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PROLOGUE

The external debt problem has been a burning topic in Latin America
and the Caribbean since the early 1980s, and hence has been the
focus of our concerns about the development of the countries of the
region. The issue has been tackled from various angles, such as the
effects of debt service on the principal macroeconomic variables, the
debt’s impact on the degree of social cohesion, the link between the
debt and economic policy and the consequences for certain
enterprises, especially in the area of financial intermediation. In
addition, studies were undertaken several years ago on the role of
the various development agents, especially that of transnational
banks, in the emerging external debt crisis.

Against the background of all these studies, the ECLAC
Secretariat joined with the United Nations Centre on Transnational
Corporations (CTC), through the Joint ECLAC/CTC Unit, to carry
out a series of concrete case studies as part of a more
wide-ranging interregional project on the same subject. Accordingly,
an analysis was undertaken of the behaviour of transnational banks in
Peru, Bolivia, Colombia, Argentina, Uruguay and the Philippines and
their interaction with public and private agents in those countries.

The original study, published under the joint auspices of ECLAC
and CTC, was based on data from various sources, in particular on
the loan contracts between private lenders and borrowers. This work
elicited new information and trends which helped to clarif’y the origin
and scope of the debt problem and suggested ways of solving it. At
this time, in view of the topic’s importance, we are presenting the
study in the framework of our Estudios e Informes de la CEPAL
series.

Gert Rosenthal
Executive Secretary, ECLAC






SUMMARY AND CONCLUSIONS

The focus of the Interregional Project on Transnational Banks (TNBs)
is the behaviour of the transnational banks during the boom in
sovereign lending to developing countries and during the subsequent
debt restructuring process. It is recognized that debtor country
policies and adverse external conditions such as high interest rates
and deterioration in terms of trade were also important factors in
explaining the international debt crisis; however, given that these
factors have been the subject of considerable analysis, especially by
multilateral institutions, such as the International Monetary Fund and
World Bank, it was decided to focus on TNB behaviour which received
scant attention. The Interregional Project on TNBs include six
country case studies in which reievant information was collected from
the loan contracts made with TNBs. That information provided the
basis for a new appreciation of TNB behaviour during the boom in
sovereign lending and the debt restructuring process which followed.

It was found that, according to their size and general behaviour
in organizing syndicated credits during the boom, the 25 principal
TNB organizers of such credits could be roughly subdivided into three
groups: 1) five large United States banks (Citicorp, Chase Manhattan,
BankAmerica Corp., J.P. Morgan and Co. and Manufacturers
Hanover) which dominated the process of syndicating sovereign
loans; 2) 10 relatively smaller banks, mainly of non-United States
origin (Lloyds, Bank of Montreal, Bank of Tokyo, Bankers Trust,
Chemical Bank, Canadian Imperial Bank of Commerce, Toronto
Dominion Bank, Commerzbank A.G., Bank of Nova Scotia and Long
Term Credit Bank of Japan) which actively competed with the first
group in the organization of syndicated credits; and 3) 10 others
(National Westminster, Deutsche Bank, Royal Bank of Canada, West
Deutsche L.B., Dresdner Bank, Barclays Bank, Midland Bank group,
Credit Lyonnais, Industrial Bank of Japan and Banque Nationale de
Paris) all large non-United States banks which, though active in
organizing syndicated credits, were generally less active than the
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other two groups of banks. For the sake of convenience, these three
groups of banks are henceforth called the leaders, the challengers
and the followers respectively.

Based on existing literature on the subject, information from
secondary sources and the original case studies carried out by the
UNCTC/ECLAC Joint Unit, the hypothesis that a group of
challengers via price competition had undercut the dominant position
of leaders in the syndicated loan market was advanced. Also the
hypothesis that the different behaviour of distinct categories of TNBs
would have varying impacts on debtor countries, both during the
credit boom and the debt restructuring periods, was tested by way of
case studies in some of the more indebted developing countries. The
findings demonstrated that while the hypothesis was correct, TNB
behaviour was considerably more complex than anticipated.

The six country case studies consisted of three which could be
termed more price competitive markets, in which increased price
competition by banks to place syndicated credits was coupled with
increasing volumes of lending during the boom (the cases of
Argentina, Philippines and Colombia) and three which might be
labelled riskier markets, that is, those in which such price
competition did not exist or at least was not coupled with rising
volumes of lending during the boom (the cases of Peru, Bolivia and
Uruguay). The principal behavioural tendencies of the different
categories of TNB organizers, by type of market, are summarized
below.

The information from the case studies suggests that all categories
of organizers as well as other banks were more active in the more
price competitive markets than in the riskier ones. In these more
price competitive markets, such as Argentina, Philippines and
Colombia, the leaders, the challengers and the followers were active
in the organization of syndicated credits for the -public sector or
guaranteed by the public sector; however, the challengers were much
more active than the leaders, who tended to vacate those markets as
price competition stiffened and potential earnings shrank. The
challengers continued to organize syndicated loans for public sector
borrowers compensating for lower earnings (fees, commissions and
interest) by mobilizing ever-increasing volumes. The leaders tended to
focus their attention on riskier (usually unguaranteed) private sector
borrowers in these countries usually via direct loans carrying a
considerably steeper rate of interest. The followers, in differing
degree, were active in both areas but at levels lower than the
challengers in organizing syndicated credits and lower than the
leaders in placing direct loans with private sector borrowers. Other
banks, particularly banks entering the syndicated loan market for the

10



first time were increasingly the most important participants in the
syndicated credits put together by the 25 principal organizers and in
which interest earnings were severely reduced through heightened
price competition.

In the riskier markets, such as Peru, Bolivia and Uruguay, the
leaders were very much more active than other banks in organizing
and participating in syndicated credits to the public sector (or
guaranteed by such) and to a limited degree, in lending directly to
private sector clients. During the boom the challengers were
relatively inactive in these markets. The followers, again,
demonstrated a bit of both behaviour, organizing more than the
challengers but considerably less than the leaders in these riskier
countries. Banks outside of the group of principal organizers were the
major participants in those syndicated loans mobilized by leaders and,
to a lesser extent, followers. In partial compensation for its much
higher level of risk-taking the leaders received high fees,
commissions and interest earnings from these riskier clients.

While it is clear that most of the principal organizers clearly
overlent to major player debtors during the boom, this common effect
masks at least two distinct behavioural tendencies. The challengers
overlent to the more creditworthy clients due to the competitive
atmosphere which took hold during the boom in sovereign lending.
These banks tended to assume excessive exposure to insolvency due
to "disaster myopia". This concept implies that because of competitive
pressures which erode the returns to lenders over time, many banks
had to forgo the collection of an uncertainty premium for bearing
exposure to a major shock of low but unknown probability and/or to
allow their capital positions to decline and/or their exposure to
funding shocks to rise. This phenomenon represents a technical
failure in risk estimation or creditworthiness evaluation which is
converted into a systemic tendency and it became particularly
characteristic of the behaviour of challengers and new entrant banks.
This behaviour stems primarily from a perspective of sovereign
lending, in which, the aim was to increase market share by way of
ever-larger transactions with the more creditworthy of existing
clients.

The leaders appear to have overlent for different reasons. Given
their pronounced short-term profit orientation, these organizers felt
compelled to move outside the confines of the public sector borrowers
of their more creditworthy clients to place higher-return loans with
significantly more risky clients, such as sovereign borrowers on the
margin of the international market or unguaranteed private sector
clients in the more price competitive markets. In this, leaders showed
a greater tendency to aggressively sell higher priced loan packages to
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borrowers traditionally denied access to international credit markets
altogether or who were at least denied such large amounts of funds,
Although there was no alteration in the risk characteristics which
relegated them to the margin of international borrowing, these
‘borrowers suddenly found leaders seeking to persuade them to take
on huge credits which they had not contemplated borrowing or, at
least, not in such large volumes. The leaders thus tended to depend
on income more from special deals with riskier clients willing to pay
higher fees, commissions and interest to gain market access.

In sum, the principal behavioural tendencies of the major
transnational banks during the credit boom can be distinguished in
terms of the disaster myopia or technical failure demonstrated by
challengers in the competitive markets and an act of conscious
overlending by leaders in organizing syndicated loans for the riskier
sovereign clients or in placing direct loans with the unguaranteed
private sector ones of the more price competitive markets. In this
sense, not only did TNB overlending contribute to the debt crisis,
different categories of organizers contributed in distinct manners to
that crisis.

The debt restructuring process offered new experiences for most
of the participants involved, the principal TNB organizers and the
major debtors, especially the riskier ones. The principal TNB
organizers were undoubtedly able to exercise much control and
influence over the debt restructuring process and to obtain significant
benefits. The debtors were most likely unfavourably surprised by the
initial cohesion of the creditor bloc and the fact that debtors were
obliged at the beginning of the restructuring process to assume
virtually all costs associated with the international debt crisis.
Previous experience with such matters did not prepare debtors for the
debt restructuring process of the 1980s.

Previously, creditors generally had little recourse if a sovereign
borrower was unable to honour its commercial commitments due to
unfavourable international economic factors. Creditors (usually
bondholders) often formed national pressure groups and their
governments took up their cause in bilateral discussions with the
debtor government. The debtor’s sovereign immunity protected it
from suit or the execution of decisions of foreign tribunals. A new
situation for the debt restructuring process of the 1980s resulted
from statutes in the United States and the United Kingdom during
the 1976-1978 period which enacted a new restricted theory of
~ sovereign immunity, one which allowed sovereign debtors to waive
their immunity. That soon became a standard feature of TNB loan
contracts during the boom in sovereign lending. Excluding Colombia
which represents a special case in this field, over 80% of the total
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value of the contracts for which there was information reviewed in
the course of this study were covered by such clauses. The rules of
the game were thus changed and that had a strong impact on the
definition of debt restructuring process, apparently eliminating
non-payment as a realistic alternative for developing country
sovereign debtors facing an unfavourable international economic
situation.

The second major feature of the debt restructuring process for
the 1980s was its essentially private nature and the control or
influence over it exercised by the principal TNBs, especially the
leaders (which had demonstrated the most imprudent lending
behaviour during the boom). Debtors negotiated with multilateral
institutions and in some instances with creditor national government
agencies with respect to their programmes for economic adjustment;
however, they were told to speak directly to the bank steering
committees as to how to handle upcoming payments on their TNB
debt. As it turns out, the bank steering committees for the six case
studies, as well as those for the principal debtors, Mexico and Brazil,
were dominated by the leader banks. A leader was the co-ordinating
agent in all cases, except Colombia (coincidently, the only major
Latin American debtor not to restructure its debt). Citicorp was the
co-ordinating agent in five cases and BankAmerica Corp. and
Manufacturers Hanover in one case each. Even in the case of
Colombia, the co-ordinating agent was a major US bank (Chemical
Bank). In terms of the nationality of banks on the steering
committees, US banks usually filled one-half of the positions on
those committees, a proportion which considerably exceeded their
exposure, even in the riskier cases. Although challengers were fairly
well represented on the committees of Mexico and Brazil, they were
underrepresented in the other more price competitive cases where the
leaders in fact occupied more positions than challengers. Surprisingly,
challengers had a more even representation with leaders on the
committees of the riskier cases, where their exposure was much
smaller than that of the leaders. In other words, the leaders came to
dominate the bank steering committees of the most important debtors
and thereby exerted very strong influence over the debt
restructuring process as a whole.

The third principal characteristic of the “debt restructuring
process of the 1980s was the initial unity or cohesion demonstrated
by the creditor bloc of multilateral institutions and national
governments, In practice, due to the much higher exposure of United
States banks vis-a-vis any other single nationality of bank the United
States regulatory system had a significant extraterritorial effect on
the debt restructuring process. For example, the natural concern of
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United States officials to safeguard the United States financial
system and the welfare of United States banks had a negative impact
on debtors due to the fact that discretionary decision-making by
regulators had allowed United States banks much liberty in respect of
risk concentration, capital adequacy obligations and provisioning
requirements all of which meant that the parameters for the debt
restructuring process were narrower for debtors and fewer
possibilities existed for any form of debt relief. Regulators allowed
United States banks (principally the most exposed of them, the
leaders) to carry their loans to these major debtors at face value by
way of an accounting fiction in which the banks provided new money
to those debtors to keep them current on interest payments (a key
criterion of the United States regulatory system). In that manner, the
negotiation between United States banks and the United States
regulators apparently had a more significant impact on the debt
restructuring process than did the negotiations between the bank
steering committees and the debtors themselves.

These three features of the debt restructuring process of the
1980s had the effect of transferring to the debtors virtually all the
costs associated with the international debt crisis, at least during its
first phase. That phase, which can be referred to as the forced
adjustment phase for debtors corresponded to the difficult 1982-1984
period, that is, the interim between Mexico’s declaration of its
inability to service its bank debt and the subsequent realization that
adjustment was only feasible to the extent that it was accompanied
by growth (as crystallized in the stated objectives of the Baker
initiative for dealing with the debt crisis). This was the phase in
which the TNBs, especially the leaders, obtained the most benefits
and the debtors shouldered the totality of the burden, including
punitive spreads (around 2%) associated with the first restructuring
agreements. The leaders’ view of the debt crisis --basically as a
liquidity problem-~- was generally accepted as the view of the crisis
by the rest of the creditor bloc, that is, the multilateral institutions
and national (especially United States) agencies.

The leaders also used their influence in the bank steering
committees to obtain, in some cases, special advantages beyond the
additional income from the punitive spreads. Generally, they were
sometimes able to improve the security of their own (greater)
exposure to unguaranteed private sector borrowers by having them
incorporated in one way or another into the debt restructuring
agreements (thereby effectively acquiring a State guarantee in an
ex-post facto manner) or by obliging debtors to establish exchange
rate guarantees or other special advantages. These restructuring
agreements also had the effect of grouping all local debtors into one
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creditworthiness category and assigning overall debt service to the
State. In this fashion, higher risk clients to which leaders had
presumably charged higher risk premia were suddenly of the same
legal status as the more creditworthy clients whom challengers and
others had charged very low risk premia. Furthermore, United States
banks contributed less than their full share to new money facilities.
In this sense, leaders seem to have taken advantage of their
management of the bank steering committees to gain particular
advantages in terms of greater security for their riskier exposure, an
improved income stream from fees and punitive interest rates and a
less than proportional increase in exposure via TNB debt restructuring
agreements. That increased income did not go primarily to strengthen
capital or make loan loss provisions. Other banks, then experiencing
good interest income from their existing exposures, tended to
support the leaders’ manner of dealing with the debt crisis. The
leaders enjoyed the high point of their control over the debt
restructuring process during this phase as their interpretation of the
problem and their recommended solution were adopted by the creditor
bloc as a whole. Nevertheless, it also appeared evident that the huge
forced adjustment of debtors seemed to serve more to strengthen the
quarterly balance sheets of the leaders than to improve the
medium-term economic prospects of the debtors themselves; thus it
prolonged the crisis rather than resolving it,

That point seemed to have been recognized during the second
phase of the debt restructuring process, 1985-1986, to the extent that
the recessionary adjustment strategy came to be viewed as
self-defeating and important elements of the creditor bloc
--multilateral institutions and some national authorities-- came to
hold the opinion that growth had to accompany adjustment. A new
initiative, named after the Secretary of the United States Treasury,
was suggested to replace the previous perspective, New roles were
assigned to all the agents involved in the adjustment and debt
restructuring process. Responsible debtors were to receive more time
and improved conditions for servicing their bank -debt, something
manifest in the new maultiyear rescheduling agreements which became
more common thereafter.

The reduced earnings (commissions disappeared and spreads fell
appreciably) and longer term commitments for creditors caused bank
unity in the debt restructuring process to dissolve. Smaller banks and
regional United States ones with more limited exposures preferred not
to get locked into new money facilities with a medium-term horizon
and, increasingly, they were more interested in selling their debtata
discount in the secondary market. Non-United States banks,
particularly some European ones with stronger capital bases, lower
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exposure and more adequate loan loss provisions (as a consequence
of more prudential bank supervision in those countries), increasingly
sought other avenues due to the fact that the new money facility
mechanism by which banks paid interest to themselves (due to
regulatory environment faced by the United States banks) proved
increasingly futile, In this context, the major TNBs, especially the
leaders, found it more difficult to raise new money facilities and
were less well-disposed themselves to increasing their own exposure
as United States regulators became less tolerant with regard to
discretionary decision-making favourable to the money-centre
institutions. As a consequence, the TNBs were not able to mobilize
anything close to the US$20 billion in new money facilities expected
of them as part of the Baker initiative and that caused dissatisfaction
within the creditor bloc due to the fact that, by not fulfilling the
role assigned to them, the TNBs imperiled the efforts of the other
creditors, especially the multilateral institutions.

Although the creditor bloc unity was weakening and the terms
for debtor countries tended to improve from those of the forced
adjustment phase, debtors that did not maintain a dialogue with banks
and multilateral institutions and did not make an effort to keep
up-to-date in their interest payments, could not benefit from these
improvements. Weaker, smaller, riskier debtors did not receive access
to new money or other facilities on a scale comparable to their
larger borrowers uniess they made exceptional concessions (as was
the case of Uruguay). Peru and Bolivia (along with Nicaragua, Sudan
and Zaire) were among the few debtors which fell into the
value-impaired category of the United States regulatory system which
obligated United States creditors to establish allocated transfer risk
reserves, which was inconvenient for them. In general, during this
second phase of the debt restructuring process the weakened creditor
bloc unity and the dissatisfaction with the way the banks carried out
the role assigned to them resulted in a somewhat improved situation
for debtors.

The 1987-1988 period was marked by a continued erosion of
creditor bloc unity and open disunity among the banks, even among
the leaders themselves. The new money facility for Mexico caused
even the British and Japanese banks to join continental European
ones in seeking new policy alternatives. The Japanese government
even came up with a new global proposal for the international debt
crisis at the economic summit in Toronto in 1988. The United States
manner of dealing with the crisis was increasingly deviated from by
virtually all participants under the framework of a menu-approach to
the crisis, which emphasized debt sales in the secondary market or
conversion to equity, bonds, goods, etc.
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The greatly improved conditions given Mexico (agreed ‘¢ in
principle in October of 1986) by the TNBs, under pressure from the
United States administration, resuited in the attempt by other dedtors
to obtain similar agreements (spreads of less than 1%, paymenis
reprogrammed over 20 years with seven years grace, reprogramm:ing
of previously reprogrammed credits, new money facility, contingency
clauses, cofinancing element with Werld Bank). Brazil’s attempt 20
obtain a similar deal without formal linkage tc an IMF administered
adjusiment programme was not accepted by the TNBs and Brazil
declared & moratorium in February of 1987. While the barks guickly
came to agreement with other major player debtors such zs
Argentina, Chile, Philippines and Venezuela, ¢he principz: impact of
the Brazilian moratorium was that, given the magnitude of the ded:
involved and the level of exposure of big United States banks, the
leaders had to take action.

Citicorp, the most exposed of the leaders, sprang into action
--establishing additional loan loss provisions im the order of
US$3 billion (bringing total provisions to the eguivzlent ¢ adcus
25% of its exposure)-- an initiative which demonstrated iack of
solidarity among leaders as others such as Manuvfacturers Hangover,
Chase Manhattan and BankAmerica struggled to keep it up. Their
balance sheets for [987 showed the bDiggest Icsses since the
Depression. Morgan set a precedent by designing a securitized bond
scheme aimed at helping Mexico capture 2 portion ¢f the discount on
its debt, as manifest in secondary market prices. United States
regulations more and more seemed te favour the latter approach.

One very big problem facing United States regulations was ¢ha?
although leaders were active as intermediaries in deb! conversicn
schemes, they rarely dealt in their own debt. As smailer United
States banks and regional ones bailed out of new money faciiities the
leaders’ share of the overall exposure of United States banks ‘n
troubled debtors was increasing. Similarly, as non-United States banks
became more active in debi conversion activities, the United States
share of total bank exposure was geing up: meaning tnat ne ¢ebl
crisis was again (as in 1982) corcenirated in the hands ¢f “ae mes:
imprudent of lenders during the credit boom.

