of t.-he .programrg:ea,'
made it possible to reach agreement with the banks. According

to the terms of these arrangements, t.h.e bn_nks are commﬁedﬂtz
provide specilic amounts of financing in paralle! with th

33
Fund. o . »
This was the case in the recent cries in Argentina, Brazil
and Mexico?®?

IMF COMMERCIAL BANK RELATIONSHIP?* N
There is an uncasy alliance bctWtEcn th-c IMF un. :‘l‘l.;
transnational commercial banks (TCB) in which hot}m p‘.lrll-l;:
need vach other. The IMF needs tl.u: banks to su\_p;i).lw.m..g tlh':}
inadequate financing of balance of payments dctu:lts‘.m. e
banks necd IMF adjustment progljammcs lo cns;_x{ln r;}: liyd
ment of loans to developing countries. The role of the

is explained by de Larosiere:

: L‘\pldll?eis trile. of course, that :Il“:" Fu::ci;sg f:;:n;:;ﬂ ;;s?:::;f—t ::;et
fmi i ? ax
:i":‘f:::idin":e:f:}';;gi\;:;l'ilt'i:::ce c;: the part of other le:;d:rs adnd(!l:
thereby,untocking access by the coun.try conce.me oda .
tional external finance. 1t has been esiimated lhal every dollar

s has in
i ing in support of adjustment programme \
:)lfeF::::glftm;::tm;memt‘;?:d an additional four dollars of new

commetrvial lending. . . s the

As Walter B. Wriston, Chairman of (‘..ltu.orp us sl.{l : the

fundamental  contribution of the Fund is the lllhf.lp m; ‘lM-
poscd on debtor countrics, not on the amount it lends:

Bunkers view the Fund’s ability to imposce policy on

TRANSNATIONAL BANKS, THE IMF AND EXTERNAL DEBTS 83

developing countrics as g mainslay of the international
monetary system®” and requires an IMF programme as 3
hasis for continued or renewed lending®® e.g. Jamaica®® or
refinancing or rescheduling®® as in the casc of Pery 41 Banks
have their own analyses of credil worthiness and are not
bound to follow IMF signals.*? An IMF programme is a
neeessury, not suflicient condition for bank lending, Michael
Manley, when Prime Minister of Jamaica, commented that:
When the IMF lends money, it s not allowed to lend you

enough. The banking system s supposed to lend you the rest.
Bul, the bunking system is not an umbhrella for aid, It is 3

parasol for bright weather, 42

For developing countries experiencing balance of pay-
ments  problems, an IMF programme is a prerequisite for
seeuring loans from transnational commercial banks. Director
of the Western Hemisphere Department of the IMF states
that:

Countries with stund-by or extended arrangements with the

Fund should not have any serious dilficulty in convincing the

private international financial comymunity that their medium

term economic programmes are, In facl, equilibrium pro-

grammes and that they wiil be observed.¥*

The IMF cannot ensure bank loans, it can only en-
courage lending by trying to create conditions which satisfy
the banks and the possibility of borrowing from banks was
the benefit many developing countrics cxpected to derive
from the implementation of the IMF programmes.

The banks and the Fund work closcly together hoth for-
mally and, to an even greater extent, they cooperate infor-
mally. Despite the absence of formal links and denials and re-
fusuls to provide documents to banks®$ there is 1 very close
working relationship. A recent IMF occasional paper on ex-
ternal indebtedness ol developing countrics, admitted that:

While the banks have generally sought assurance about a

country's stabilisution effort by tying debt relief to a pro-
gramme supported by Fund resources, eiforts to design a
viable stabilisation programme have, in turn, often resulted
in implicit or explicit demands on the banks. ... The Fund
staff at times not only have sought indications from the banks
of the likely magnitudes Involved in a restructing but also has
Indicated to the Lanks, the level of bank financing that it
considsx;ed crueial to the success of y reasonable adjustment
effort.

The case of Jamaica®? provides clear evidence of the
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close relationship between the IMF and the transnational
banks. In March 1978 when Jamaica and the IMF could not

apree on the details of the Extended Fund Facility pro-
gramme, the chief negotiator had a meeting with the banks
and told the Jumaican government that the banks would not
support the programme the government wis proposing.
After the meeting with the banks, the IMF’s position on the
neced for a huge devaluation hardencd. The IMF official
adamantly demanded a 40 per cent devaluation, No technical
justification was offered. The extent of the devaluation was
used to indicate Jaumaica's seriousness about economic disci-
pline and the IMPF’s ability to impose it.