In view of the increased resistance from creditor Ddice
governments and banks, and taking advantage of the new <isunity
among leader banks, United States regulators seem ¢ De taking &
new approach to the debt crisis in so far as it comcerns United
States banks. The aim gpparently is tc get the leaders ¢oc dc
something with their loan loss reserves and stiii huge couniry
exposures. The United States Federal Reserve revised eguil
conversion regulations by no longer Iimiting non-finmancial
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investments to firms being privatized by debtor governments and by
extending the period such investments can be held. Accounting issues
concerning the “contagion"” of the rest of a banks portfolio by dealing
off a portion at a discount have also apparently been resolved.
Furthermore, an international agreement on capital adequacy
standards seems to set a definite time frame (until 1992) for debt
conversion activity. As of 1992 only 1.5% of the new 8% capital/asset
ratio can correspond to loan loss reserves. Presently, most leaders
have reserves in the order of 4%. In other words, something is being
done by United States regulators. Tax benefits for write-offs, similar
to other major creditor countries, would undoubtedly speed up the
process. If such actions motivate leader banks to deal off at a
substantial discount significant portions of their troubled debtor
exposure, the material basis for the TNB adjustment stage will have
been concretized.

The intention of this study ~-without in any way underestimating
the importance of debtor country policies or of adverse international
economic environment as causes of the international debt crisis-- has
been to focus on another important causal factor which has been
least analysed: TNB behaviour. Starting from the premise that a more
thorough understanding of the causes of the international debt crisis
may assist in reaching a consensus on a comprehensive approach to
the solution of the debt problem, the present analysis is offered as a
contribution to the ongoing debate.
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Chapter I

AN OVERVIEW OF THE SOVEREIGN LENDING BOOM
OF 1974-1982 AND THE RESTRUCTURING
PROCESS, 1983-1987

Transnational banks and developing countries traditionally had
tended to live in separate worlds during the half-century preceding
the burst of TNB lending to these country borrowers which began in
the early 1970s. Some large nationally-based (usually British) banks
with significant international operations had sporadic yet intense
financial relationships with particular developing countries during
the nineteenth century; however, the borrowing government usually
was not able to support the original terms of the bank loans once
international trade conditions worsened. That situation seemed to hold
for the first part of the twentieth century even though the United
States progressively replaced Great Britain as the principal source of
international credit and bonds tended to replace loans as the
principal instrument of financial intermediation between lender and
borrower. That experience, like the previous ones of the nineteenth
century, tended to put TNBs off developing country borrowers for
several decades, with the exception of short-term trade financing or
home country guaranteed export credits. In a general sense, from the
beginning of the Great Depression until the early 1970s, TNBs did not
take risks on developing countries because their lending policies
were focussed on other, more creditworthy, borrowers. The changing
nature of the international financial system brought about a much
closer relationship between many developing country borrowers and
the transnational banks during the 1974-1982 period.!
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A. The sovereign lending boom and the
syndicated loan mechanism

Sovereign lending, that is, the extension of credit by banks to
sovereign entities (governments, State banks and State companies) or
other entities carrying a government guarantee can take place by way
of loans placed directly by the individual lender or they can be done
through syndicates of bank lenders in which a few principal
organizers (the managers) put together a loan package in which
participations are sold to other lenders which do not come into direct
contact with the borrower. Faced with an incessant demand for bank
credits by developing countries and the banks’ new willingness to
lend, the syndicated loan mechanism became much more important for
mobilizing credit for sovereigns due to the fact that great volumes of
credit could be organized by single operations. Individual banks
became increasingly unwilling to lend ever-greater amounts by way of
direct loans and the syndication mechanism allowed them to
participate in packages involving many banks at a time.

The syndicated loan mechanism operated in the following
manner.? Once a sovereign entity decided to seek credit on the
international capital market and to do so via a syndicated loan from
transnational banks, the first step was to select the principal bank
organizers'(lead managers) of that loan, fix the amount desired and
negotiate the principal terms and conditions of the loan. The lead
manager usually assembled a small group of major banks which were
willing to underwrite the loan, that is, they provided the financial
resources themselves if the marketing effort to attract other bank
participants fell short of the target. These managers, once the
mandate was given by the borrower, then drew up a contract in
which numerous other banks join in as participants. Thus, the
participation in the final loan might be for a US$100 million loan,
say, four organizers with US$10 million each, seven other participants
with US$5 million each and 10 participants with US$2.5 billion each.
The principal benefits of this syndication mechanism were that it
allowed the bigger more international banks to earn fee and
commission income as organizers of these credits and it allowed
smaller banks to participate in large-volume international credits
without requiring an extensive international system of branches and
affiliates nor the ability to assess the creditworthiness of the
borrowers (that was done by the managers of the loan). For the
borrower, it enabled the mobilization of volumes of international
capital previously considered impossible to obtain.

On the whole, four principal factors are usually cited to help
explain the new willingness on the part of TNBs to extend credit to
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developing countries during the 1970s. They are the availability of
resources, a favourable external environment, the favourable terms
and conditions of the loans and the perceived good use made of them
by the principal developing country borrowers. These factors
combined to produce the new developing country access to the
international capital market via the financia! intermediation of TNBs
during the 1974-1982 periocd.

As is by now well known, the tenfold increase in the
international price of petroleum by the Organization of Petroleum
Exporting Countries (OPEC) in late 1973 caused a large increase in
the current account deficit of the balance of payments of
oil-importing couniries, especially developing ones. Middie income
oil-importing developing countries saw their combined current
account deficits surpass US$42 billion in 1975 which represented
5.5% of their combined gross national product (GNP).3 The obvicus
solution was to convince OPEC members ~--the new holders of a
rapidly growing gicbal financial surplus-- to extend
balance-of-payments financing te oil-importing developing
couniries, thereby avoiding systemic disequilibrium and instability
in international capital markets, Existing institutional and market
constraints for these prospective lenders and borrowers counied with
the recen{ expansion of a Eurccurrency market obviated a direct
OPEC: developing country financial relationship and TNBs came to
the fore as the primary recyclers of the OPEC surpius (o
oil-importing developing countries.® The OPEC members had 2
high liquidity preference in that 2 substantial part of cheir
international placements were bank deposits which were placed,
principally, in the Eurccurrency market, that is, the European-
based markets in currencies traded outside their respective
domestic economies (see annex 1).

The major TNBs with access to these Eurocurrency deposits
promoted the new syndication instrument for the organization of
international bank credits and this facilitated a burst of lending. The
Eurocurrency markets ailowed the major TNBs to "purchase”
unregulated short-term deposits for lending purposes and, as
mentioned, the syndication mechanism allowed these same dominant
TNBs to organize and administer the participation of regional and
smaller banks in large intermational credits, thereby meobilizing
resources from participants removed from the international capitsl
market. At the same time, many of the traditional clients of the
TNBs {the governments and larger private enterprises of the
industrial countries) reduced their demand for Eurocurrency crediss to
the extent that they succeeded in making adjustments to the ol price
shock. Thus, these clemenis came tcgether ¢o produce a virtual
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explosion in the availability of loan capital at the disposal of
TNBs, much of which was lent to developing countries in the
form of syndicated credits (on top of the more traditional direct
loans).

The external environment was very favourable for the TNB
recycling of the initial OPEC financial surplus. The policies of the
advanced industrial countries of the Organization for Economic
Co-operation and Development (OECD) encouraged it for a number
of reasons. It meant a private sector or "market" solution to the
balance-of -payments disequilibrium of developing countries. The
private sector solution relieved the OECD countries, themselves
facing recession, from any major additional commitment to assist the
adjustment of the oil-importing developing countries through
increased official development assistance; a feature appreciated by
governments demonstrating clear signs of aid fatigue. Furthermore,
the boom in the export prices of many of the primary commodities
produced by many of these same oil-importing developing countries
during the mid-1970s was a source of confidence for all those
involved --TNBs, oil-importing developing countries and the OECD
countries-- because it suggested that the export earnings of the
borrowers would continue to rise rapidly, thereby facilitating debt
service. During difficult times of exchange rate instability, strong
inflationary pressures and recession, the passing off to the banks of
the adjustment problem of the oil-importing developing countries
meant one less worry.

The terms and conditions of the new TNB lending to developing
countries proved a great stimulus to the rapid acceleration of
demand. The real rate of interest on these loans was negative
during this initial period (see figure 1) which was a great
incentive for borrowers yet at the same time did not represent a
disincentive for the TNB intermediaries due to the fact that their
income came primarily from a spread or margin over the base rate
of interest (usually the LIBOR), plus commissions. The attraction
for borrowers was the apparently costless nature of these loans.
For their part, the TNBs were avid lenders because they perceived
a potentially continuous and apparently riskless income stream
from new clients at a time when most domestic lending was flat.
The use of borrowing government guarantees, the waiving of
sovereign immunity, the institution of cross-default clauses
related to the borrowing governments’ guaranteed debt, the transfer
of interest rate risk to the borrowers, inter alia,® gave TNBs a
sense of security in respect of sovereign risk and thereby permitted
syndicated credits to become a very efficient vehicle for high
volume, rapidly-disbursed loans. In this way the terms and conditions
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Figure 1
LONDON INTERBANK OFFERED RATE OF INTEREST (6 MONTHS), 1970-1986

4 Nominal LIBOR

] Real LIBOR?
20

W Real LIBORP

w0l :
1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

Sourca: Calculated from IMF, ional Financial jstics, various issues.

3Real Rate for Industrialized Countries, Nominal LIBOR deflacted by Consumer price Index for industrialized
Countries.

bReat Rate for Latin American Countries, Nominal LIBOR deflacted by Unit Price of Exports of Latin America.

of the new syndicated credits facilitated the subsequent credit
explosion.

A fourth factor sometimes mentioned in this regard is the use
made of these new TNB loans. At the early stages of the borrowing
cycle not too much attention was paid to the use being made of the
resources lent to the oil-importing developing countries due to the
fact that they were considered "young" debtors and the most evident
cases, that is, Brazil and Mexico, seemed to be performing very well.
The external shocks of 1974-1975 had negatively impacted those
economies to the equivalent of an average annual 3.7% and 1.0% of
GDP respectively, yet each managed to raise the value of their
exports by almost 8% annually between 1970 and 1980.6 During the
mid-1970s, Brazil was still living its economic miracle and Mexico,
after some internal difficulties, was about to become a major
petroleum exporter. Both were to experience high rates of growth of
GDP and investment during the 1970s and both were to become
members of the group of newly industrializing countries (NICs). For
the TNBs and the OECD countries, Brazil and Mexico seemed to aptly
approximate the correct path for economic growth and development
and their contentment became manifest in the explosion of TNB
lending to those developing countries which eventually spread beyond
those two countries.
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These four factors evidently were important causal elements in
the initial burst of TNB lending to developing countries after the
OPEC-induced increase of international price of petroleum in 1973
and the consolidation of the Eurocurrency markets. In their own way,
the availability of loan capital, the favourable external environment,
the positive terms and conditions of the new loans and the apparent
good use of those resources combined to create a credit boom of a
nature previously unknown in the post-war period, as far as
developing countries were concerned. The origins of the debt crisis
are found in the profound penetration of developing countries’
external finances by the private financial entities which dominated
the international capital markets.” Table 1 offers a pretty good
picture of the nature of the change which took place in the external
finance of developing countries during the last quarter century
and, particularly, the 1974-1982 period which most concerns us at
present.

Before the hike of the international price of petroleum in 1973,
developing countries generally found that bilateral official
development assistance from members of the Development Assistance
Committee of the OECD, private direct investment and export credits
were their three major sources of external resources, accounting for
between 60-80% of the overall resource flows, which rose from an
average of US$35 to US$54 billion per annum, in constant values,2
during that 1960-1971 period. Over the 1974-1982 period, each one of
those three major sources demonstrated a marked tendency to decline
as a proportion of overall resource flows and private bank loans
blossomed to become the single major new source for the relatively
more advanced developing countries.

The period following the first OPEC price initiative is
characterized above all else by the explosion of bank loans which
consisted of the initial 1974-1977 increase of bank lending to
developing countries and the 1978-1982 interim of accelerated
sovereign lending. This was followed by the post-1982 period of
sharply reduced bank credits. The average annual volume of resources
received by developing countries more than doubled in real terms
during the course of the 1970s primarily as a consequence of TNB
lending, which during the feverish 1978-1982 period, came to account
for 36% of total developing country resource flows (see table 1).
Combined with the sharp decline in bilateral official development
assistance, the explosion of TNB lending to developing countries
imposed a distinctly private character to subsequent resource
flows during the boom period, 1974-1982, especially as regards the
relatively more advanced or more creditworthy of the developing
countries.
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Table 1
DEVELOPING COUNTRIES: MAJOR TYPES OF RESOURCE FLOWS RECEIVED

(Period averages in percentage calculated in 1983 and 1985
US dollars)

1960- 1970- 1974~ 1978- 1983 -
Type of flow 1961a/ 19718/ 1977a/ 1982b/ 1986b/
1. Official_development

assistance 56" 43 36 28 42

a) Bilateral: total 53 37 29 22 33

DAC ¢/ “46) (28) Aan (14) (24)

OPEC d/ () ) [&2) (6) (4)

CMEA ¢/ (5) (5) (3 (2) %)

Other f/ (3) @) (4] €...) ...

b) Muttilateral 3 ] 7 [ 9

2. Private 27 40 47 55 44

8) Direct investment 19 17 14 T 1

b) Bank sector 6 15 24 36 21

c) Bond lending 2 2 2 3

d) Other g/ 2 7 7 6 9

3. Other non-concessjonary 16 18 16 1z 14

a) Export credits 14 14 12 13 [

b) Multilaterat 2 4 4 4 9

Total 100 100 100 100 100
Annual average volume (billions

of constant US dollars) 34.8 53.7 81.0 118.8 83.6

Source: Joint ECLAC/CTC Unit, on basis of information from OECD, Development Co-operation, 1985
and 1987 Reports, Paris, 1985 and 1988, pp. 162 and 46, respectively.

o/ Calculated from total resource flow information in US dollars at 1983 exchange rates.

b/ Calculated from net resource flow information in US dollars at 1985 exchange rates.

g/ Development Assistence Committee of the Organization of.Economic Co-operation and Devetopment
(OECD).

d Organization of Petroleum Exporting Countries.

€/ Council for Mutual Economic Assistance.

& Non-DAC OECD members and developing country donors.

9/ Grants by private voluntary agencies, as wel® as other private and official non-concessionary
flows not explicitly inctuded in 3.

~

~

25



Teble 2

GROSS NEW INTERNATIONAL BOND ISSUES AND BANK CREDIT
COMMITMENTS, 1974-19862/

Annual averages

1974~ 1978- 1983-
1977 1982 1986
Billions of 1980 US dollars
I. International bond issues 37.8 49.0 108.9
- Floating rate notes
and cos &/ 1.4 9.4 31.2
- fixed rate instruments 36.4 39.6 7.7
1. International bank credits 41.3 96.9 84.8
- Sysndicated loans 41.3 86.3 41.0
- oOther international credit
facilities &/ .o 10.6%/ 43.8
Total 7.1 145.9 193.7
Percentage distribution
I. International bond issues 49 34 56
- Floating rate notes .
and cos &/ 2 7 16
- Fixed rate instruments 47 27 40
I1. International bank credits 51 66 A
- Syndicated loans 51 58 21
- Other international credit
facilities &/ -4 s/ 23
Total 100 100 100

Source: Joint ECLAC/CTC Unit on basis of information from OECD, Financisl Market Trends, various
issues.
8/ Publicly announced medium and long-term lending.
b/ CDs = certificates of deposit.
¢/ gank facilities used to back up the issuance of other financial instruments such as short-term
Euronotes, certificates of deposit, bankers acceptances and commercial paper.
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Viewed from the perspective of the international capital market,
table 2 indicates that only one instrument among many --syndicated
bank loans-- became by far the most important instrument of that
market during the boom period. They accounted for almost 60% of the
value of capital raised (for all borrowers, not only developing
countries) during 1978-1982 when the total amount mobilized reached
an annual average of almost US$150 billion in constant 1980 values.
Although the wvalue of bond issues almost equaled that of
international bank credits during 1974-1977, at about US$40 billion
per annum (in constant terms) during the subsequent period,
1978-1982, the value of international bank credits (mainly syndicated
loans) about doubled the value of international bond issues in spite of
the increasing dynamism demonstrated by new financial instruments
such as floating rate notes and certificates of deposit. The 1983-1986
period witnessed the return of the value of syndicated bank loans to
the same level as 1974-1977; however, now it corresponded to less
than one-quarter rather than one-half of the total value of all capital
raised on the international market. In sum, for a relatively brief
period, 1974-1982, syndicated bank loans became the instrument
which to an important degree moved the international capital market.

The information contained in table 3 demonstrates exactly how
important for developing countries these international bank credits
were, especially the syndicated loans as 2 means of gaining access to
international capital markets during 1974-1982 and how fast those
same developing countries saw that access reduced thereafter. The
developing countries were able to double the real value of capital
raised through international bank credits and bond issues from an
annual average of US$21 billion for 1974-1977 to US$44 billion for
1978-1982, before dropping back to less than the original level for
1983-1986. Over 90% of the value of the gross amounts raised
corresponded to bank credits (rather than bonds) for 1974-1982.
Furthermore, whereas bond issues by developing countries accounted
for only a very minor portion of all international bond issues, the
bank credits placed with developing countries represented a little
less than one-half of the total value of all bank credits during the
1974-1982 period. Thus, one can appreciate that the access of
developing countries to international financial markets was limited in
large part to one sole instrument --syndicated loans-- and although
that instrument proved very efficient for raising and rapidly
disbursing huge sums, it also demonstrated a frightening volatility as
far as continued access was concerned.

It should be recognized that during the first oil price hike
period TNBs had effectively minimized the systemic disequilibrium,
Table 4, which contains information on all external loans not just
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Table 3

TOTAL GROSS AMOUNTS RAISED BY DEVELOPING COUNTRIES ON
INTERNATIONAL FINANCIAL MARKETS,

1974-1986
Annual averages
1974- 1978- 1983-
1977 1982 1986
I. In billions of 1980 US dollars 21.0 43.6 19.4
- International bond issues & 2.2 3.1 3.5
- International bank credits &/ 18.9 40.5 15.92/
11, As percentage of total market 27 30 12
borrowing
- International bond issues & 6 6 3b
- International bank credits &/ 46 w2 21®
1. As percentage of total LDC 100 100 100
borrowing
- International issues &/ 10 7 21b
- International bank credits 90 93 79%

Source: Annex 3.

8/ nternational and foreign sales.

-4 Large amounts of other international credit facilities reported.

g/ Syndicated loans plus other international credit facilities.

o Large merger-related international credit facilities recorded in 1981 for total market.
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Table 4
EXTERNAL LENDING AND DEPOSIT TAKING OF BANKS IN THE BANK FOR INTERNATIONAL SETTLEMENTS
REPORTING AREA, BY MAJOR GROUPS OF COUNTRIES, 1974- 19852

(Billions of 1980 US dollars and percentages)

I. Lending to
- Industrial countries
- Developing countries
(0il-exporting) b/
(Non-oil -exporting)
other ¢/

I1. Deposit taking from
- Industrial countries
- Developing countries
(0il-exporting) b/
(Non-oil-exporting)
Other ¢/

I11. Net claims (I - II) on
- Industrial countries
- Developing countries
(0il-exporting) b/
(Non-oil-exporting)
Qther ¢/

Annual averages Percentage distribution

1975-1977 1978-1982 1983- 1985 1975-1977 1978-1982 1983-1985
86.3 143.3 151.8 100 100 100
38.6 83.2 104.7 45 58 69
36.9 50.0 16.5 43 35 11
(12.7) ¢8.5) (1.6) (15) 6) )
(24.1) (41.5) (14.9) (28) 29) 10)
10.9 i0.1 30.6 13 7 20
86.3 143.3 151.8 100 100 100
55.9 103.0 108.4 65 72 7
32.3 28.4 19.6 37 20 13
(18.1) (16.4) 1.4) 21) 11 (4D
(14.3) 11.9) €18.2) (16) [¢:)) 12)
-1.9 11.9 21.3 -2 8 14
-17.3 -21.8 -3.8 -20 -15 -2
4.5 22.6 -3.0 5 16 -2
(-5.4) (-7.6) (0.2) (-6) -5 (...}
(9.9 (29.3) (-3.3) an (¢4 )] -2)
12.8 -0.8 6.8 15 -1 4

Source: Annex 4.

a/ Up to 1983 the reporting area includes banks in the Group of Ten countries, Luxembourg, Austria, Dermark and Ireland, plus the offshore
branches of United States barks in the Bahamas, the Cayman 1slands, Panama, Hong Kong and Singapore. As from 1984 the reporting area includes
in addition Finland, Norway and Spain as well as non-United States banks engaged in international business in the Bahamas, the Cayman
Islands, Hong Kong and Singapore, atl offshore units in Bahrain and all offshore banks operating in the Netherlands Antilles.

b/ Consisting of the eight Middle Eastern oil-exporters (Islamic Republic of Iran, Iragq, Kuwait, Libyan Arab Jamahiriya, Oman, Qatar, Saudi
Arabia, and the United Arab Emirates) plus Algeria, Indonesia, Migeria and Venezuela.

¢/ Includes centrally planned economies (excluding IMF member countries),

of fshore centres.

international organizations and unallocated. As of 1984, includes



medium-term syndicated ones, suggests that during 1975-1977 TNBs
kept the net impact minimal as the net deposits of oil exporting
developing countries (which averaged over US$5 billion per annum in
constant terms) accounted for more than half of the net lending to
non-oil-developing countries. The net impact therefore was kept to
the equivalent of about 5% of the value of all bank lending and to
use another measuring rod, represented only one-third of the change
in net claims corresponding to "other" countries (that is, centrally
planned economies, international organizations and unallocated). In
sum, this suggests that the financial intermediation of the TNBs
during 1974-1977 kept the systemic disruption originally associated
with the OPEC price rise of 1973 to a quite manageable level.

The subsequent period, 1978-1982, which encompassed the
second OPEC price hike, has been characterized by accelerated
lending to both industrial and developing countries; however, in
the case of developing countries (both oil-exporting and non-oil
ones), their deposits in TNBs plummeted to about half their previous
level, measured as a per cent of all deposit-taking by those banks.
This had the consequence that the net claims on developing countries,
most specifically non-oil ones, rose appreciably and even surpassed
the net deposits made by industrial countries during the 1978-1982
period. The net claim of the non-oil-developing countries alone
reached the equivalent of over 20% of all lending for the period
and even reached 25% or more during 1980 and 1981. In other words,
during the second period the financial intermediation did not
result in the stabilization of the international financial system.
The net impact of the developing countries was no longer to a large
extent self-liquidating because net deposits by oil exporters fell to
only about 25% of net lending to non-oil-developing countries, which
itself had tripled to close to US$30 billion per annum, measured in
constant 1980 terms. Instead of simply recycling the OPEC surplus to
oil importers many TNBs increasingly committed borrowed resources
to the international bank credits placed with developing country
borrowers. Based on the burgeoning Eurocurrency markets many
TNBs became more than simple financial intermediaries for the
OPEC surplus.

The concentration of international bank credits, especially
syndicated loans, in just one region --Latin America and the
Caribbean-- was maintained during the boom period, representing
slightly more than half of total funding as is indicated in table 5.
Lending to East Asia and the Pacific also remained fairly constant as
a portion of overall lending to developing countries but at a level
equivalent to less than half of the average for Latin America and the
Caribbean. African countries accounted for only a little more than
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Table 5
VOLUNE OF INTERNATIONAL BANK LOANS RAISED ON INTERNATIONAL
MARKETS AND THEIR DISTRIBUTION BY AREA AND BY REGION
FOR DEVELOPING GOUNTRY BORROWERS, 1974-19862/

Annual averages

1974~ 1978- 1983-
1977 1982 1986
1. By area (1980 US$ billion) 39.9 82.1 38.0
- Industrial countries 18.2 41.5 21.3
- Developing countries &/ 17.4 36.8 13.0¢/
- Centrally-planned countries
and others ar 4.3 3.8 3.7
Percentage distribution 100 100 100
- Industrial countries 46 50 56
- Developing countries 2/ 43 45 348/
- Centrally-planned countries
and others &/ 1 5 10
11. By region for developing
countries &/ 17.4 36.8 13.0¢/
- Latin America and the Caribbean &/ 10.3 22.4 6.59/
- East Asia and the Pacific &/ 4.5 8.4 4.7
- Africa I/ ) 1.9 3.9 0.9
- Southern Europe 1/ 0.6 2.1 0.9
Percentage distribution 100 100 100
- Latin America and the Caribbean &/ 59 61 509/
- Asia and the Pacific &/ 26 23 36
- Africa I/ 1 1 7
- Southern Europe is 4 é 7

Source: Annex 5.

&/ Medium-term external bank lcans. Figures previous to 1980 include a smatl amount of other
international credit facilities.

b Includes 89 developing countries which had access to international bank loans at sometime
during the 1974-1986 period.

¢/ Reprogrammed principal payments excluded. Fresh capital associated with agreements
restructuring maturities are included and totalled US$24.2 billion (1980 values) for period.

¢ 1ncludes international development institutions.

¢/ Excludes Bermuda and Puerto Rico.

& Excludes Gulf States (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and United Arab Emirates).
Includes Taiwan province of China.

9/ 1 one excludes fresh capital (new money facilities) associated with agreements restructuring
maturities this value falls to US$1.6 billion equivalent to about 15%.

B/ Excludes South Africa.

i Cyprus, Turkey and Yugoslavia.
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10% and the total lending to developing countries during the boom
and Southern European countries for considerably less than that. It
can be concluded then that the centre of the process of privatization
of the external finances of developing countries during the 1974-1982
interim was encountered in the TNB medium-term loans, particularly
syndicated ones, placed with Latin American countries.

This process naturally had a severe impact on the structure of
the external medium-term public and publicly guaranteed debt of
these developing countries. It should be mentioned explicitly that
because of the lack of information it is not psosible to present data
on the total debt of these developing countries, that is, including
short-term credits and unguaranteed loans to the private sector,
both of which were very important features of the lending boom.
Annexes 6 and 7 contain the available relevant information extracted
from the World Bank Debtor Reporting System relative to the
external debt situation of the 75 developing countries which had some
kind of access to the syndicated credit market during 1974-1982. The
information pertinent to debt stocks shown in annex 6 points out
that the real value of that debt of developing countries tripled as a
consequence of the 1974-1982 credit boom, rising from US$160
billion in 1974 to US$479 billion in 1986, measured in 1980 values.
As has been mentioned, according to the information on flows by
source, the process of privatization of the external finances of
developing countries saw official creditors give way to private ones
as the principal providers of external credit such that between 1974
and 1982 official creditors saw their share of the stock of the public
and publicly guaranteed external debt of these developing countries
fall from 60 to 43% and private creditors saw their share rise from
40% to 57% (even though the share of suppliers collapsed during this
same interim). This, of course, highlights the rapid growth witnessed
in the bank debt which exploded from 24% to 46% of the total
long-term public debt of these countries during 1974-1982, reaching
48% in 1986. In constant 1980 values, the bank debt went up by a
multiple factor of 4 between 1974 and 1982 and by almost 6 up to
1986.

Several important consequences of this phenomenon should be
emphasized. First, as young debtors, the burst of lending from
transnational banks meant a huge positive net transfer for these
developing countries, averaging US$13 billion per annum (in constant
values) during 1974-1977, according to the information contained in
annex 7. Bank credits suddenly outpaced total official credits, as far
as net transfers were concerned. Secondly, the volatility and burden
of this new access of developing countries to international capital
markets became increasingly apparent during the 1978-1982 boom
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because although average annual disbursements from banks increased
by half to the equivalent of more than US$40 billion in constant
terms, principal repayments and interest payments to banks more than
tripled leaving these developing countries with a smaller annual
average net transfer than 1974-1977 (now resulting from much larger
volumes of international bank credits). In this sense, one can
appreciate that as a whole these developing countries increasingly
were running harder to stay in the same place with regard to
external resources from transnational banks.

The proliferation in the use of the more expensive bank credits
and bond issues from financial markets greatly influenced the nature
and character of the debt burden for public and publicly guaranteed
debt of the 109 developing countries which report to the World Bank.
Between 1975 and 1982 the ratios of their debt to export earnings
and gross national product for these countries jumped from 77 and
15 to 103 and 25, respectively.® Similarly, total debt service
about doubled as a percentage of export earnings and gross
national product, on average. Finally, the international reserves
of those countries fell from the equivalent of one-half of the
outstanding public and publicly guaranteed debt in 1975 to less
than one-third in 1982. All these indicators demonstrate that
the greatly increased wuse of resources from international
financial markets resulted in a significant increase in the
burden associated with the external public and publicly guaranteed
debt of developing countries.

Surprisingly few borrowers seemed to run into serious debt
problems during this boom in sovereign lending to developing
countries. The attention of the banks was focussed primarily on
Turkey and some Eastern European countries in this regard. Turkey,
after experiencing difficulties during 1977-1980, was considered a
successful case of adjustment and eventually appeared to return to
the international capital market.l® The situation of the Eastern
European countries, on the other hand, seemed to raise the spectre
of more serious debt difficulties. According to one IMF source:
*"The Polish debt crisis of 1981 moved the problem into a new phase,
in which ’contagion effects’ became a factor. The commercial banks
suddenly developed an intensified perception of risk in lending to
the East European countries as a group."!! During this period of TNB
dominance of LDC external finances, sporadic problems such as
Turkey’s appeared to be resolved and, although the threat of a
systemic or at least a regional crisis did present itself in the form
of the Polish debt crisis of 1981 with its ancillary problems for the
rest of Eastern Europe, it did not immediately affect the volume of
lending to developing countries by transnational banks. It was the
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Mexican crisis of August 1982 which came to be viewed as the event
marking the end of the lending boom to developing countries and the
beginning of the debt crisis as the next section demonstrates.

B. The major developing country borrowers and
their debt situations

The TNBs were a very convenient source of external finance for the
more advanced developing countries during a period when the
availability of official resources was slackening. Syndicated bank
loans held several distinct advantages over official loans, most
notably, the fact that there was practically no conditionality attached
which allowed fast disbursement and, as has been noted, initially
these loans were very cheap in terms of the real interest rate. Price
competition tended to force down margins and commissions as well.

The information presented in table 6 suggests that medium-term
syndicated loans were extremely concentrated by borrower and that
more detailed analysis need only concern a handful of sovereign
borrowers, primarily from Latin America and Asia. There appear to
be only four categories of developing country borrowers as defined
by the volume of their borrowing in this market. In the first
category are found Mexico and Brazil which individually account for
almost 20% each of the value of all syndicated loans contracted by
all developing country borrowers during the 1974-1982 period. The
second or intermediate category would consist of borrowers in the
4% to 7% range and would include Argentina, Indonesia, the
Philippines, Republic of Korea and Venezuela. The third category
of countries, whose borrowing fell into the 2% to 3% range, is
made up of Algeria, China, Hong Kong, Iran, Malaysia, Morocco,
Nigeria, Peru, Taiwan Province, Turkey, and Yugoslavia. As regards
this third category, the nature of their borrowing appears more
volatile or concentrated in time as is indicated by the cases of
Iran, Morocco and Peru. A fourth category would include countries
such as Bolivia, Colombia, Cote d’Ivoire, Cuba, Ecuador, Egypt,
Gabon, India, Iraq, Pakistan, Panama, Papua New Guinea, Singapore,
Thailand, Trinidad and Tobago and Uruguay. Furthermore, if one
were to exclude from this group more countries in the syndicated
bank loan market by excluding those countries whose commercial
borrowing was minor (China, India, Pakistan, Egypt, Panama,
Trinidad and Tobago, Indonesia, Iran and Iraq), one then finds
that only about 26 were primarily TNB credit oriented. Of these 26,
only seven could be said to have enjoyed anything like relatively
unlimited and continuous access to the international capital market
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Table 6

INTERNATIONAL MEDIUM AND LONG-TERM SYNDICATED BANK LOANS
TO DEVELOPING COUNTRIES, BY PERIOD, 1974-1982 a/

(Annual averages in billions of 1980 US dollars) b/

1974-1977 % 1978- 1982 % 1974-1982 %
Latin America 10.2 58 21.7 57 16.6 57
Mexico 3.2 18 7.6 20 5.6 19
Brazil 3.4 19 6.1 16 4.9 17
Venezuela &/ 1.0 6 2.6 7 1.9 7
Argentina 0.8 5 1.9 5 1.4 5
Chile 0.1 1 1.3 3 0.7 2
Peru 0.6 3 0.4 1 0.6 2
Colombia 0.1 1 0.6 2 0.4 1
Panama 0.2 1 0.4 1 0.4 1
Ecuador £/ 0.2 1 0.5 1 0.3 1
Bolivia 0.2 1 0.1 .. 0.1
Uruguay 0.1 1 0.1 0.1
Trinidad and Tobago 0.1 1 0.1 . 0.1
Cuba 0.2 1 0.1
Asia 5.1 29 10.8 29 8.4 29
South Korea 0.9 5 2.5 7 1.8 é
Philippines 1.0 6 1.5 4 1.3 4
Indonesia & 1.0 6 1.1 3 1.1 4
Hong Kong 0.3 2 1.1 3 0.8 3
Malaysia 0.3 2 1.2 3 0.8 3
china - - 1.0 3 0.6 2
Iran &/ 1.0 3 0.3 1 0.6 2
Taiwan 0.4 2 0.5 1 0.5 2
Thailand 0.1 1 0.5 1 0.5 1
Pakistgn - - 0.4 1 0.2 1
1raq £ 0.1 1 0.1
Singapore - - 0.3 1 0.1 ..
India - 0.2 0.1
Papua New Guinea . 0.2 0.1
Africa 1.6 9 3.4 9 2.6 9
Algeria 0.6 3 1.0 3 0.8 3
Nigeria & 1.3 3 0.7 2
Morocco 0.5 3 0.5 1 0.5 2
cote d*Ivoire 0.2 1 0.4 1 0.3 1
Egypt 0.2 1 0.1 0.2 1
gabon £/ 0.1 1 0.1 0.1
Other 0.7 4 1.9 5 1.4 ]
Yugoslavia 0.5 3 1.1 3 0.9 3
Turkey 0.2 1 0.8 2 6.5 2
Total 17.6 100 37.8 100 292.0 100
(OPEC subtotal) 4.0) 23 6.9) 18) (5.6) 19>

Source: Calculated from OECD, Financial Market Trends, 27, Paris, 1984.

Note: Three dots (...) indicate that the figure is below 0.05.

8/ criteria for inclusion were developing country status coupled with borrowings to equivalent of
1% of all borrowing by these countries in 1974-1977 or 1978-1982.

B/ United States dotlar values deflated by consumer price index for industrial countries.

¢/ Members of the Organization of Petroleum Exporting Countries (OPEC).
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during the period. In other words, the borrowing side of the
syndicated bank loan market was extremely concentrated in Mexico,
Brazil, and a handful of other countries. From a regional
perspective, the boom in sovereign lending to developing countries
by way of syndicated bank loans was very much a Latin American
phenomenon, with that region alone accounting for more than
one-half of the total value of those loans.

Annexes similar to those referred to earlier based on data from
debt reporter (DRS) system of the World Bank were prepared for
these groups of debtors to demonstrate the concentration of the bank
lending as well as its significance for the overall debt situation of
these countries from both a stock and a flow perspective. Three of
these borrowers (Hong Kong, Taiwan and Cuba) were eliminated as
they do not participate in the DRS of the World Bank. Annexes 8
and 9 contain data on these countries, that is, those 24 countries
which borrowed significant amounts from the syndicated bank loan
market during the 1974-1982 period as reflected in an important bank
participation in their external finances. Annexes 8 and 9 are directly
comparable with annexes 6 and 7.

With regard to the stock of outstanding medium-term external
public or publicly guaranteed debt, it turns out that transnational
banks were far more important as financial intermediaries for the
major borrowers, providing an increasing proportion of those
resources --which rose from 35% in 1974 to 60% in 1982--
considerably above that of the 75 developing countries, in whose
case the proportion rose from 24% to 46% over the same period. In
this manner TNBs came to dominate the external accounts of these
major borrowers, holding more than one-half of the public and
publicly guaranteed debt as early as 1978.

Turning now to data on flows corresponding to the public and
publicly guaranteed debt, a comparison of annexes 9 and 7 indicates
that the 24 major borrowers accounted for 70% of all disbursements
made to the developing countries during the boom in lending, and
specifically with regard to bank financing, their share increased to
the 86% range of all TNB disbursements made to the developing
countries during 1974-1982. A consequence of this increased bank
financing was a sharp rise in the principal repayments and interest
payments for borrowers. The consequence of this greater role for
TNBs in the external finances of the major borrowers was that
the fall in TNB lending during 1983-1986 produced a negative net
transfer overall. In other words, the concentration of bank credits
in these countries following debt-based growth strategies held
certain consequences in terms of the vulnerability and volatility
of their balance of payments.
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Annexes 10 and 11 provide information similar to that of annex 9
for the case of two countries whose external finances depended
almost completely on credits from banks: Brazil and Mexico.
These two countries were already well-established in the
international capital markets in 1974, and, in fact, the most
expansive phase of combined borrowing of these two countries was
the 1974-1978 period, before many other developing country
borrowers became established in the international capital market
and before either Brazil (1981) or Mexico (1982) entered into
serious economic problems.

Public and publicly guaranteed debt came very much from banks.
Whereas the 75 developing countries saw the bank share of their
public and publicly guaranteed debt rise from 24 to 46% over
1974-1982 and the 24 major borrowers saw that share increase from
37 to 62% over the same interim, these two principal developing
country borrowers witnessed the bank share of their public debt
climb from 59 to 75% over that period. In this sense, the external
finances of these two borrowers tended to become undimensional,
with access to transnational bank financing becoming almost the sole
determinant of their external finance.

The centrality of transnational bank financing is reflected in the
flow data on the public and publicly guaranteed long-term debt of
Brazil and Mexico presented in annex 11. The total disbursements of
two countries corresponded to about 43% of those for the 24 major
borrowers and about 28% of the developing country group during
1974-1982; however, when viewed in terms of bank disbursements
only, the respective shares of Brazil and Mexico vis-a-vis the major
borrowers and the 75 developing country group rises to around 51%
and 43%, respectively. One noteworthy feature, nonetheless, is that
although Brazil and Mexico were by far the most important
developing country borrowers on the international capital markets
during the boom period, 1974-1982, that dominance was greater in
the first phase, 1974-1977, in comparison to the second one,
1978-1982, when new developing country borrowers gained access to
that market.

The effect of this transnationalization of the external finances
of Brazil and Mexico is also contained in annex 11 in so far as one
refers to payments and net transfers. Principal repayments to banks
as a proportion of total principal repayments rose from an average
65% during 1974-1977 to an average 81% during 1978-1982. Interest
payments to banks went from 70 to 82% of the total interest
payments over the same period. Finally, although annual average
disbursements from banks rose by 59% between these two phases, the
net transfer fell by 46%. The negative net transfer during the
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1983-1986 period and its relation to the transnationalization of the
external finances of these two countries requires no further
commentary as the figures speak for themselves.

With the assistance of the information contained in table 7 it
is now possible to draw some interesting general conclusions on the
nature of the debt situation or the debt burden of the major
developing country borrowers which followed debt-based growth
strategies during the sovereign lending boom. One should keep in
mind, again, that the World Bank DRS refers to only public and
publicly guaranteed obligations in the calculation of debt burden
indicators, that is, it excludes all unguaranteed loans, as well as
all short-term loans from these calculations.