At the 1979 IMF-World Bank annual meeting in Bel-
grade, the Jamaican delegation was approached by a repre-
sentative of Kuhn Loeb Lehman/Warburg/Lazard Freres, act-
ing on information gathered at a Juncheon with top IMF offy-
cials, who offered to provide services to Facilitate debt re-
scheduling, citing expericnce in Indonesia, Sri Lanka, Zaire
and Turkey. In January 1980, the IMF officials told the
Ministry of Finance that the bunks were hardening their
attitude towards Jumaica because of Mr. Manley’s anti-
imperialist speech at the Non-Aligned Conference in Huvana
{1979) and the return of leftisl Dr. D.K. Duncan to the post
of General Secretary of the People’s National Party (PNP).
These events, the banks felt, would discourage foreign in-
vestrnent. The IMF and the transnational commercial banks
subsequently worked in tundem to pressure the Manley ad-
ministration to tailor their foreign policy and domestic poli-
tics to suit the needs of the foreign capital.

The banks wanted to lend as profitably as possible and
with the minimum risk (and lending to developing countrics
is now an important aspect of their transnational operations).
There are  two dimnensions to bank lending to developing
countrics. First, the conditions for continued lending, and
second, ensuring the repayment of outstanding louns on
sehedule or with the minimum refinancing and rescheduling.
Transnational commercial banks have lent to developing
countries with the cvonviction that if situations urise which
threaten repayment, the IMF could be relied upon to rectity

TRANSNATIONAL BANKS, THE IMF AND EXTERNAL DERTS s

th‘e problem. These banks are ulso confident of the support
of the governnents of their home countries, in the event of a

~rigic 48 et
cnsis,”® Transnational banks have economic and political

evic‘ience.‘”’ .This is especially true in the case of U.S. banks
which have significant political influence, 5 °

N Th? ;M!‘?, by imposing measures which ensure that the
repaynment of debt is the first charge on the country’s foreign
exchange carnings {a) rescues banks in situations where re
pdymcnhls in jeopardy or repayment schedule have been in-
terrupted; 'dl‘ld (b) creates opportunitics for banks o make
!f’“rfs_' rcducil,ng the repayment risk. When gueslioned about

ballu‘lg out”™ hanks, the then Managing Dircctor of 1he IMF
Mr Witteveen explained the dual function performed by the:
IMF for the banks. He stated that:

“We want to stimulete such countries to

take sure:
restore rtfaso:\nble equilibrium in their external :c::rz)ial:::.t';‘lltiz
may, In time, also muke it possible for them to repay outstand-
Ing louns; bul our experience shows that they would become

eligible to berrow again from the ha .
nks — which il v
not be able to do without the corrective measure.s_"’:ey vould

Fhe possibility .ot‘ getting commercial bank loans, unee
an IMF progrumme is in pluce, induces developing countries
to ucc.ept IMF programmes which do not provide sufficient
imul_wm;z:z I;:)wevcr. bank loans have not ulways heen forth-
coming.® 2 The present Managing Direc i

s ctor, J. de Larosicere Iy
argued that: ‘ re has

What we have been doing is using our eatalytic role to get

more money from the banks to countries in question.... so if

anything, we have been bafling banks in, not out,%? -

But,_thc most importunt method of sccuring a role for
the IMF in the relationship between banks and the indebted
duvclopmg countries is by writing the adherence to IMF pro-
grammes into their loan agreements.

LOAN AGREEMENTS AND IMF PROGRAMMES
- There is no formal arrangement between the transna-
tional banks and the IMF, but the banks scek to protect their
l?uxxs by “cross default™ cluuses in their loan agreements,5 ¢
111&3:: clauses define a country to be in default if it is not in
good standing with the Fund. This can be interpreted as
being cligible to use the facilities of the IMF. The term ineli-
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gible to use Fund resources’ has specific meanings as stated
in the Articles of Agreement, bul the banks may interpret

the phrase in a broader sense.

Transnational binks stipulate in the loan aprecments
that “the borrower” is in default on the loan if the country is
not in an IMF programme. For example, the loan agreement
between First Chicago Syndicate and the Government of
Jumaica states what constitutes a default in Section 16;
Bvents of Default states:

the borrower shall cense to be a member in good standing of

the Internationnl Monetary Fund or to be eligible to vse its

respurces or shall fail to comply with any requivements of the

International Monetary Fund, pertaining to the total amount

of vutstanding external indebiedness,5®

‘This loan agreement was signed in June 1975, two and a
half years before Jamaica entercd into a stand-by agreement
with the IMF. This type of clause is a standand part of loan
ggreements and refinancing agreements between a syndicate
of TCB and the Government of Jamaica states under Article

111, Lvents of Default, Section 8.01 (h) that a default has
occured if:

the obligor shall cease to be eligible to use resources of the

IMF: or the Obligor shall fail to make any purchnse of funds

under the Extended Arrangement ‘or any Reptacement

Awrangement; or the IMF shall terminate ths Extended

Arrangement or any Replacement Arrangements.