Basically, one can distinguish five particular debt situations
which are those of Brazil, Mexico, other Latin America (nine
countries), Asia (six countries) and Africa (five countries). Brazil
and Mexico are treated separately in consideration of the magnitude
of their debt with transnational banks; however, despite this
similarity it is pertinent to distinguish the relative riskiness of
their separate debt-based growth strategies. One can separate these
two examples on the basis of their exposure to all creditors and,
especially to transnational banks, as measured by the DOD/GNP
indicator. Whereas Brazil was close to the major borrower group
average on both counts, Mexico was considerably above the group
average for the whole period and particularly during 1983-1986, when
the Mexican indicator was 40% higher than the Brazilian one. The
case of Mexico was thus clearly the riskier one in respect of
exposure to transnational banks. A closer look at the figures for
Brazil and Mexico suggests that, in essence, Brazil faced a
denominator problem in this regard, that is, its GNP growth began to
stall during the 1978-1982 period (and went into reverse during
1983-1986) and that accounted, to a large extent, in the worsening of
the DOD/GNP indicator. Mexico faced more of a numerator problem,
that is, it kept contracting foreign loans at what now can be clearly
seen as an imprudent pace. That effect was compounded by the large
amount of TNB debt restructured by way of the first agreement
signed in 1983.

Similar to Brazil, the nine other Latin American major borrowers
taken together faced very slow GNP growth and weak export
earnings, especially during the 1980s. Similar to Mexico, many of
these countries continued to contract huge volumes of TNB credit
even after it became clear that their ability to service that debt had
declined considerably, especially during 1983-1986. In that sense,
these countries experienced the worst of all worlds as both the
numerators and the denominators of their debt burden indicators
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Table 7

DEBT BURDEN INDICATORS FOR PUBLIC AND PUBLICLY GUARANTEED
LONG-TERM DEBT, BY PERIOD

(Percentages)

Overall debt Debt with TNBs
1974~ 1978- 1983- 1974- 1978- 1983-
1977 1982 1986 1977 1982 1986
1. DOD/GNP
Brazil 11.8 17.4 32.9 7.4 12.3 26,4
Mexico 17.2 23.7 49.5 12.1 17.9 40.7
Other Latin America 15.4 21.8 45.4 4.9 1.7 28.7
Africa 15.1 24.2 32.3 5.8 13.6 16.8
Asia 14.8 20.3 32.4 3.6 8.3 14.8
24 major borrowers 13.7 20.0 36.9 5.9 1.4 2.1
I1. DOD/XGS
Brazil 146.6 192.7 264.2 91.6 135.8 195.4
Mexico 194.8 174.3 251.9 137.5 131.5 206.8
Other Latin America 72.3 84.6 189.6 23.0 45.0 119.9
Africa 49.8 87.9 151.5 19.4 49.2 78.4
Asia 37.3 43.9 64.6 9.2 17.8 29.6
24 major borrowers 73.1 90.8 143.4 31.5 51.5 89.8
111. INT/XGS
Brazil 8.1 18.3 20.1 5.4 14.7 15.9
Mexico 13.3 17.8 264.4 9.7 14.6 20.3
Other Latin America 4.0 7.2 14.7 1.5 4.7 10.9
Africa 2.3 6.6 10.4 1.1 4.5 6.6
Asia 2.0 3.1 4.7 0.6 1.6 2.5
24 major borrowers 4.0 7.5 11.3 2.0 5.3 8.0
1978-1982/1974-1977 1983-1986/1978-1982
% Change by period DOD GNP XGS INT DCD GNP XGS INT
(TNB) (TNB) (TNB) (TNB)
Brazil 90 16 30 257 41 -29 -2 4
Mexico 92 31 107 215 62 -30 1 39
Other Latin America 168 11 37 343 2 =21 -27 63
Africa 196 3 21 372 0 -18 -37 -5
Asia 221 42 65 357 70 -4 4 62
24 major borrowers 135 22 45 286 36 23 n 33

Source: World Bank, Debtor Reporting System.

Notes: DOD = Disbursed outstanding debt.
INT = Interest payments.
GNP = Gross national product.
XGS = Export earnings.
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reacted negatively. On top of that, TNB interest payments rocketed
as their economic performance collapsed.

Although the five African major borrowers as a group faced a
general debt situation not all that dissimilar to Brazil (in terms of
their DOD/GNP indicator), their situation with regard to TNB debt
was appreciably better than that of Brazil, Mexico and the other
Latin American countries. The African major borrowers did not have
much export success during the 1970s and their export earnings
collapsed in the 1980s, however, the superior performance of their
GNP and the fact that they stopped contracting TNB loans when the
crisis began meant that their debt burden indicators were
considerably better than the other groups, except Asia, and
especially in so far as one focuses on the difficult 1983-1986
adjustment period. They seem to have reacted relatively better to
the crisis.

The six Asian countries viewed as a group enjoyed the best debt
burden indicators of all the major borrowers. Although they greatly
increased their TNB debt, they did so from an extremely low base
and at the same time enjoyed particularly favourable GNP and export
earnings. The marked export orientation of most of these countries
was an important element in their relatively superior debt
situation. By all indicators, these Asian major borrowers
taken together were considerably better off than the average for
the 24 major borrowers. The Asian major borrowers managed well
both the numerators and the denominators of their debt burden
indicators.

It is not appropriate to evaluate major debtor country policies on
the basis of regional aggregates; nonetheless, it is quite apparent that
economic performance, as manifest in GNP growth, export expansion
and relative openness to international trade, and moderate growth of
TNB debt, are key features of the countries which had the least
trouble adjusting to the scarcity of foreign capital which came about
after 1982. Countries characterized by a mediocre economic
performance and which followed a debt-based growth strategy which
did not produce increased exports faced the worst of all worlds.
Deficient or inadequate policies by some major borrowers were
evidently important factors in the creation of the international TNB
debt crisis. But the lending behaviour of TNBs was also another
important factor.
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C. The lending behaviour of TNBs

The boom in sovereign lending to developing countries, reflected an
abrupt change in the behaviour of TNBs not only because it
reestablished TNB lending to these countries after half a century of
little activity but due to the fact that it represented a changed
appreciation on the part of TNBs of the direction of the development
of the global financial system. TNBs, in differing degrees,
demonstrated that they were willing to take on a much increased role
in international capital markets and that was apparent in the process
of internationalization which they undertook. Their new behaviour
reflected a new role for them which was much more than simply one
of financial intermediary between OPEC capital surplus holders and
capital deficit countries, it was the beginning of the TNB domination
of international capital movements based not so much on OPEC
surpluses as the dramatic development of the Eurocurrency markets,
In this, TNBs found developing countries to be convenient clients
during the 1974-1982 period.

During the post-war period, international lending had been
dominated by official resource flows, especially bilateral loans and
export credits and although some large international banks channeled
many of these official resources, they did so primarily in a passive or
secondary manner then justified by the tied nature of official
bilateral lending and by the safety of home country guarantees. The
principal activities of virtually all major banks were those located
within their own particular national borders where markets were
usually characterized as comfortable but highly regulated oligopolies
in which foreign banks operated with considerable difficulty.}? The
expansion of direct foreign investment by United States and European
transnational corporations did provoke large banks to establish or
extend their international networks in order to service their national
clients in other parts of the world and that practice, coupled with
the deepening of the Eurocurrency market, provided strong incentives
for the opening up of national financial markets (to allow in foreign
banks) and the explosion of unregulated international lending. Home
country policies of the dominant banks came to facilitate these
developments.13

The stable, relatively closed oligopolistic structure of banking in
the 1960s was destabilized by the explosion of TNB sovereign lending
due to the fact that a relatively small group of mainly North
American banks decided to actively seek out developing country
clients in order to promote the accelerated growth of their own
assets during a difficult international conjuncture at the beginning of
the 1970s. According to the report of the UNCTC: "This goal
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[accelerated growth of assets] led the North American banks to adopt
financial policies that emphasized wide margins and large volume of
loans. Because many developing countries offered both margin and
volume growth in the mid-1970s, they became of prime interest to
these banks. Banks from Europe and Japan, on the other hand,
appeared to be much more sensitive to non-price considerations."14
The United States leadership in TNB international lending, especially
to developing countries, soon had a strong impact in the earnings
from international activities of these banks, as by 1975, seven of
the 10 largest United States banks derived more than 40% of their
total earnings from international activities, whereas in 1971 only
one did.!® This soon brought a response from major non-United
States banks and even many smaller, regional banks from the United
States.

Previous to any examination of the nature of the explosion of
international loans by TNBs it is useful to indicate certain
outstanding characteristics of the global banking industry. First,
viewed from the perspective of the total value of assets it is clear
that banking is a very concentrated industry. During the 1970-1985
period about half of the value of the total assets of the 300
largest banks was concentrated in the top 50 banks and one third
of that value was concentrated in the largest 25 banks
(see annex 12). Furthermore, the assets of the 300 largest banks
expanded rapidly during the 1970s when syndicated lending came to
prominence and the average annual rate of growth of assets subsided
considerably thereafter when that instrument fell out of favour,
especially as a means of transferring resources to developing
countries.

Secondly, although the concentration of the industry remained
constant over the 1970-1985 period, there was considerable change
taking place with regard to the nationality structure of those banks.
Information on the nationality of the top 300 and the top 25 banks
by assets (see annexes 13 and 14) demonstrates clearly that United
States banks were increasingly challenged by other, especially
Japanese, banks. Whereas the number of United States banks and the
value of their assets as a per cent of total assets of the 300 largest
banks dropped from an average of 71 banks and 23% during
1974-1977 to 53 banks and 18% during 1983-1985, the number of
Japanese banks increased from an average of 55 to 64 and their
percentage of total assets of the top 300 rose from 20% to 27% over
the same period. If one takes into consideration only the top 25
banks, the challenge put to United States banks is even more evident.
Over the three periods 1974-1977, 1978-1982 and 1983-1985 the
United States banks saw their number in the top 25 drop consistently
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from six to four and their share of total assets fall from 29% to 18%.
Japanese banks increased their presence during 1978-1982 and totally
dominated the top 25 during 1983-1985. European banks came to
account for almost half of the total assets of the top 25 during
1978-1982 but their presence was diminished by the surge in the
value of the assets of Japanese banks thereafter. These general
trends hold even after controlling for the individual national rates of
inflation of the principal countries involved and the impact of
exchange rate movements.!® In essence, the United States banks
dominated the 1974-1977 period, the non-United States banks in
general came to the fore during the 1978-1982 period and the
Japanese banks alone became prominent thereafter.

That trend is reflected in the information on the 25 top banks
during the 1974-1985 period contained in table 8, With the exception
of the presence of the French banks on the list (which is
exaggerated somewhat by the impact of the national legislation of
1977-1978 which increased their capital and reserves by a multiple of
four)!” both the growth rates and rank values conform to
expectations for other nationalities of bank. United States banks,
excepting Citicorp, had difficulty facing up to increased competition
from European banks during 1978-1982 and particularly from
Japanese banks during 1983-1985. Over the period as a whole,
Japanese banks generally saw their assets expand at a real average
annual rate of 10% or more whereas the rates for European banks
were generally less than half of that for Japanese banks and United
States banks as a group were close to zero real growth. Thus,
although the global banking industry maintained its high degree of
concentration over the 1974-1985 period, there took place a dramatic
change in the nationality structure of the principal 300 and
especially of top 25 of those banks. It is well to keep in mind that
this information is based on total assets of these banks, that is, both
national and international assets of which the former has traditionally
been by far the most important for most, if not virtually all, large
banks.

Large banks have not been equally active in lending
internationally to developing countries, even so, available information
on the most active banks suggests that many of the aforementioned
general characteristics of the global banking industry also hold, with
certain important exceptions, for international lending, especially via
syndicated credits.!® It should be mentioned that this section
concentrates on TNB lending by way of syndicated credits because
more information is available on that aspect of international bank
lending. One should not forget that direct lending both short-term
and non-guaranteed medium-term lending to the public and private
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Table 8

RANKING OF THE PRINCIPAL 25 BANKS, BY ASSETS, 1974-19855/
(In billions of 1980 US dollars, percentage and rank values)

Real Rank value ¢/

Average value Bank Country average 1974-  1978- 1983-
assets annual grouthb/ 1977 1982 1985
1974-1985 1974-1985

102.2 Citicorp USA 3.1 2 2 1
100.9 Bank America Corp. USA -1.2 1 1 4
86.8 crédit Agricole 2/ France 2.1 3 4 9
82.9 Banque Nationale de Paris France 4.4 6 3 7
75.8 Crédit Lyonnais S.A. France 3.9 7 5 10
Th.1 Dai Ichi Kangyo Bank, Ltd. Japan 1.2 10 9 2
72.6 Deutsche Bank Germany (fR) 2.3 5 [} 16
69.9 Société Générale S.A. France 4.4 8 7 13
67.5 Fuji Bank Ltd. Japan 11.8 14 12 3
67.4 Barclays Bank Ltd. United Kingdom 1.9 9 8 12
66.8 Chase Manhattan Corp. USA 0.9 4 11 17
65.9 Sumi tomo Bank Ltd. Japan 11.0 15 13 5
64.2 Mitsubishi Bank Japan 10.5 16 14 6
63.3 National Westminster United Kingdom 3.5 13 10 1"
60.6 Sarwa Bank Ltd. Japan 10.5 19 15 8
55.7 Norinchukin Bank 2/ Japan nd. 25 19 14
55.1 Dresdner Bank Germany (FR) 2.5 12 16 26
50.0 Banco do Brazil Brazit 0.1 11 20 38
49.9 Midland Bank Group United Kingdom 4.6 28 17 18
49.6 Industrial B. of Japan Ltd. Japan 10.7 26 21 15
49.0 Manufacturers Hanover USA 2.5 17 23 22
48.0 West Deutsche Landesbank Germany (FR) 0.5 18 18 41
47.1 Royal Bank of Canada Canada 3.4 22 22 25
45.3 Tokai Bank Ltd. Japan 9.2 31 27 19
44.8 J.P. Morgan & Co. Inc. USA 1.5 20 28 31

Source: Calculated from The Banker, various issues.

X Banks not very active in syndicated {ending to developing countries.

8/ pssets less contra accounts converted to dollars at year-end exchange rates by The Banker.

b/ calcutated on 1980 values using consumer price deflator for industrial countries, according to
IMF, Internatinal Financial Statistics data.

¢/ calculated from real average annual values for each period.
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sector of sovereign borrowers were also important aspects for which
less information is available.

In general, the extremely concentrated nature of syndicated
lending, as measured by capital mobilized by lead managers, was
maintained over the period. Capital mobilized refers to the total value
of the loans where organized by a single principal organizer and
where organized by more than one manager, equal values are assigned
to all co-managers. The top 10 lead managers mobilized about two
thirds of the value of syndicated loans of the top 50 lead managers
during 1976-1977 and 1983-1984; however, distinct from the situation
for total assets during the all-important 1978-1982 period, the
concentration of the organization of syndicated loans diminished
appreciably in the sense that the top 10 lead managers mobilized less
than one half of the total value of those syndicated credits (see
annex 15). This is the first indication that, contrary to the
concentrated structure by assets of the global banking industry during
this period, the syndicated lending market experienced lessened
concentration with regard to the organization of that kind of credit
due to an increased competition among lead managers during
1978-1982. The re-concentration suggested for 1983-1985 is to an
important degree a consequence of involuntary syndicated credits
associated with the formation of bank advisory or steering
committees for sovereign borrowers for debt restructuring purposes
(although merger-related activities in the United States were also
important).

The nationality structure of the principal banks organizing
syndicated credits evolved in similar fashion as was the case for the
assets of the 300 principal banks. United States banks dominated
the situation in 1976-1977 after which they suffered increased
competition from non-United States banks (see annex 16). During the
first period, this information suggests that United States banks,
which mobilized over one half the value of these syndicated loans,
were by far the prime organizers of this new instrument, although
British (16%), German (16%) and consortium banks (6%) also played
an important role. Japanese banks played no role at all during this
initial period. The second phase, 1978-1982, saw a sudden growth in
non-United States bank organization of syndicated credits, especially
Canadian (13% of capital mobilized), Japanese (9%), French (5%) and
others (8%). Although United States and United Kingdom banks
continued to dominate as lead managers their dominance along with
that of consortium banks was significantly diminished during
1978-1982 as competition increased for the lead manager positions.

Table 9, which indicates the ranking of individual lead managers
for the 1976-1982 period, supports the conclusions drawn in the
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Table 9

RANKING OF THE PRINCIPAL 25 BANKS ORGANIZING SYNDICATED CREDITS,
BY VOLUME OF CAPITAL MOBILIZED, 1976-1982 a/

(1n billions of 1980 US dollars and rank values)

Total

capi tal Rank value
mobi Lized Bank Country 1976-1977  1978-1982
57.4 Citicorp */ UsA 1 1
52.7 Chase Manhattan */ USA 2 2
35.1 Bank America Corp. */ USA 4 3
32.8 J.P. Morgan & Co. Inc. */ USA 3 4
25.7 Manufacturers Hanover */ USA 8 5
22.5 National Westminster */ United Kingdom 10 8
21.3 Lloyds Bank Ltd. United Kingdom 12 9
21.3 Bank of Montreal Canada 25 7
20.7 Bank of Tokyo Ltd. Japan - 6
18.8 Bankers Trust N.Y. Corp. USA 7 10
18.0 Deutsche Bank */ Germany (FR) é 12
16.8 Royal Bank of Canada */ Canada 13 1"
15.0 West Deutsche L.B. ¥/ Germany (FR) 1 14
14.3 Chemical N.Y. Corp. USA 9 15
13.6 Dresdner Bank */ Germany (FR) 5 19
13.4 Barclays Bank */ Uni ted Kingdom 15 16
13.2 Midland Bank Group */ United Kingdom 18 17
12.9 Cdn. lmperial Bank of Commerce Canada - 13
1.7 Credit Lyomnais */ France 20 18
10.7 Toronto Dominion Bank Canada 17 22
10.1 Commerzbank A.G. Germany (FR) 14 3
8.9 Bank of Nova Scotia Canada - 20
8.8 Industrial Bank of Japan */ Japan - 21
7.4 Banque Nationale de Paris */ France - 24
6.5 Long Term Credit Bank Japan . 25

Source: Calculated from Euromoney, various issues.

Note: A dash indicates that the corresponding bank did not rank among the 25 largest banks during
the period 1976-1977.

z Among the top 25 banks by assets.

8/ rull amount of loan apportioned to sole lead marager and equal amaunts to each co-lead menager.

b/ Calculated on 1980 values in United States dollars, deflated by CPI for industrial countries.

£/ Based on real annual average values for each period.
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previous paragraph yet also points to an important difference. With
few exceptions the organization of syndicated credits is heavily
concentrated in the hands of the biggest banks, 15 of the 25
principal lead managers belong to the category (see table 8) of the 25
biggest banks by assets in table 8. Although there was a considerable
rise in lead managing by non-United States banks during the boom
period, 1978-1982, the United States lead managers (five of which are
among the 25 largest banks by assets) were not dislodged from their
positions as the five principal lead managers and six of the top 10
lead managers during that period. Furthermore, unlike the situation of
the principal banks by assets, the Japanese banks did not come to the
fore and only the Bank of Tokyo (not on the list of the 25 principal
banks by assets) assumed importance in the organization of syndicated
loans during the 1978-1982.19 Thus, although the organization
of syndicated credits was generally very concentrated and the
large United States banks suffered stiff competition from non-United
States banks over this period (as was the case for the global banking
industry as a whole as measured by assets) there are certain specific
features of the situation of the principal lead managers which deserve
attention, such as the fact that the increased competition to place
international loans and act as lead managers in their syndication did
not dislodge the largest of the United States (and to a lesser
extent, United Kingdom) banks from their dominance in this field and
the increased presence of Japanese banks in terms of assets did not
translate into an important increase in their organization of
syndicated credits. However, as shall become more evident after
analysing information from the case studies (chapter II), these kinds
of conclusions must be interpreted with caution due to the fact that
data on capital mobilized relates to al/ syndicated credits of which
only about one-half during 1978-1982 corresponded to sovereign
lending to developing countries (as table 3 indicated). Most of these
same banks were involved in high volume syndicated lending both to
large transnational corporations (especially for merger-related
activities in 1981) and industrial countries, something which could
distort any interpretation of this information in so far as behavioural
tendencies for syndicated lending to developing countries is
concerned. Furthermore, analysing TNB behaviour by nationality
alone obscures interesting and significantly distinct behavioural
patterns of many of the members of the dominant group of lead
managers.

That being said, some relevant behavioural characteristics can be
derived from the comparison of tables 8 and 9 in the context of the
commentaries made in the analysis of each. The principal 25 banks
organizing syndicated credits can be subdivided in three separate
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groups: i) the five big United States banks (Citicorp, Chase
Manhattan, BankAmerica Corp., J.P. Morgan & Co. Inc. and
Manufacturers Hanover) which dominated syndicated lending,
accounting themselves for over 40% of the total volume of capital
mobilized by these 25 banks; ii) the 10 other big banks on the list of
principal organizers which are also on the list of principal banks by
assets (National Westminster, Deutsche Bank, Royal Bank of Canada,
West Deutsche L.B., Dresdner Bank, Barclays Bank, Midland Bank
Group, Credit Lyonnais, Industrial Bank of Japan and Banque
Nationale de Paris); and iii) the 10 banks on the list of principal
organizers which do not appear among the principal banks by assets
(Lloyds Bank Ltd., Bank of Montreal, Bank of Tokyo Ltd., Bankers
Trust N.Y. Corp., Chemical N.Y. Corp., Canadian Imperial Bank of
Commerce, Toronto Dominion Bank, Commerzbank A.G., Bank of
Nova Scotia and Long Term Credit Bank). This suggests that though
there was a group of very big banks which were the clear leaders in
the organization of syndicated credits, one can distinguish a group
of very big banks which were relatively less active in the
organization of such credits and a group of relatively more active
not-so-big banks. For the sake of convenience, these three groups
of banks are called the leaders, the followers and the challengers,
respectively.

With regard to the motivations behind distinct behavioural
tendencies it can be said that during the first period of the sovereign
lending boom, 1974-1978, all participants in these syndicated credits
enjoyed high interest income from the wide spreads over base
interest rates charged to developing country borrowers, and the few
organizers?® also enjoyed high commissions on top of any
participation they took in those credits. This good income acted as a
strong incentive for new entrants into the syndicated loan market,
which averaged 65-70 per year between 1973 and 1980.2! The
significant commission income available to the lead managers capable
of organizing these new entrants into syndicates provided an
incentive for banks which already possessed an international presence
to mobilize large syndicated credits and, in this sense, to challenge
the leaders which had dominated the organization of these credits.
This naturally resulted in much increased competition to organize and
place syndicated credits with developing countries which in turn
produced a tendency for individual loan volumes to increase sharply
and for spreads (and to a lesser extent, commissions) to narrow
significantly during the high cycle of sovereign lending as of 1978. A
kind of price war among TNBs was the consequence, something which
stimulated borrowers to request ever-increasing volumes of
syndicated credits and caused lenders to seek out an ever-widening
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circle of clients, This differential behaviour of TNBs --especially in
so far as it was captured by the categories of leaders and
challengers~- would have an important influence on the debt crisis
which followed the collapse of syndicated lending to developing
countries.

The inability of Mexico to meet its external obligations in August
of 1982 has generally been taken as the event and the date which
separated the period of primarily "spontaneous” bank lending, that is,
voluntary lending to developing countries in accordance with market
conditions, from the period of primarily "concerted" bank lending,
that is, mostly involuntary lending to developing countries with debt
problems, usually in the context of IMF-administrated adjustment
programmes and TNB debt reprogramming agreements designed
and administrated by bank steering committees. Transnational bank
lending to developing countries fell by one half on average from
US$43 billion a year during 1978-1982 to US$18 billion during
1983-1986 which meant that bank loans as a percentage of resources
received by developing countries fell from 36 to 21 (see table 1).
The syndicated bank loan lost its importance as a principal
instrument (compared to international bond issues) for raising capital
on international markets, falling from 58% to 21% of the total raised
(see table 2) and the developing countries’ share of the overall
amount raised through the use of that instrument also fell from 42%
to 21% over the same period (see table 3). The Latin American region
saw its share of the syndicated loans contracted by developing
countries fall from 61% to 15% (see table 5). For the developing
countries generally the 1983-1985 period was characterized by a steep
decline in bank lending combined with a sharp rise in deposit taking
from those countries which resulted in a net transfer of resources
abroad (see table 4), even without considering the payment of the
external debt during this period.

The medium-~term public and publicly guaranteed external debt
of the 75 developing countries which had access to international
bank credits rose from US$337 billion to US$479 billion in
constant 1980 values between 1982 and 1986 (42%); however few
significant changes took place in the structure of that external
debt. With regard to creditors, the debt held by official ones
fell from 45% to 42% between 1980 and 1986, thereby making it for
the first time smaller than that held by banks alone, which reached
48% of the total in 1986 (see annex 6). Those changes resulted in
the fact that the average annual net transfer from TNB loans fell
from around US$12 billion during 1978-1982 to a net outflow of
US$8.2 billion over the 1983-1986 period (see annex 7).
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Most of that transfer problem created for the developing
countries fell on the shoulders of the 24 major borrowers discussed
earlier. Their public and publicly guaranteed debt rose from US$225
to US$326 billion. Their debt to official creditors fell to about one
quarter of the total long-term public and publicly guaranteed debt
and that to transnational banks alone grew to almost two thirds of
the total (see annex 8). The average annual net transfer from TNB
loans dropped from US$10 billion during 1978-1982 to a net outflow
of US$8.9 billion during 1983-1985, thereby creating grievous
payments difficulties for these major borrowers (see annex 9). All in
all, by the end of 1982, 34 countries were in arrears on their
external debt.22 On top of the liquidity crisis of Eastern Europe came
the debt crisis of Latin America and that produced a kind of crisis of
confidence in the interbank market which became manifest in the
sharp decline in transnational bank lending to developing countries
in the period which followed.2® Over the next three vyears
about US$183 billion of outstanding debt with TNBs was
rescheduled by developing countries experiencing balance-of-
payments difficulties and by the end of 1986, 57 developing
countries had outstanding external arrears.?¢

In hindsight, it is clear that during the boom in sovereign
lending the banks, especially the bigger ones, placed an excessive
amount of credit in many developing countries. Once the debt service
problems of some of the more important borrowers became apparent,
the TNBs quickly and severely reduced their previous levels of
lending. Both of these actions exaggerated the boom and bust phases
of the bank: developing country relationship and this procyclical
behaviour contributed directly to the genesis and prolongation of the
debt crisis. That the TNBs placed an excessive amount of external
credit in developing countries during the boom, 1974-1982, is not
difficult to demonstrate. For example, an IMF document asserts that
"Banks continued to expand their lending to countries pursuing
inappropriate policies for several reasons. In particular, they
‘underestimated the risk associated with sovereign lending and were
not sufficiently forward-looking in their evaluation of
creditworthiness. The balance sheet ratios of commercial banks
deteriorated substantially during the years preceding the spread of
sovereign debt problems".25 The Economist had even harsher words
for the banks in this regard: "In fact the banks have nobody but
themselves to blame for many years they lent on risks that were
known to be bad .." 26 and "Bankers lent like madmen to LDC
borrowers in the run-up to August 1982, unprepared for the third
world debt crisis because it had been almost half a century since
sovereign government had last defaulted on their debts".2” These
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commentaries differ considerably in emphasis in the sense that the
first suggests that the TNBs suffered a kind of technical failure with
regard to their risk assessment and creditworthiness evaluation
abilities whereas the second seems to indicate that the problem had
more to do with a character flaw. Taking into account the
unregulated status of this sovereign lending market and its
oligopolistic nature, it can be argued that transnational banks most
probably did not efficiently assign resources. In fact, when the
market was relatively less open, it would probably be reasonable to
suppose that banks were underlending, with the major transnational
banks using their market power to obtain monopoly rents, as appears
to be the situation during the early to mid-1970s. As the market
became more unstable due to the sharp increase in new entrants
(lenders) it could be argued that the ensuing price war for
syndicated credits to developing countries resulted in a situation of
excess lending, as would seem to have been the situation in the late
1970s and early 1980s.28 The force of stiff price competition
presumably made different categories of banks behave in distinct
manners.

In order to maintain earnings, the leaders, with high exposures
in the more creditworthy sovereign borrowers, very well might
have opted for a more perilous strategy of placing loans with
riskier countries, with riskier clients (for example, non-guaranteed
private sector ones) in the same countries where they were already
overexposed or entering new riskier areas of financial intermediation
in the international capital market. The challengers might have
sought to keep their income up by organizing evermore syndicated
loans for the more creditworthy sovereign borrowers, compensating
for lower commissions and fees on each transaction by raising
higher volumes via the incorporation of more newcomers as
participants. These smaller new entry banks were interested in
participating in these syndicated loans in order to diversify
their existing national loan portfolios and to break into the
ranks of the international banks, then considered very
prestigious. This situation thereby would have resulted in the
accommodation by banks of the apparently insatiable demand for
external resources demonstrated by the sovereign borrowers as
spreads narrowed and commissions fell. The natural consequence
of such market behaviour, characterized as it was by excessive
and imprudent lending as well as exaggerated borrowing, would be
the debt crisis.

It has been argued by many that the debt crisis partly owes its
origin to the failure of the risk assessment and creditworthiness
evaluation abilities of TNBs in general. Several appreciations of TNB
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abilities in these fields have, in fact, suggested that the TNBs were
very deficient in this regard.?® Building on these findings, a more
general hypothesis affirms that banks tended to assume excessive
exposure to insolvency due to "disaster myopia".3® According to this
concept, negligible barriers to entry into the international syndicated
loan market resulted in the erosion of returns to lenders over time.
To maintain earnings banks either had to forgo the collection of an
uncertainty premium for bearing exposure to a major shock of low,
but unknown, probability and/or allow their capital positions to
decline and/or their exposure to funding shocks to rise. In this
sense, increased competition to place syndicated credits with
developing countries resulted in a systematic tendency on the part
of the transnational banks to underestimate certain shocks of low or
unknown probabilities, especially transfer and funding shocks.3! In
this competitive context, it is extremely difficult for any one
individual bank to adopt more prudent policies while others do not
also adopt them. Disaster myopia, apparently, can only be effectively
avoided through more complete bank supervision at the national level
and not through the prudent initiatives of individual banks. It is the
system more than the participants which is at fault, according to this
view. Put in the context of the previous analysis of the market
dynamics this disaster myopia could well be more associated with the
behaviour of all the principal organizers. but most especially the
challengers during the high cycle of sovereign lending.

Another point of view suggests that the excessive lending during
the boom was as much a result of the flawed character of some of
the major banks as any possible technical failure on the part of
banks or their supervisors. It suggests that they acted deliberately in
the sense that they "advanced" loans to inexperienced sovereign
borrowers through their promotional efforts. As one study on the
subject maintains,32 this amounts to the placing of loan packages
with borrowers traditionally denied access to international credit
markets altogether or who were at least denied such large amounts
of funds. The developing countries risk characteristics, which
presumably were responsible for their previous exclusion from
easy credit terms, remain unchanged but suddenly these potential
borrowers find creditors clamoring for their attention. They
persuaded borrowers to agree to credits although those borrowers
had no initial thoughts of borrowing or, at least, not such large
volumes. The experience of one loan officer is of significance for
this argument. He stated that: "In international lending, American
banks frequently violate the oldest precepts of lending against
security. As a domestic credit analyst, I was taught to develop
reasonable asset security for all loans unless the borrower was of
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impeccable means and integrity. As an international loan officer,
I was taught to forget about that, and instead to develop a set of
rationales that would make the home office feel good about the loan,
even though, technically, it was "unsecured’.">® This statement not
only reflects badly on the risk assessment and creditworthiness
evaluation abilities of the major transnational banks, one is led to
the conclusion that some knowingly organized bad quality but high
profit foreign loans. Put in the context of the previous analysis
of the sovereign lending market dynamics during the boom, this
tendency might be more clearly associated with the behaviour of
some of the leaders.34

Information collected on the overall exposure of creditor banks
which report to the Bank of International Settlements (BIS) in Basle,
Switzerland, throws some interesting light on this behaviour of the
major United States banks when combined with information on the
public and publicly guaranteed debt held by financial institutions
which is collected by the World Bank Debtor Reporting System. The
BIS presents a rather comprehensive series on the overall exposure
(that is, the exposure from all lending not only syndicated
medium-term lending to the public sector) of BIS-reporting banks to
individual developing country debtors. The Federal Financial
Institutions Examination Council of the US Federal Reserves offers
similar information for US banks and it even distinguishes the
exposure of the top nine US banks as a group (that is, the five
leaders, two challengers and two others) as well the sectoral nature
of exposure (that is, public or private sector). By introducing the
World Bank Debtor Reporting System information on the public
and publicly guaranteed medium-term debt of individual debtor
countries, it is possible to derive a public sector/private sector
breakdown of exposure of the United States and non-United States
banks. Obviously, the combination of these distinct data series is
not perfect, nonetheless, it does permit one to derive approximations
for the different kinds of bank exposure over the 1979-1986 period.3®

Figures 2 through 4 provide the relevant information for the
Latin American countries and the individual cases of Mexico and
Brazil, the two largest debtors. These lay the framework for the
analysis of the six case studies presented in the next chapter. A
comparison of figure 2.a) indicating the exposure of BIS reporting
banks to public sector borrowers in Latin America to figure 2.b)
which shows their exposure to private sector borrowers in those
countries makes it manifest that even during the boom United States
banks, especially the top nine United States banks, had already built
up exceptionally large exposures to these countries and their exposure
was primarily with private sector borrowers, whereas the exposure of
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Figure 2
LATIN AMERICAN COUNTRIES: EXPOSURE OF BANKS BY SECTOR?
(Biltions of 1980 U.S. dollars)
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Figure 3
MEXICO: EXPOSURE OF BANKS BY SECTOR?
(Billions of 1980 U.S. dollars)
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Source: ECLAC/CTC Joint Unit, see Annex 18.
a1‘4::p.9 + 158 Others = Total U.S. banks.
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Figure 4
BRAZIL: EXPOSURE OF BANKS BY SECTOR?

(Billions of 1980 U.S. dollars)
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the non-United States banks was principally with public sector
borrowers. Because the top nine group of United States banks is
heavily weighted by the five leaders, it seems reasonable to conclude
that these data support the hypothesis that during the boom the
leaders lent increasingly to riskier unguaranteed clients in the private
sector. During the crisis period both United States and non-United
States banks rapidly reduced their exposures to private sector
borrowers --flows were negative after 1982-- in some cases
transferring part of that exposure to the public sector via
restructuring agreements. Unfortunately, it was not possible to
separate out distinct items of the private sector exposure, such as
short-term trade credits (with or without home country guarantees
from official export promotion institutions) or interbank lines of
credit, or medium-~term direct credits. It is thought that non-United
States bank exposure to the private sector was of a short-term
nature and with a higher proportion carrying guarantees whereas the
United States bank exposure was more in the nature of a
non-guaranteed medium-term direct loan. Perhaps for this reason the
non-United States banks were more willing than United States banks
(especially the smaller ones) to extend their overall exposure by
lending to public sector borrowers, after the crisis began. Simply put,
the impact of United States bank behaviour was more procyclical and
therefore less accommodating for debtors during the crisis.

Figures 3 and 4 tell a similar story for the cases of Mexico and
Brazil, that is, during the boom the United States banks, most
notably the top nine United States banks, had built up a larger
exposure to private sector borrowers, whereas the non-United States
banks concentrated more on presumably safer public sector clients
which offered a State guarantee to the lenders. During the crisis, the
change in exposure was relatively similar in that lending to the
private sector collapsed, however, the fact that the Mexican
exposure was somewhat greater and that "other" United States banks
played a larger role meant that-the credit crunch :‘was more profound
in that-country in.compatison to Brazil. In terms of the contribution
to the new money facilities of the debt restructuring packages the
non-United States banks were considerably more liberal than the
United States banks, especially in the case of Mexico. Within the
category of United States banks the top nine were more willing to
contribute than the other United States banks, most notably in the
case of Mexico; however, it should be noted that the other United
States banks made a significant contribution to the 1984 restructuring
package put together for Brazil. The information for Mexico and
Brazil confirms that the top nine United States banks were very
exposed in these countries. The leaders, as table 10 demonstrates, had
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Table 10

THE TOP FIVE US BANKS ACCORDING TO THEIR EXPOSURE IN THE TWO
PRINCIPAL DEVELOPING COUNTRY DEBTORS, END-1982 o/

(Millions of US dollars and percentages)

Capital Bank Brazil Mexico Total Exposure as

b/ percentage

of capitat
5 989 Citicorp 4 402 3270 7 672 128
4 799 Bank America 2 299 2 500 4 799 100
4 221 Chase Marhattan 2 402 1688 4 090 97
3107 J.P. Morgan & Co. 1 687 1081 2 768 89
2 592 Manufacturers Hanover 2014 1729 3 743 %4
20 708 Jotal top nine US banks 12 804 10 268 23 072 m

As percentage total all US banks </ 59 42 50

As percentage total BIS-reporting
banks &/ 21 17 19

Source: Calculated from information contained in Cline, W.R., '"International Debt and the
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Stability of the World Economy", Policy Analysis in Intermational Economics, 4, Irstitute
for International Economics, Washington, D.C., September 1983, table 6, p. 34, from Bank
for International Settlements, The Maturity Distribution of International Bank Lending,
second half 1983, Basle, July 1984, p. 6 and Federal Financial Institutions Examination
Council, Statistical Release: Country Exposure Llending Survey, December 1982,
Washington, D.C., 1 June 1983, table 1, p. 2.

Includes all cross-border loans in foreign currency.

The sum of shareholders equity, subordinated notes, and reserves against possible loan losses.
Fully consolidated data covering 171 banking organizations. Data cover cross-border
and non-local currency lending and have been adjusted to reflect guarantees and indirect
borrowing.

Aggregated external positions of banks located in Austria, Australia, Belgium, Luxembourg,
Canada, Dermark, France, Germany (Federal Republic of), Ireland, Italy, Japan, Netherlands,
Switzerland, United Kingdom, United States plus some of their affiliates domicited in
financial centres (Bahamas, Caiman Islands, Panama, Hong Kong and Singapore).



exposures in these two countries (combined), which exceeded the
value of their primary capital. Numerous United States banks were
overexposured in these two cases according to the rules of the
United States Interagency Country Exposure Review Committee
(ICERC). Those rules state that the maximum exposure to any one
borrower was generally not to exceed 10% of a bank’s capital.36
Moreover, the principal United States banks’ behaviour differed
considerably from non-United States banks in the sense that during
the boom they were more exposed to riskier unguaranteed clients in
the private sector and during the crisis they were less well-disposed
to contribute to new money facilities. These principal United States
banks demonstrated the most procyclical behaviour of all banks, both
during the boom and during the crisis.