The agreement beiween the Government of Peru and
Manufacturers Hanover Trust Company states in Section 9;
Fuents of Defanlt, 9 (i), ‘

The Obligor shall cease to Be a member of the IMF or eligible

to use the resources thereof; or the Stand-by Arrangement
shall cease to be in full force and effect.’

These IMF default clauses are also part of the loan
agrecments with State enterprises which are guaranteed by
governments of developing countries.

The transnational commercial banks infringe on the
sovereipnty of the developing country by alising the exer-
cise of certain economic policies, by defining the country’s
legitimate right to pursue these policies to constitute an event
of default. The loan agreement between Orion Syndicate und
the Government of Jamaica, of March 20, 1974, states that in
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addition to being in pood standing with the IME, il would
constitute a default if “the Government of Jamaica or any
agency thercof shall announce an intention to propose ex-
thange control restrictions from which the banks may reason-
ubly conclude that it is improbable that the borrower will bhe
able to make any payment in freely transferable United
States dollrs under this Agreement™.¢° The loan apreement
between the Manufacturers Hanover Trust Company and the
(E:wurnmcnt of Peru defines defuult to be oceasioned by a
sitiation in which *‘the international monelary reserves {or
any portion thereof) of the Obligor shall at any time be sub-
jeet to any mortgage, lien, seeurity interest, pledge or uther
t:lmrgq or encumbrance or preferred amangement of any
kind.™®!

The banks go to the extreme of giving themselves the
right to decide what constitutes o default and, theretore, uvuﬁ
l! a vountry has met all the terms of the loan agreement, the
TCB can still decide that the country is in defaull, For
example, the loan agreement between Citicorp and the Go-
vernment o Jamaica states thal the borrower is in default iF
“an extraordinary situation occurs which gives reasonable
grounds to conclude in the judgement of the Majority Banks
that the borrower will be unable to perform or ohserve in [hl;
normal course ity obligations under this Agreement.”s? The
t_unn “reasonable grounds™ s capable of many interpreda-
tions, both ot a political and ceonomic character,and may be
applicd both at a nalional and an institutional level. The
Munufucturers Hanover/Pera agreement delines default to
have oceurted i any Govermnental Apeney shall be adjudi-
vated, or otherwise declared by any legal process to be, insol-
venl, or adiit in writing its inability to pay its debts as they
Ilml::;‘k;. or make an assignment tfor the benefits or credi-
tor. ™"

Any seclion deemed by the banks to constitute detvull
la‘i.g%:um @ clause which empowers them to creale a payments
erisis by calling tor immediate payment of all ouls[umling
LIL‘SI.] The loan sgreement between Fisst Chicago Syndicate
wd 1he Government ol Jumaica date 1t stules the
o the beon o of umaica dated June, 1975 stales that

“Lhe Apenl may, and upon lhe request of any lwo or move
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banks having together more than 50 per cent of the aggregate
principal amount of each loan and noie and all fees and all
other amounts payable hereunder and thereunder, whereupon
the principal amount of each loan and note than outsianding
together with nccrued interest thereon, and any fees and any
other amounts payable hereunder up to and including the date
of such nolice, shall become Immediately due without demand
or other notice or any kind,"

THE BANKS' PERSPECTIVE

The transnational banks® lending to developing countries
is motivated principally by profil making which cun only be
achieved if repayment is on schedule. This requires that “full
and prompt servicing of external debt to private lenders must
have top priority in forign exchange usage™85. Although the
banks feel safer wilh an IMF programme in place Lhey, none-
theless, wait to ascertain it tarpets and objectives are being
achieved, Their caution is understandable. A survey by two
Fund economists, revealed that for seventy nine stand-by
agreements between 1963 and 1972, the rate of failure was
one in four.®® In addition, twenty one stund-by arrange-
ments between 1973 and 1983 showed a fuilure to achivve
-objectives in 66.5 per cent or two out of three cases.®” Banks
make their own assessments of the debt situations of develop-
ing countries, but the methods of evaluations vary consider-
ably. According to one observer “like beauty, credit worthi-
ness exists in the eye of the beholder.”*?®

The IMF is the lender of last resort and the discipli-
harian of developing countries which are recalcitrant in the
speed andjor character of bulinee of payments adjustment.
In addition to this, the banks would like a closer relationship
with the Fund.®® For cxample, T.H. Bevan, Chahrman of
Barcluys Bank has called for a closer working relationship en-
compassing both formal and informal mechunisms “such as
regular meetings between the IMF country officer and their
counterparts in the main internalional banks,”7® The objee-

tives of closer ties centre around the need Tor more informa-
“tionT and should provide a country rating -system,” ?