The inability of the debtor countries to meet their external
financial obligations with banks resulted in the formation of bank
advisory committees or steering committees for the discussion and
administration of the reprogramming of capital payments and the
possible placing of new bank resources to cover a portion of
outstanding interest due. For the cases of Brazil and Mexico, by far
the biggest developing country sovereign debtors, these committees
were completely dominated by the leaders as table 11 indicates. Seven
United States banks (the five leaders plus two challengers) form part
of these committees and in each case Citicorp is the principal
co-ordinating agent or chairman and another of the leaders is a
co-chairman. Moreover, of a total of 27 positions on these combined
committees United States banks controlled 14, as well as four of the
six chairman posts dominated by banks from the leader category.
Those banks were far more influential in these committees than all
the others. This dominance of the steering committees of Mexico and
Brazil by the leaders was to have some unfavourable consequences for
those debtors. It now seems clear that the United States banks,
especially the leaders, used their control of the bank steering
committees to obtain particular advantages vis-a-vis non-United
States banks, smaller United States banks and, most particularly, the
debtor countries themselves,

The bank steering committee members enjoyed high fee (and
interest) income during the first phase of the debt restructuring
process, 1982-1984. More importantly, at the cost of a minor
expansion of their existing exposures in the form of new money
facilities, these banks were sometimes able to greatly increase the
security of their (greater) exposure to private sector borrowers
(mostly in the form of direct loans and short-term credit) by having
them incorporated in one manner or another into the debt
restructuring agreements, thereby acquiring a State guarantee in an
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Table 11

TRANSNATIONAL BANK STEERING COMMITTEES FOR BRAZIL
AND MEXICO DURING THE 1980s

Totals
Bank and group Nationality Brazil Mexico
Members Co-ordinator
1. Leaders 5 H 10 2
Citicorp USA XXX XXX 2 2
BankAmerica USA x xx 2
Manufacturers Han. USA x X 2
Chase Manhattan USA x x 2
J.P. Morgan USA XX x 2
11. Challengers 5 5 10 -
Bank of Tokyo Japan x x 2
Chemical Bank USA x x 2
Bank of Montreal Canada X x 2
Bankers Trust USA X x 2
Lloyds Bank United Kingdom XX x 2
I11. Followers 2 1 3 -
Deutsche Bank Germany (FR) x x 2
Credit Lyonnais France x 1
1V. Others on Committee 2 2 4 -
Arab Banking Corp. Other x 1
Union B. of Switzertand Other x 1
Swiss B. Corp. Other XX 1
Société Générale France x 1
Total 14 13 27 2
Distribution nationalit
USA 7 7 1% 2
Japan 1 1 2 -
Canada 1 1 2 -
United Kingdom 1 1 2 -
f. R. of Germany 1 1 2 -
France 1 1 2 -
Other 2 1 3 -

Source: Joint ECLAC/CTC Unit.

ote: A hyphen signifies zero.

s§x|z

= Co-chairman.

Member of Committee.

= Co-ordinating agent/chairman.



ex-post facto manner. Furthermore, these restructuring agreements
often had the effect of grouping all local debtors into one category
and assigning debt service to the State. This meant that the riskier
unguaranteed clients (to which were undoubtedly charged a higher
rate of interest on their original loans) of the leader banks were
suddenly of equal legal status as the more creditworthy clients of the
same country. Thus, it seems that the leaders used their domination
of the bank steering committees to gain particular advantage in terms
of greater security for their more risky exposure and an improved
income stream from fees and punitive interest rates. Observers have
noted that "Ironically, during 1982-1986 the debt crisis did not have a
serious adverse effect on the reported current earnings of the banks,
even though it called into question their very solvency".®? They went
on to note that the net income of the top nine banks (with the
exception of BankAmerica) continued to rise over the period and that
existing dividend payout ratios in 1982 were maintained over the same
interim. For the leaders, then, the debt crisis to a certain degree
represented an opportunity to obtain additional income and portfolio
security primarily at the expense of other banks, aside from benefits
obtained from the debtors themselves.

The behaviour of other United States banks also had adverse
consequences for the debtor countries due to the procyclical nature
of its impact. These smaller banks were rarely represented on bank
steering committees and therefore did not receive additional fee
income from the restructuring agreements. Like the leaders, they
were able to obtain greater security for any unguaranteed private
sector exposure, to the extent that it was incorporated into formal
agreements. Their much lower average exposure, nonetheless, made
them less responsive to agreements incorporating equiproportional
increases in exposure as an element of new money facilities. These
banks, slowly at first, began to act in the manner that once their
initial benefits were secured they did their best to opt out of any
facilities which contemplated increases in existing exposures.

The behaviour of the non-United States banks is not so easily
discerned as was the case for United States banks due to the number
of nationalities of banks involved. Non-United States banks did
provide the bulk of the new money associated with the agreements
restructuring developing country debt because the usual net effect of
small United States banks bailing out of those agreements and of the
big United States banks increasing their exposure in only a minor
way was only a small net increase in the exposure of United States
banks as a group. The behaviour of non-United States banks varied
considerably according to diverse factors, such as nationality, existing
levels of exposure, the proportion of that exposure in developing
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countries and the nature of national bank regulations in respect of
capital, provisioning, the tax treatment of debt write-offs, etc.

Table 12 provides information on the exposure of the most
important creditor banks by nationality in Latin America at the end
of 1985. It is evident that the banks from the United Kingdom, Japan
and Canada had been the most active in Latin America. Canadian
banks had an exposure rivalling that of the much larger French and
German banking systems. Generally, with the exception of the United
Kingdom, the European banking systems had more minor exposures
in Latin America. Other sources of information suggest that
European banks had substantially less of their overall lending
located in developing countries, ranging from 18% in the case of
Switzerland to 45% in the case of the United Kingdom than did
United States banks which, on average, had placed 61% of their
loans with developing countries by the end of 1985.3% Generally,
the European banks, excepting the English ones, tended to be more
prudent in respect of their lending to developing countries and are
therefore less vulnerable. That, in part, was a consequence of the
more rigorous bank regulations that they faced in respect of capital
adequacy, reserves, provisioning for bad debts and its fiscal
treatment.3? These banks tended to be more flexible in the debt
restructuring process than the United States banks and, initially,
the Japanese, Canadian and United Kingdom banks as well.

In summary, it is evident that bank behaviour may be usefully
distinguished according to category (leader, challenger, follower)
and nationality. One category of banks (leaders) which all happen to
be of the same nationality (United States) dominated both the credit
expansion and debt restructuring phases. They were the single most
active category of banks and ended up being the most exposed of all
banks. As price competition increased, they tended to actively seek
out riskier clients, something which made them extremely vulnerable
once the debt crisis began. Nonetheless, those same banks dominated
the steering committee established to deal with the major
over-indebted developing country borrowers, and they seem to have
been able to derive special benefits from such dealings. It would
appear that this leader behaviour is more important as a causal
factor in the creation of the debt crisis than was the simpler
disaster myopia demonstrated more typically by challengers and
followers.

As has been noted a number of times, the debt crisis was a
result of a host of factors of which the negative impacts on debtors
from changes in the international environment, inappropriate policy
responses by many of the principal borrowers and the procyclical
behaviour and questionable lending practices on the part of some of

62



£9

Table 12

LATIN AMERICA: EXPOSURE OF PRINCIPAL CREDITOR BANKS BY NATIONALITY AS OF END- 1985

(Millions of US dollars and percentage)

Debtor Latin
Creditor Brazil Mexico Argentina___ Venezuela Chile Colombig Peru Other America
United States 25 600 2_100 8 900 8 900 7 000 3 259 1.800 10 941 90 500
Europe: eight countries 23 174 20 961 10985 B 435 5 003 2279 197 7420 80 228
(United Kingdom) 9 140 8 669 3677 26% 2178, 756, 649 2287 30 046
(France) 6 802 4 500 1580 2 009 600~/ 600/ 561 395 17 047
(Germany Federal Republic) 4 680 3 570 2 540 2 070 970 260 230 470 14 790
(Switzerland) 1 446 1477 1 080 555 461 126 174 2597 7 916
(spain) 507 1360 % 575 606 m 212 135 5 470
(Ttalyy 2/ 439 1365 704 496 173 16 70 7% 3 339
(Belgium) 160 20 690 40 15 410 15 270 1 620
other 13 759 15_481 5 738 5 707 2789 1492 547 123 46 349
(Japan) 2/ 8 200 10 000 4300 3650 1400 17000 400 780 29 730
(Canada) =/ 5 559 5 481 1438 2 057 989 42 %7 456 16 619
Total 11 countries 62 533 60 542 25 623 23 042 14 792 7.030 4318 19 597 217 077
Percentages

United States 40.9 39.8 34.7 38.6 47.3 46.4 41.7 35.8 41.7
Europe: eight countries 37.1 34,6 42.9 36.6 33.8 32.4 45.6 37.9 37.0
(United Kingdom) (14.6) (14.3) 4.4) atn a.n), (10.8), 15.0) arn (13.8)
(France) (10.9) 7.4) (6.2) 8.7 @.nY 8.5 (13.0 (2.0) 7.9
(Germany Federal Republic) 7.5 5.9 9.9) (9.0) 6.6 3.0 5.3) 2.4) 6.8)
(Switzerland) 2.3 2.4) (4.2) 2.4) 3.1 .8 ; 4.0) (13.3) (3.6)
(Spain) - €0.8) 2.2) (2.8) (2.5) 4.1 (1.6) 6.3) 6.8) (2.5)
(taly) 2/ 0.7 .3) 2.7 2.2) 1.2 0.2) (1.6) 0.4) (1.5)
(Belgium) (0.3) 2.7 (0.2) 0.1 (5.8) €0.3) 1.4) ©.7)
other 22.0 5.6 22.6 2.8 19.0 .2 2.7 6.3 2.6
(Japan) X/ as.n (16.5) (16.8) 15.8) 9.5) 14.2) .3 (4.0) 3.0
(Canada) &/ 8.9 .1 (5.6) (8.9) 6.7 (7.0) 3.4) 2.3 7.7
Total 11 countries 100 100 100 100 100 100 100 100 100

Source: Based on Central Bank data from listed countries with exception of those marked by asterisks, which are estimates of Banking Analysis Limited

(I1BCA), London. Data published in Instituto de Relaciones Europeo-Latinoamericanas (IRELA), Europa y la deuda_externa de América Latina,
Dossier, No. 11, June 1987.




the major TNBs are among the more pertinent. Here the focus is on
the latter which is the less well-known causal factor. One clear
conclusion from the foregoing analysis is that through their
behaviour both the debtor countries and the creditor banks
contributed to the genesis of the crisis. A relevant concern is to
what extent, in general, was the adjustment burden shared between
those same major participants. The next section is addressed to that
question, :

D. The TNB debt restructuring process, 1983-1987

As was mentioned previously, the apparently successful resolution of
the Turkish external debt problem in the late 1970s and early 1980s
gave the bankers and government officials involved cause for
satisfaction. During 1978-1981, Turkey restructured US$5 500
million with official multilateral creditors and around US$3 200
million with banks and, after successfully implementing a stiff
adjustment policy incorporating a three year IMF stand-by
arrangement, that country seemed to have gradually restored its
creditworthiness. The apparent success of the Turkish external debt
crisis seemed to have confirmed to bankers’ and officials’ minds
that their manner of dealing with the individual debt crises, that is,
putting the burden of adjustment on the borrower was the correct
one. The widening of the debt crisis, first, in the form of the 1981
Polish crisis with its "contagion effects" for Eastern Europe and
later via the inability of Mexico to continue servicing its external
debt as of August 1982, which became the general situation for
debtors, put that viewpoint to severe test.

One should remember that in 1974 there were only three
countries in arrears on their external debts and those arrears added
up to only about US$500 million. There was no debt crisis, as such,
in spite of the balance-of-payments disequilibrium caused by the rise
in the international price of petroleum instituted by OPEC. By 1982,
however, 34 countries had external arrears and that figure rose to 57
by the end of 1986. Signs of a serious debt crisis were becoming
apparent even during the high cycle of sovereign lending to
developing countries, 1978-1982, as measured by the number and
value of TNB debt rescheduling agreements, The last half of 1982
was characterized by frantic efforts to rescue debtors, such as
Argentina, Brazil, Chile, Ecuador, Mexico, Rumania, Uruguay and
Yugoslavia, initially by way of IMF packages and bridge loans
from the Bank for International Settlements (BIS) and United States
government agencies. These efforts were followed by external debt
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restructuring in the bank Steering committees (London Club)
and official multilateral (Paris Club) fora. In its first instance,
this intense and unprecedented interaction among the IMF,
the OECD governments and agencies and the commercial
banks demonstrated that the crisis was being taken seriously by
creditors.

An interesting appreciation of the principal characteristics and
elements of the developing country TNB debt restructuring with
transnational banks is contained in table 13. By far the most
outstanding characteristic of the debt restructuring process was the
uneven distribution, with Mexico alone accounting for one third of
the resources directed toward restructuring packages; a total equal to
that for a/l non-OPEC major debtors and considerably more than that
going to Brazil or OPEC major debtors. Mexico was obviously the
focus of attention whereas Brazil restructured only relatively minor
amounts, received no new money after 1985 (until 1988) and tried to
make do utilizing other facilities, especially short-term lines of
credit. The non-OPEC major debtors, primarily Latin American
countries, were important but less so than Mexico alone in so far as
restructured capital payments are concerned. In terms of instruments,
restructuring packages consisted primarily of reprogrammed capital
payments coupled with a small amount of new money and minor
quantities of other facilities (Brazil being the exception). Thus,
the restructuring process was centered on the Latin American
countries, chiefly Mexico and the other non-OPEC major debtors
and, in relative terms, Brazil was becoming increasingly the odd
man out, as it attempted to avoid increased conditionality
associated with a new IMF agreement and broader TNB debt
restructuring.

Another dominant characteristic of the debt restructuring process
of 1983-1987 was its changing nature. The total resources devoted to
debt restructuring packages demonstrated much instability on an
annual basis, with 1984 and 1986 being years of significant decline
and 1983, 1985 and 1987 being ones of considerable expansion
particularly when dealing with reprogramming alone, that is,
excluding new money and other facilities. New money packages
declined continually from US$14 400 million in 1983 to almost zero
in 1986 although Mexico and Argentina obtained some in 1987. Other
facilities would have followed a similar decline had it not been for
the large amount of short-term credit and the extension of maturities
offered to Brazil in 1986 in order to keep negotiations going. In
other words, the debt restructuring process showed considerable
variation even at the level of groups of countries.
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Table 13
DEVELOPING COUNTRY DEBT RESTRUCTURING PACKAGES WITH TNBs, BY DERTOR GROUP, 1980-1987 o/

(Biltions of US dotliars)

Total Percentage

1980-1982 1983 1984 1985 1986 1987 1983-1987 distribution
1. Restructuring &/ 5.3 35.6 8.7 84.1 36.1 12.8 213 70
Nexico - 20.2 . 48.7 . 3.7 112.6 28
Brazil - 4.5 4.8 - 6.7 - 16.0 4
Major debtors: non-OPEC o/ 5.39/ 5.5 2.4 30.0 3.8 48.0 89.7 22
Major debtors: OPEC &/ - 3.7 . 43 2.9Y 2119 54.0 1%
ALt others 459 1.7 1.5 1.1 0.7 . 5.0 1
1. New money &/ 0.1 1.4 1o 5.7 0.3 6.6 38.0 10
Mexico - 5.0 3.8 - - 5.0 13.8 3
grazil - o4 6.5 . - - 10.9 3
Major debtors: non-oPec £/ 0.1 44 0.7 5.5 - 1.6 12.2 3
Major debtors: OPEC e/ - 0.4 - 0.2 0.3 - 0.9 .
ALl others 0.1 0.2 - - - - 0.2 ean
(Subtotal 1 + I1) 5.4 (50.0) 8.7 (89.8) 35.7) €119.4) (314.6) ™
(Mexico) ) (25.2) .8) “8.7) ) 8.7 126.4) G2)
(Brazil) ) (8.9) (11.3) ) 6.7 ) (26.9) 136
(Major debtors: non-OPEC) 54 5.4) 9.9 G.1) (35.5) 3.1 49.6) €101.2) €26)
(Major debtors: OPEC) &/ ) .1 ) €4.5) &Y Ly (564.9) 14

(ALL others) ) (1.9 (1.5) a.h 0.7 - (5.2) (4]
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Table 13 (concl.)

Total Percentage

1980-1982 1983 1984 1985 1986 1987 1983-1987 _distribution
I11. gther facilities 1/ 0.2 22.4 16.9 7.1 28.1 8.3 82.8 21
Mexico - - . 1. - 1.0 2.0 1
Brazil - 15.8 15.1 - 2.1 . 55.0 1%
Major debtors: non-OPEC & 0.2 5.9 1.7 4.9 3.9 7.3 3.7 6
Major debtors: OPEC &/ - 0.7 - 1.1 - - 1.8 .
ALL others 0.1 0.1 0.1 0.1 - 0.4
Totat 1+ 11 + 111 &/ 5.6 2.4 3.6 9.9 6.5 127.7 308.1 100
Mexico - 2.2 3.8 ©.7 - 4.7 128.4 32
Brazil - 2.6 26.4 . 30.8 - 81.8 21
Major debtors: non-OPEC &/ 5.6 15.8 4.8 40.4% 7.7 s6.9l/ 125.6 32
Major debtors: OPEC &/ . 4.8 . 5.6 .20/ 2119/ 56.7 14
ALl others aee 2.0 1.6 1.2 0.8 - 5.6 1

Source: Joint ECLAC/CTC Unit on basis of information contained in table II-3 of IBRD, Developing Country Debt, Washington, D.C., February 1987, pp.
XXVI-XXI and updates.

8/ Organized by date of signature of agreement. The following agreements in principle are excluded: Honduras (1983, 1984 and 1987), Peru (1984),
Zambia (1984), Costa Rica (1985), Cuba (1985), Congo (1986), Morocco (1986), Mozambique (1987) and Jamaica (1987).

b/ Consolidation of debt into new long-term obligations; includes arrears as well as future maturities.

£/ Includes Argentina, Chile, Cuba, Peru, Panama, Bolivia, Uruguay, Philippines, Morocco, Cote d'lvoire, Turkey and Yugoslavia.

9/ Ecuador, Nigeria and Venezuela.

¢/ ng toans arranged in conjunction with debt restructuring.

Y/ Rollover or interim short-term financing of current maturities and/or maintenance of short-term credit lines.

Debt rescheduling and new money packages are the essence of debt restructuring; the other facilities are corsidered incentives to keep negotiations

progressing or to facilitate the implementation of an agreement. Although these other facilities are not here considered as debt restructuring per

se they are included to provide a more complete picture of the debt restructuring process.

B/ furkey accounted for USS2.3 billion in 1982.

17 prgentine accounted for USS13.4 billion in 1985.

I/ venezuela accounted for US$21.2 billicn in 1986, which had been agreed to in principle in 1984.

¥ 1n 1987, Argentina, Chile and Philippines entered into restructuring of US$29 500, 12 490 and 6 005 million respectively, plus new money and other
facilities.

v Venezuela,

~
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Table 14 gives a more detailed view of debt restructuring
packages with transnational banks signed by the major debtors during
the 1980s. It should be noted that some countries (Bolivia, Peru, as
well as Turkey) ran into debt service problems before it became a
general characteristic of developing country borrowers; however, the
terms and conditions of those debt restructuring agreements generally
conform to the nature of those of the first phase, with the exception
that no new money or other facilities were made available to them.

The principal feature of table 14 is precisely that there exists a
clear "phasing" in the debt restructuring process with transnational
banks. The first phase, 1983-1984, judging from the terms and
conditions shown, could be generally classified as emergency (one to
two year horizon) operations which penalized the debtor for falling
behind in his debt service. Eleven reprogramming agreements in this
phase provided for maturities of seven to eight years and carried a
spread over LIBOR of almost 2% plus an average commission of about
1.10% of the value of the debt restructured. Countries in crisis,
particularly Ecuador, Yugoslavia, the Southern Cone ones and
Mexico, generally restructured a greater part of their debt with
transnational banks and the Latin American ones made greater
concessions to the banks particularly in terms of accommodating
the banks’ desires to transfer private sector debt to the public
sector in one manner or another and to clear up arrears (see
table 15). Mexico had the leading position as far as the magnitude
of resources and the negotiated cost of the accord are concerned,
as was to be the case for the whole period. Other debtors
(Brazil, Nigeria and Peru) generally made fewer concessions but
reprogrammed significantly smaller proportions of their overall
external debt with the banks. The period of time dedicated to the
formalization of the agreements in principle generally was in the
order of three to six months given that little resistance to
accepting or implementing IMF agreements was encountered duringy
this phase and most banks, even many of the smaller ones, then
seemed willing to accept equiproportional increases in their
exposure. Accepting the differences among particular cases, this
first phase of the debt restructuring process was characterized by
harsh terms for debtors.

The second phase, 1985-1986, saw more resources on much softer
terms dedicated to the debt crises faced by the major borrowers. For
the 15 agreements of phase II, the amount reprogrammed rose by
almost 300%; however, new money facilities were sharply curtailed
and other facilities shrank somewhat, The multi-year rescheduling
agreement (MYRA) became more of a norm for Phase II of the
restructuring process as the cases of Ecuador, Mexico, Uruguay and
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Venezuela demonstrated. Argentina, like Venezuela which had also
remained outside of the formal Phase I agreements, signed its first
restructuring agreement during this phase. Brazil continued to
reprogramme debt on an annual basis while adjusting at a less forced
pace. In general, compared to Phase I, the average consolidation
period more than doubled (Brazil being the major exception), the
average spread over LIBOR fell to 1.18%, maturities stretched to
almost 13 years and commissions disappeared. The period between the
agreement in principle and the formal signing of the final agreement
tended to increase appreciably as difficulties with the meeting of
IMF programme targets and the reluctance of smaller banks to
continue extending their exposure began to come more fully into play.
In general, nonetheless, this phase represented a much improved
treatment of the debt crisis for the countries which signed new
agreements, especially Mexico.

The third phase, beginning in 1987, witnessed the maintenance of
existing levels of resources in terms of debt reprogrammed. New
money facilities increased somewhat but were concentrated in only
two countries (Mexico and Argentina). Other facilities declined
sharply in comparison to Phase II. There were only six agreements
rather than the 15 which made up the previous phase. Although the
terms and conditions improved, the debt restructuring process was
including fewer and fewer debtor countries. Few debtors could
maintain the pace or social costs of the IMF administered adjustment
programmes. Several could not even keep current on their interest
payments let alone repay capital on the original or already
restructured terms. However, terms and conditions again improved
markedly as the average consolidation periods increased to 63
months and spreads over LIBOR fell to less than 1%, maturities
lengthened appreciably to 18 years, on average. Argentina, Mexico,
the Phillipines and Venezuela, continued to restructure huge
proportions of their outstanding bank debt (82-97%); however, in the
case of Chile, the proportion restructured fell to 39%, including new
money. Again, the Mexican agreement, which seemed to represent the
first real renegotiation agreement in the sense that it was a kind of
global treatment of the external debt which encompassed the
restructuring of previous agreements over a long-term horizon
and incorporated contingency clauses with regard to growth and
export prices, deserves attention., At the same time, however,
the increasing lag between the agreement in principle and the
signing of the formal accord made manifest the serious difficulties
encountered in bringing previous participating banks, especially
small United States ones and, increasingly, European ones, into
the new agreements. This third phase, like the second, held the
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Table 14

DEBT RESTRUCTURING AGREEMENTS FOR MAJOR DEBTORS DURING 1981-1987:/

Date of Consol idation Amounts involved Maturity Relative
signature Country Agreement period ¢/ Amount re- New money Other Commi-  impor-
a/ in principle Beginning Length programmed facilities facili- Spread Grace Total sién tance
b/ date  (No. months) &/ &/ ties ¥/ Y h/ i

Iv.81  Bolivia I vir.sod/  v.s1 2% 451 . - 219 25 53 1.13 49
VIII.81  Turkey 1 n.a. n.a. n.a. 1008/ - - 1.50 - 3.0 n.a. 2
11.82 Peru I n.a. 1.80 24 350 - - 1.50 2.0 4.0 1.00 16
111.82  Turkey II n.a. vl 32 2 269% - . 1.5 2.0 3.0 . 54
Pre-crisis, subtotal 30 3170 - - 1.79 2.1 3.4 n.a. 27
11.83 Brazil I X11.82 1.83 12 4 800 4 400 15 6759/ 2.00 2.5 8.0 1.50 23
vI11.83 Chile 1 11.83 1.83 24 2 169 1 300 1 700/ 2.13 4.0 8.0 1.25 92
vI1.83 Uruguay 1 111.83 1.83 24 5759/ 240 - 2.19 2.0 6.0 1.38 63
vII.83 Peru 1 111.83 111.83 12 380 450 2 ZDOq/ 2.25 3.0 8.0 1.25 29
VII.83  Wigeria 1 22/ n.a. L e 1 935 . - 1.4 03 2.9 na. 28
VII1.83 Mexico I 111.83 VvII1.82 28 20 167 8 800 &/ LY 1.81 4.0 8.0 1.00 65
X.83 Yugoslavia I n.a. 1.83 12 950 600 800‘—"/ 1.8% 3.0 6.0 n.a. 109
X.83 Ecuador [ **/ vII1.83 XI1.82 14 1835 431 700 2.19 1.0 6.5 1.25 110
1.84 Chile 11 vI1.83 v/ v 1 160/ 780 1 700 .13 4.0 8.0 1.5 39
1.84 grazil II X1.83 1.8 12 5 900 6 500 15 1005/ 2.00 5.0 9.0 1.00 27
V.84 Yugoslavia 11 n.a. 1.84 24 1250 - - 1.56 4.0 7.0 n.a. 39
Phase 1, subtotal 41 121 23 501 37 875 1.88 3.6 7.7 1.20 41
111.85 Cote d'Ivoire 1 n.a. X11.83 25 501 104 . 1.75 2.5 7.5 - 22
111.85 Mexico 11 VIII.B4 1.87 48 28 600¥/ - - 1.00 - 14.0 . 78
V.85 Philippines 1 n.a. X.83 22 5 8855/ 925 2 974 1.63 5.0 10.0 - 122
VIII.85  Mexico i1l VII1.84 1.85 72 20 10038/ . o2 100 1.0 14.0 - sura
VIILI.85 Argentina I X11.84 1.82 48 14 200 3 700 3 10088/ 1.38 3.0 11.0 - 78
X.85 Panama [ vi.85 1.85 24 652 60 190 1.38 3.5 12.0 - 34
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Table 14 (cont. 1)

Date of Consol idation Amounts involved Maturity Relative
signature Country Agreement period ¢/ Amount re- HNew money Other Commi-  impor-
a/ in principle Beginning Length programmed facilities facili- Spread Grace Total sién tance
b/ date  (No. months) 9/ 4 ties £/ e/ b/ v
XI.85  Chile 111 V11.85 1.85 % & 859 7853/ 4 700 1.38%¢/ 6.0 12.0 - &
XI1.85  Ecuador 11 %%/ X11.84 1.85 60 4 400 200 700 1.388/ 3.9 12.0 - 99
X11.85 Yugoslavia I11 n.a. 1.85 48 3 600 . - 1.13 3.5 10.0 - 84
11.86 Morocco I n.a. 1X.83 24 538 . 610 1.75 3.0 7.0 - 14
11.86 Venezuela [ **/ V.85 1.83 2 21 172 - . 1.13 - 12.5 - 130
VII1.86 Uruguay 11 11.86 1.85 60 1 70038/ bh/ - 450 3.0 12.0 - 76
IX.8  Brazil III 111.86  1.85 12 6 671 - 230V 113 5.0 12,0 - 12
XI11.86 Céte d'Ivoire I1 n.a. 1.86 48 691 - - 1.63 3.0 12.0 - 23
X11.86 Morocco 11 n.a. 1.85 48 2 1% - 348 1.19 4.0 15.0 - 48
Phase 2, subtotal 115 743 5 774 34 922 1.18 1.5 12.7 - 58
V.87  Mexico IV X.86 s 60 43 700 7 700 os0kk/ 0,81 7.0 20.0 . 95
vI1.87 Chile IV 11.87 1.88 48 4 695-l—l/ - 1 700 1.00 6.0 15.5 - 39
VIII.87 Argentina I1 v.87 1.86 60 30 249™ 1 550 3500 o811 7.0 19.0 0.38% o7
IX.87  Venezuela 11 =/ 111.87 1.82 8 20 422 - . 0.88 - 13.0 . 86
1X.87 Philippines II n.a. 1.87 72 9 356 -Bo/ 2 965 0.88 7.5 17.0 - 82
87 Mexico V n.a. 1.88 68 9 7002/ - - n.a. n.a. n.a. - supra
Phase 3, subtotal 118 122 9 250 9 115 0.8 5.6  17.9 . 88

Source: Joint ECLAC/CTC Unit on basis of information contained in IBRD, World Debt Tables, 1987-1988 Edition, Volume 1. Analysis and Summary
Tables, Washington, D.C., January 1988, table iv-3, pp. xxxvi-xlii, plus other national and international sources.

Note: n.d. = not applicable.

*/ Excludes Cuba, which does not participate in Wortd Bank Debt Reporting System.

**/ Member of OPEC.
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Table 14 (cont. 2)

a/

i/
k/
1Y

m
n/

p/
aq/
r/

The date that the new contract was signed (month, year). Note that the signing of the contract often tock place much later than the agreement
in principal mainly due to the borrower's problems with the International Monetary Fund programme and the bank steering committee's problems
in bringing all previous lenders into the new package.

Based on newspaper reports.

The period encompassing reprogrammed payments and arrears starting on date shown and rumning for the number of months indicated.
Consolidation of debt into new long-term obligations; includes arrears as well as future maturities.

Loans arranged in conjunction with debt restructuring. Sometimes considered as the reprogramming of interest payments.

Maintenance of short-term trade or interbank lines of credit or roltover or interim financing of current maturities. These facilities are
considered primarily as incentives for the borrower to continue negotiations or to implement an agreement.

The margin over the base rate of interest (usually LIBOR). Where split rates were encountered a weighted average was calculated.

Calculated as a per cent of the original value of agreement. Principal commissions included are management, agency and drawdown fees plus
expenses where specified.

This indicator shows the amount of reprogrammed debt plus new money facilities (excluding other facilities) in relation to outstanding bank
debt at year-end previous to the new agreement.

Date of first deferment agreement with TNBs.

Third party reimbursement claims.

Revision of terms of 1979 agreements including new syndicated loan contracted in June of 1979.

Number of years that original maturities were extended.

Short-term credit maintenance. Furthermore, this agreement with TNBs was accompanied by credit for US$1.2 billion from the Bank for
International Settlements (BIS) and 1.9 billion from United States Goverrment Agencies (the Treasury and the Federal Reserve); these values
are not included in the "“other facilities” total.

Short term-credit maintenance. Furthermore, this agreement with TNBs was accompanied by credit for US$300 million from BIS; it is not
included in total for other facilities.

Includes US$359 million in short-term non-trade-related credits.

Includes payments deferred for a value of US$200 million.

Two agreements (July and September) clearing away arrears on short-term letters of credit.

A new money facility for USS3 800 million was obtained (over 10 years with a 1.5% spread over LIBOR) in a separate agreement dated April
1984. It is included here to simplify the presentation of the relevant information.

Interbank lines of credit (US$5 200 million) maintained through end- 1986, This agreement was facilitated by a credit for US$900 million from
the BIS and various credits from United States Gavernment Agencies which totalled US$2 900 million.



€L

Table 14 (conci.)

u/ Rollover of short-term debt for one year.

v/ Consolidates three separate agreements of January (US$1 160 million), June (US$780 million) and November (US$1 700 million).

W/ Short-term debt converted to medium-term.

%/ Includes rollover of short-term debt for US$15 675 million, maintenance of US$Y 800 million trade-related lires of credit plus restoration of
interbank exposure to US$6 000 million.

y/ MYRA which restructured loans which had been rescheduled by 1983 agreement. Includes rescheduling of USSS billion new money facility of 1983.
This gave rise to repeated short-term rollover of US$950 million.

z/ Includes private sector debt for US$2 643 million.

aa/ MYRA which restructured toans not included in 1983 agreement.

bb/ Deferment of first principal payment for rescheduled 1983 new money facility as amended by March 1985 MYRA.

cc/ This agreement was complemented by a bridge credit for US$500 million from the United States Federal Reserve and other participating
governments; it is not included in total.

dd/ Co-financing operation of World Bank for US$300 million not included in total.

ee/ These rates also apply to outstanding portions of 1983 and 1984 agreements.

ff/ These rates also apply to outstanding portions of 1983 agreement.

g9/ Includes US$844 million in previously restructured debt.

hh/ Agreement includes co-financing from World Bank.

ii/ Includes deferment of 1986 maturities for US$9 300 million.

ii/ This might be considered the first real “renegotiation agreement® for its magnitude, the reduction of terms on previausly restructured loars,
the ex-post change in the spread for the 1983 and 1984 new money facilities, the growth contingency co-financing tas well as regular
co-financing) of the World Bank and the contingency investment support facility.

kk/ Restructuring of prepayment which was deferred since October 1985.

LL/ Reduction in terms of 1983-1984 new money facilities and 1983-1987 restructuring agreements as well as rescheduling of some original 1988-
1991 maturities. Includes retiming element (interest paid once yearly only).

mm/ Restructuring of all principal maturities of pre-December 9, 1982 debt (maturing after December 31, 1985) for private sector borrowers is
included.

nn/ Agreement facilitated by extension of maturity of loan for US$500 million placed previously by United States Federal Reserve and other OECD
governments.

00/ An incentive offered banks that signed up before a certain date.

pp/ Agreement included reduced spread for 1985 new money facility of US$925 million.

g/ Restructuring of private sector debt.
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Table 15
LATIN AMERICA: CHARACTERISTICS OF BANK RESTRUCTURING AGREEMENTS FOR MAJOR DEBTORS DURING 1983

Medium and long-term debt Short-term debt Arrears
Date of Public Public and Private Public Private Principal Interest Future
Country agreement sector pubticly sector sector sector debt
guaranteed service
Argentina January 37 Yes ¥ Yes No Yes No Yes No Yes
Brazil February Yes Yes Yes Yes Yes No No Yes
chile July No Yes Yes &/ Yes Yes ¢/ No No Yes
Uruguay July Yes No No Yes No No No Yes
Peru July No Yes No No d/ No No No Yes £
Mexico August Yes Yes No & Yes No ef No No Yes £/
Ecuador ~ October Yes Yes Yes Yes Yes No No Yes
Cuba December Yes No No No No No No Yes
——IMF arrangements o Mew financing
In Conditional New BIS US govern- Other Official debt
place upon money money ment reschedul ing
Argentina Yes Yes Yes Yes No Yes No
Brazil Yes Yes Yes Yes Yes Yes Ho
Chile Yes Yes Yes No No Yes No
Uruguay Yes Yes Yes No No Yes No
Peru Yes Yes Yes No Ho Yes Yes
Mexico Yes Yes Yes Yes Yes Yes Yes
Ecuador ~ Yes Yes Yes No No No Yes
Cuba No 9/ No ¥ No No No No Yes

Source: Joint ECLAC/CTC Unit on basis of information contained in IMF, “Recent multilateral debt rescheduling with official and bank creditors®,
Occasional Paper No. 25, Hashington, D.C., December 1983, tabte 11.

2/ gpec member.

8/ pgreement in principle only.

Y/ excludes obl igations covered by official guarantees from creditor bank home country.

€/ Financial sector only.

o Outstanding short-term debt as of 7 March was rolled over on short-term basis.

®/ private sector debt renegotiated under separate schemes.

£/ Linked to settlement of private sector interest arrears.

8/ Not a member of the INF.



promise of a significant improvement in the treatment of developing
country debtors.

Three principal features stand out from this analysis of the
restructuring process viewed in the context of the analysis of TNB
behaviour. First, the tendency to interpret the debt crisis in terms of
Brazil and Mexico alone lost its force as their individual economic
situations and negotiating policies diverged considerably and the
importance of the cases of other major debtors began to be more
fully appreciated. Thus, the creditor group view of the debt crisis
tended to become less unidimensional. Secondly, although the
adjustment burden was borne essentially by the debtor countries alone
during the first phase of the restructuring process, it soon became
apparent that this was counterproductive and that for the debtors to
bear the burden they had to both grow out of this debt and share
some of the burden with the creditor institutions. The second and
third phases of the restructuring process were considerably better for
major debtors although fewer and fewer of them were covered by the
improved agreements. Thirdly, as some relatively small portion of the
adjustment burden began to be transferred to the creditor banks it
became increasingly difficult to raise new money and obtain other
facilities. Smaller United States banks, which did not receive the
commissions and fees collected by the steering committee members,
especially the leader group, became less willing to extend their
exposure. After initially permitting some minor expansion of their
exposure in the major debtor countries during the first phase, the
major United States banks also began to wind down their exposure
in the region. This produced a situation in which more of the burden
was being progressively pushed onto the non-United States major
banks. Due in good part to this behaviour on the part of United
States banks, the restructuring process became increasingly difficult
for all participants.

Bank behaviour was a critical factor in both the boom and
bust phases of the TNB: developing country relationship during
1974-1987. During the boom, by way of price competition challengers
increasingly gained market share from leaders with respect to the
public sector or State-guaranteed clients of most major developing
country borrowers, The leaders reacted by directing more of their
lending towards riskier sovereign borrowers on the margin of the
international capital market or toward unguaranteed private sector
clients in markets where they were already established. In this
manner the leaders tried to maintain earnings by charging higher
fees, commissions and spreads to their riskier clients in the face
of increased price competition from challengers and followers in
established sovereign borrower markets. While disaster myopia was
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characteristic of most bank behaviour in an atmosphere of
unregulated price competition the new behaviour of the leaders was
viewed more in terms of voluntary reliance on the riskier clients
whose creditworthiness did not allow them to participate fully in
the international market.

During the TNB restructuring process bank behaviour againwasa
key element. Leader banks controlled the process because of their
larger exposures and their domination of the bank steering
committees. They were able to derive special advantages in terms of
bringing their riskier clients into the restructuring agreements. This
caused tension among the TNBs as did the lack of success of the
leader bank-inspired first stage of the restructuring process. All this
suggests that TNB behaviour, particularly that of the leaders, was
one of the central factors in the creation of the TNB debt crisis in
developing countries.
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Chapter 11

THE CASE STUDIES: NEW INSIGHTS INTO THE
DIFFERENTIAL BEHAVIOR OF
TRANSNATIONAL BANKS

The analysis of the preceding chapter suggested several conclusions
with regard to the behavior of distinct categories of transnational
banks in developing countries during the credit boom and during the
period of crisis. The case studies allow one to further explore their
validity. For example, in competitive markets, that is, in those
developing countries where increased price competition by banks to
place syndicated credits was coupled with increasing volumes of
lending during the boom, it can be suggested that all three types of
the top twenty five organizers, that is, leaders, challengers and
followers, would be active in the organization of syndicated credits to
the public sector, however, the challengers would be much more
active than the leaders (which would tend to vacate those markets
where competition was stiffest). The challengers would continue to
participate actively in syndicated credits, whereas the leaders would
tend to concentrate more on direct loans to unguaranteed private
sector borrowers in those competitive markets. Followers would
participate in both syndicated credits and direct loans to the private
sector but less actively than the challengers in the former or the
leaders in the latter. Other banks, especially new entrants, would
become increasingly important as participants in syndicated credits,
especially those organized by the challengers. In riskier markets,
that is, in those developing countries which had less access to the
syndicated loan market and in which price competition did not exist
or at least was not coupled with increasing volumes of lending during
the boom, it is reasonable to presume that the leaders would be more
active in organizing and participating in syndicated credits and, to a
lesser extent than in competitive markets, in lending directly to the
private sector. The followers would behave similarly but at a lower
level of activity and the new entrants would continue as participants
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in the syndicated credits placed with or guaranteed by the public
sector. In these riskier markets, the challengers would be relatively
inactive during the boom. In gist, having been challenged as
organizers in the more competitive markets, the leaders would tend to
place more syndicated credits with riskier clients, be they private
sector ones in the more competitive markets or simply by organizing
and participating in syndicated loans to countries on the margin of
the international capital market (due to their more minor
creditworthiness). This chapter presents information collected from
the loan contracts analyzed in the course of this study as well as a
new view on some publicly available information in order to obtain a
clearer perspective on these matters. The methodology is fully
explained in annex 20.