More direct forms of IMEF jnvolvement inelude an tin-

« {erest rate stabilisalion fund™ which would converl tloating

interest e loans inlo Fixed interest vate loans, with an in-

. terest rate ceiling.”® Banks have been suggesting, for some
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time, that there should be co-financing by banks and the IMF
of balance of payments loans.”* It has also been suggested
that the IMF borrow from the banks and re-lend to countries.
This would reduce the risk entailed in the profitable business
of lending to developing countries and could benefit bor-
rowers if the Fund operated a subsidy account so that it
could lend at lower rates than it borrowed.75 One demand
hy banks which have been met increasingly by the IMF is
that the Fund be directly involved in rescheduling exercises.
To date, the Fund has played the role of (a) providing assess-
ments of the economic conditions of the debtor; and (b)
assisting dcveloping countries to prepare for renepotialion
meetings. 76

However, the IMF intention of the Fund, according to
Managing Director de Larosiere, is to take certain measures in
relation to the handling of debt in developing countries.
Firstly, by strengthening its surveillance over the external
policies of member countries through improved data collec-
tion, regular consultaiion and providing technical assislance
and secondly, it hopes to service itself, banks and debtor
countries by compiling and publishing statistics of the exter-
nal debt of countries and international banking flows.?”

The IMF will not openly or formally provide informa-
tion to the banks on developing countries as it must respect
the confidentiality of information on member countries.

CONCLUSION

The IMF and the transnational commercial banks are
not in a conspiracy against developing countrics, although
there is a close relationship between top management of
these institutions. While there is an overall commonality of
interest, cspecially in regard 1o the economic policies of deve-
luping vountrics, there are situations in which there is 4 clear
divergence of interests or difference of opinion on how to
handle a particular problem. These differences arise from the
different and specific logic which informs and determines the
behaviour of the IMF and the banks. The IMF has a desig-
naled role to perform in world capitalism. The ambit and



nature of this role is determined by the developed capitalist
countries which control the IMF. The transnational com-
mercial banks are driven by profit maximisation on a world-
wide basis, The inlerests of the IMF and the banks do not
necessurily coincide and in eerfain circumstances may be con-
tradictory, The IMF is “worried”,”® for example that bank
landing has made it possible for some countries to avoid the
IMIF programmes or delay adjustment, as was the case in
Peru in 1976,*% while the banks feel that the IMP's deflu-
tionary policy has often been counter productive.

There is inteniependence between the IMF and the
transnational commercial banks, but it is not a mutual or
symmetrical dependence. The banks rely on the IMF to re-
duce the risk of lending. The IMPF’s programme stipulate
policies which reduce “sovereign risk”, ie refusal io
pay loans or to pemmit repayment and the balance of pay-
ments financing reduces “‘transfer rsk’ such as difficulties in
converting domestic currency into foreign exchange. The
functioning of the IMF is triggered automatically, but can be
and often is influenced by pressure from the transnationat
banks. The IMF relies vu the banks to utilise the opportu-
nities created by its programmes and the inadequacy of
the financing it provides to developing countries. The
banks may or may not furnish loans. Usually the IMF “seal
of good-housing”™ triggers loans from transnational com-
mercial banks, ec.g. Argentina,®® but in some situations an
IMF progrumme is not encugh te induce the banks to lend ay
in the case of Jamaica.®' Bunks waif to ascertain that the
IMF programmes are Leing successful. The IMF has limited
influence on the policy of the banks, indeed, the transna-
tional commercial banks are almost free of national and inter-
national repulation. Their transnational structure and opera-
{ions, through off-shore, tax haven financial centres and Euro
dollar market make it extremely difficult to regulate and
monitor their activities

Although not formally institutionalised, it is likely that
there will be an even closer relution between banks and the
IMFE, in relation to the problems of external indebted ness of
developing countries. This tendency is clearly evident in the
recent handling of the debt crisis of Mexico.
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