It might be mentioned that the six case studies undertaken here
are very relevant and pertinent. Given that relatively more publicly
available information is usually found for the largest debtors, Brazil
and Mexico, it was decided to concentrate on the intermediate or
small size major debtors. The six case studies selected --Argentina,
Bolivia, Colombia, Peru, Philippines and Uruguay-- all fell into the
category of the 17 highly indebted countries as defined by the World
Bank, and formed part of the group of 15 troubled debtors cowered
by the Baker initiative.

A. TNB behaviour in the case studies: new information
from the TNB loan contracts

One of the more innovative aspects of the case study methodology
was the collection of quantitative and other information from the
individual loan contracts with transnational banks signed by the
sovereign borrowers and usually found in the depositary of the
national Central Bank. Using forms such as that contained in annex
20, information was collected from each transnational bank loan
contract which satisfied the following criteria: syndicated loans with
floating interest rates, placed with or guaranteed by the State or its
agencies (excluding Defense or Police), carrying a minimum original
value of US$! million and with an original maturity of one year or
more. Certain relevant aspects of the data collection and processing
exercises which should be kept in mind are the following:

- Credit institutions which were subsidiaries of other
transnational banks were consolidated into the head office in
cases where the latter possessed more than 50% of the
former’s shares according to The Banker, Who Owns Whom in
World Banking, 1979~1980, London, 1980.
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~ The United States dollar was used for all loan values due to
the fact that a high per cent of the total value of all these
loans was denominated in this way. For other currencies, the
conversion was made using the relevant exchange rate for the
date on which the contract was signed.

- In the case of loans with distinct rate spreads, a weighted
average was calculated for the life of the loan or, in the few
situations that this was not possible, the loan was subdivided
into components with different interest rates. The commissions
and fees were calculated as a percentage of the value of the
loan. In relevant cases they were averaged similar to manner
described above. In reaggregation exercises, the figures were
weighted according to the relevant amounts, maturities and
other quantifiable aspects of the same loans.

In general, it can be said that the data bases created for
Colombia, Bolivia and the Philippines were complete and of excellent
quality. That of Peru was very good with regard to its completeness
and quality although minor informational gaps persisted. The data
bases of Argentina and Uruguay were less complete. Much contract
information for those two cases had to be generated from secondary
sources.?? For all cases this quantitative information was reinforced
by a consultant’s report and the interviewing of public officials.

The data base created by the universe of syndicated loans
placed in these case studies is of considerable magnitude, reaching
over US$23 billion in constant values for the 1974-1982 period.
Table 16 offers an overview of that information by case. The annual
totals confirm that there is a definite high cycle (1979-1982) to the
boom period as a whole in aggregate yet the situation at the country
level was quite diverse. Bolivia had practically no access to the
market as the high cycle began, the Uruguayan and Philippine
borrowing declined sharply during that cycle and Peru’s access was
irregular. In that sense, only Colombia and Argentina seem to clearly
fit the "high cycle” norm. As is suggested by these data, even in the
most aggregated form, the case study information holds many
surprises. Placed in the context of the analytic considerations of the
preceding chapters, this information throws new light on many
distinct behaviour traits of TNB lenders as the following pages shall
make evident,

One of the most interesting aspects of the data from these six
case studies is that it allows one to distinguish the organization of
syndicated credits from the participation in them, a key factor in
differentiating bank behavior. The mobilization of capital for these
countries was very concentrated in the top twenty five organizers
identified earlier (see table 9). These top twenty five organizers
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Table 16

VOLUME OF SYNDICATED LOANS PLACED WITH OR GUARANTEED BY PUBLIC SECTOR, DURING 1974-1982

Argentina
Philippines
Peru
Cotombia
Bolivia
Uruguay

Total

(Millions of 1980 US dollars)~/

1974 1975 1976 1977 1978 1979 1980 1981 1982 Total

n.d. 6.1 143237 3895 1326.6 1621.0 1903.9  1525.2 389.0 8 632.0
128.3 106.8 530.4 359.0  1409.6 1 031.3 739.6 579.2 704.9 5 588.9
559.7 525.4 562.4 " . . 490.2 224.1 620.5 736.87 37191
37.5 179.0 156.0 19.6 91.6 735.3 636.5 810.0 378.5 3 044.1
92.0 131.0 228.4 167.5 259.0 121.0 - 410.4 . 1 409.2
n.d. n.d. n.d. 113.9 258.2 102.9 51.0 72.8 139.4~  738.2
817.5 988.1  2909.5 1049.6 33464 4 101.7  3555.0 4 018.0 2348.6 23 132.5

Source: Joint ECLAC/CTC Unit.

Note: n.d.: No data available.

* Deflated by consumer price index for industrial countries.
** £xcludes loans associated with the purchase of bad loan portfolios of certain TNBs operating in Uruguay.

r General agreement reprograming external bank debt is included in annual total.



mobilized over half (55.8%) of the total amount of syndicated credits
placed in these countries; however, they directly contributed less than
that (43%) (see table 17). There were significant differences in the’
distribution by borrower, by nationality and, above all else, by
category of lender. With regard to the borrower, for the cases of
the bigger countries where price competition played an important
role (Argentina, Colombia Phillipines and, to a much lesser extent,
Peru) the top 25 organized 48-56% of the total amount lent whereas
for the smaller countries where price competition was less important
(Bolivia and Uruguay) they mobilized 74% to 78% of the total. In
terms of their actual participation in the total value of credits
placed in these countries, the top twenty five’s share ranged from
38% to 49% for the bigger countries and from 53% to 63% for the
smaller ones.

Viewing the behavior of the principal organizers from the
perspective of nationality of bank is also informative (as is indicated
by table 17). It is evident that for the English speaking countries
(United States, Canada and United Kingdom), for example, a very
high proportion of the capital mobilized for these borrowers was
organized by banks which formed part of the top twenty five
organizers, whereas for Japan and the European countries that
tendency was less pronounced. On the whole, United States banks
raised the largest share of the capital mobilized for these countries;
however, the proportion they raised for the riskier countries (Peru,
Bolivia and Uruguay) was considerably larger than that organized for
the more price competitive markets and that was particularly true of
the United States banks which were among the top twenty five
organizers. Also noteworthy is the fact that the Japanese and the
European banks (with the exception of one German bank in the case
of Bolivia) mobilized zero or very little capital for the small riskier
borrowers, that is, Bolivia and Uruguay. Their organization of
credits in the other risky case --Peru-- is at a significantly higher
level than Bolivia and Uruguay but at a significantly lower level than
that of the more price competitive cases. In other words, the
information from the case studies clearly supports the conclusions
reached earlier regarding the behavior of the principal organizers of
syndicated loans to developing country borrowers.

The separation of the top twenty five banks’ organizational
activities according to category --leader, challenger and follower--
proved extremely enlightening. Table 18 demonstrates that the five
leaders and the ten challengers mobilized a similar amount of capital
for these six case studies, considerably more than that mobilized by
the ten followers; however, the country distribution of those
syndicated credits differed considerably. The leaders dominated the
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CAPITAL MOBILIZED IN SYNDICATED CREDITS BY CATEGORY A.ND NATIONALITY OF BANKS, 1974-1982

Table 17

(Millions of 1980 UyS dollars)

Notionality Argentina Philippines Colombia Peru Bolivia Uruguay
I. Top 25

- total 4 180.2 3 124.1 1.968.4 1 939.8 1.037.2 572.8
United States 1517.8 1 .369.9 764.2 1119.3 767.0 450.5
Japan 557.5 428.7 409.1 159.8 - -
Canada 789.6 609.8 426.3 246.2 74.3 122.3
United Kingdom 647.0 428.1 273.1 134.6 16.4 -
F. R. of Germany 351.3 209.0 ~.7 133.4 174.3 -
France 327.0 78.6 16.0 146.0 5.2 -

I1. Other banks
- total 4 452.8 2 464.9 1075.7 1.779.3 372.0 165.4
United States 395.6 604.0 137.6 577.2 200.3 110.1
Japan 1127.6 818.7 294.8 236.0 - -
Canada 73.8 66.1 6.7 24.8 - -
United Kingdom 90.8 66.1 - 10.9 - -
F. R. of Germany 352.1 52.5 22.4 5.6 - .
France 192.5 130.3 90.8 35.3 10.1
Other 2 220.4 726.9 523.4 889.5 161.6 -

111, ALL banks
- total 8 633.0 5 589.0 3 0449 3 719.1 1409.2 738.2
United States 1 908.4 1973.9 901. 1 696. 967.3 560.6
Japan 1 680.2 1247.4 703.8 395.8 - -
Canada 863.4 675.9 433.0 271.0 74.2 122.3
United Kingdom 737.7 494.4 273.1 145.5 16.6 -
F. R. of Germany 703.4 261.5 102.1 139.5 174.3 -
France 519.4 208.9 106.8 181.4 15.4 -
Other 2 220.4 726.9 889.5 1 220.9 161.6 55.3
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Table 17 (concl.)

Netionality Argentina Philippines Colonbia Peru Bolivia Uruguay

(In percentages)

1. Top 25
- otal 48.4 55.9 6.6 52.2 B.6 7.6
United States 17.5 24.5 25.1 30.1 54.4 61.0
Japan 6.4 7.6 13.4 4.3 - -
Canada 9.1 10.9 14.0 6.6 5.2 16.6
United Kingdom 7.5 7.7 9.0 3.6 1.2 -
F. R. of Germany 4.1 3.7 2.6 3.6 12.4 -
France 3.8 1.4 0.5 3.9 0.4 -
11, Other banks
- total 31.6 44,1 35.3 47.8 26.3 22.4
United States 4.6 10.8 4.5 15.5 14.2 14.9
Japan 13.1 14.6 9.7 6.3 - -
Canada 0.9 1.2 0.2 0.7 - -
United Kingdom 1.1 1.2 - 0.3 - -
F. R. of Germany 4.1 0.9 0.7 . 0.2 - -
France 2.2 2.3 3.0 0.9 0.7 -
Other 5.7 13.0 17.2 23.9 1.5 7.5
I11. AlL banks
- total o 100 100 100 100 - 100
United States 22.1 35.3 29.6 45.6 68.6 7.9
Japan 19.5 22.3 23.1 10.6 - -
Canada 10.0 12.1 7.3 14.2 5.3 16.6
United Kingdom 8.5 8.8 9.0 3.9 1.2 .
F. R. of Germany 8.1 4.7 3.4 3.8 12.4 -
France 6.0 3.7 3.5 4.9 1.1 -
Other 25.7 13.0 32.4 23.9 11.5 7.5

Source: Joint ECLAC/CTS Unit.
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RANKING OF PRINCIPAL ORGANIZERS OF SYNDICATED CREDITS, 1974-1982

Table 18

(Rank values and millions of 1980 US dollars)

Leaders

Citicorp

Bank America
Manufacturers Hanover
Chase Manhattan

J.P. Morgan & Co.

Challengers

Bank of Tokyo

Bank of Nova Scotia
Lloyds

Chemical

Bank of Montreal
Bankers Trust
Toronto Dominion
Canadian Imperial
Bank of Commerce
Long Term Credit Bank
Commerzbank A.G.

Total
Argentina Philippines Colombia Peru Bolivia Uruguay capital
mobi Lized &/
1.269.4 1.069.0 492.8 940.7 726.0 450.5 4 948.4
1 1 - 4 2 11 493.9
1 - 2 1 1 2 1 232.0
6 4 - 5 - - 950.3
- 2 - 3 - - 812.3
4 - - - - 460.0
1685.2 1. 452.14 914.5 625.1 103.4 122.3 4 902.5
3 ] 3 7 - - 827.3
8 10 5 - - - 781.1
2 5 - - - - 652.9
12 - 1 - - - 600.7
9 3 - - - - 530.5
- 8 - - - - 440.2
- - - - - - 362.1
7 - - - - - 295.7
- - - - - - 294.4
- - - - - - 117.6
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Table 18 (concl.)

Followers

Industrial B. of Japan
Credit Lyonnais
Dresdner

Barclays

West Deutsche LB
Royal Bank of Canada
Midland Group
National Westminster
Deutsche Bank
Banque Nat. de Paris

Number of principal
organizers

Percentage capital
mobilized by them 2/

Percentage capital
mobilized by top 25

Argentina

Philippines

Colombia

Peru

Bolivia

Total
Uruguay capital
mobi Lized &/

15

39

49

43

56

37

65

37

52

74

- 3 077.1
- 431.7
- 417.9
- 397.5
- 378.2
- 335.7
- 302.3
- 262.6
- 207.7
- 188.7
- 154.9

47 40

Source: Joint ECLAC/CTC Unit.

Note: A dash indicates that the bank did not figure among the principal organizers for the corresponding country. It may, however, have
supplied a smaller amount of credit in that country than was provided by the last of the banks included in the ranking.

a/ Includes loans mobilized by these banks in all case studies.
b/ Includes only ranked banks.



first ranks as principal organizers (particularly Citicorp which held
first place in three cases and Bank America which was first in two
cases); nevertheless the challengers ~-as a group-- dominated the
organization of syndicated credits for the cases where price
competition was a primary factor (Argentina, Colombia and the
Phillipines). The leaders, --as a group-- dominated the riskier cases
(Bolivia, Peru and Uruguay). With regard to the price competitive
markets, the amounts organized by the followers, as a group,
compared favorably to that of the leaders, in fact they surpassed the
total capital mobilized by the leaders in two out of three cases
(Argentina and Colombia); however, as individual organizers
followers were only in the upper ranks in the cases of Credit
Lyonnais in Argentina and Peru and Dresdner in Bolivia. It should
be emphasized that the "principal organizers" of table 18 are
scaled such that they account for roughly the same proportion
(37%-48%) of the total capital mobilized in each case. If one takes
US$500 million as the cut-off point, it is evident that just four
leaders and five challengers together raised more than one third of
the total capital. Moreover, in the case of the riskier clients
(Bolivia, Peru and Uruguay), just four leaders (Citicorp, Bank
America, Manufacturers Hanover and Chase Manhattan) organized
23%, 52% and 61% respectively of the total syndicated loans for
these countries during the period under consideration, These
leaders demonstrated an obvious tendency to organize the lion’s
share of the capital mobilized by the riskier borrowers, on top
of their exposure in the more price competitive cases. The
challengers, on the other hand, evidently focussed their
organizational activities on the more price competitive markets.
Figures 5 and 6 offer a more complete picture of the boom in
syndicated lending for these case studies, they contain annual totals
which indicate shifts in the activities of the leaders, challengers,
followers and other banks. They also permit comparison to the
actual participation of these categories of bank in the capital
mobilized for these individual case studies. Viewed in the context of
the price index of figure 5 the cases of Argentina, Philippines and
Colombia demonstrate that price competition resulted in a significant
growth, as measured by the volume of credits mobilized. A relevant
observation here is that although the leaders played an important role
in achieving market access for these countries during the first
lending cycle 1974-1978, they were generally less active or retreated
from those markets during the high cycle, 1979-1982. It was the
challengers (and other banks) which drove these markets during the
high cycle. The other organizers outside of the top 25 generally
arrived late on the scene in these markets but they continued to
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Figure 5

CAPITAL MOBILIZED? BY CATEGORY OF BANK, MORE
PRICE COMPETITIVE CASES, 1974-1982

{Millions of 1980 U.S. dollars)
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Source: ECLAC/CTC Joint Unit, see Annexes 21-23.
apaccording to this concept, the total value of the loans is assigned to the organizing bank (manager) or

distributed equally among co-managers.
b{commission / Maturity + Spread) / Maturity.
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Figure 6
CAPITAL MOBILIZED? BY CATEGORY OF BANK, RISKIER CASES, 1974-1982
{Millions of 1980 U.S. doliars)
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Source: ECLAC/CTC Joint Unit, see Annexes 24-26.

8According to this concept, the total value of the loan is assigned to the organizing bank (manager) or
distributed equally among co-managers.

b{Commission / Maturity 4 Spread) / Maturity.
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organize for a longer period of time. The important fact, nonetheless,
is that as the competition to place credits in these markets heated up
the leaders apparently preferred to vacate them rather than meet the
price competition of the. challengers (and other banks). The
challengers won greater market shares by competitively pricing the
syndicated credits they offered to these borrowers during the high
cycle of the boom.

Figure 6 indicates that for the riskier borrowers the price
mechanism was not the principal factor determining the volume of
capital mobilized; rather the degree of access to the international
capital market permitted by TNBs was preeminent. These countries
did not enjoy continuous access and the average cost of their
borrowing was considerably higher than that of the previous group of
countries. Peru structured major portions of transnational bank debt
in 1976, 1979, 1982 and 1983 and it was completely excluded from
the market during 1977-1978 and partially excluded during 1980.
Bolivia was excluded from the market during 1980 and even though it
structured its bank debt in 1981 it was not readmitted thereafter.
Uruguay’s access was severely restricted as of 1978 and although it
achieved good terms during 1979-1981 it could not raise significant
volumes of medium-term syndicated credits on that basis. The
leaders dominated these cases during the early phase. Their control
of the debt structuring process in Bolivia and Peru appears to have
allowed them to a certain degree to reduce their participation in
syndicated credits in these particular cases during 1981-1982 while
still earning good fee income. The challengers generally avoided
these riskier clients and played a more minor role in the
restructuring agreements. The other banks entered these markets
late and they were left with significant exposures in these
difficult cases.

In summary, viewed according to their loan organizing behavior
in these cases, it is clear that the leaders opened up most of these
markets; however, once the price competition of the challengers and
other banks increased they tended to reduce their lending activities
there, participate less in the syndicate they organized and
concentrate more on the riskier clients (usually identified by the
restructuring of their debt shortly thereafter). The challengers, on
the other hand, made their way into the price competitive markets
through badly pricing the credits they organized and participated in.
They avoided the riskier clients. This would appear to provide strong
evidence to support the hypothesis that the leaders were more
interested in generating higher commission and fee income (or, as
shall become evident, enjoying larger spreads where they could be
had) during the high cycle of syndicated lending to developing
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countries by organizing relatively more credits for less creditworthy
borrowers. The challengers preferred to maintain income by
organizing ever-larger credits in which increasing volume
compensated for finer spreads and by avoiding the riskiest of clients.
In this fashion, it is possible to clearly distinguish the behavioral
tendencies of the two categories of banks which dominated the group
of top 25 organizers of syndicated credits during the boom period.
This differentiation of TNB behavior, especially that of the leader
and challengers, indicates that TNB behavior was far from
homogenous as usually assumed. Price competition was only one
element of the market dynamics of organizing syndicated credits for
sovereign borrowers; nonetheless, the leaders seem to have done their
utmost to avoid it.

Figures 7 and 8 present information of how these different
categories of banks actually participated in the syndicated credits
raised for these sovereign borrowers during the boom as well as how
their participation changed during the years that restructuring
agreements or new money facilities were signed (indicated by separate
bar charts in these graphs). The large loan signed by Colombia in
1985 was not a formal restructuring agreement; nonetheless, it was
based on a proportional increase of exposure in similar fashion. For
the case studies in which price competition was more pronounced
(Argentina, Colombia and the Phillipines) the level of participation of
the leader banks was significantly lower than their level of capital
mobilized and, in fact, usually represented the most minor level of
participation, as can be seen in figure 7. For the cases in which
price competition was less pronounced and for which access was an
important factor (Peru, Bolivia and Uruguay), the level of
participation of the leaders was usually the single highest among the
top 25 organizers. The participation of the challengers in these last
cases was much less whereas their participation in the more
price-competitive case was quite pronounced and compared well to
the volume of capital that they mobilized. Thus, the expected
behavioral tendencies of leaders and challengers are also
encountered in regard to their participation in the syndicated
credits placed with these sovereign borrowers.

As was suggested by the cases of Brazil and Mexico in chapter
I, the formation of bank steering committees for these six major
debtors put the leaders firmly in control of the debt restructuring
process as is manifest in the information contained in table 19. The
five leaders occupied 23 of the 67 positions on these committees and,
more importantly, one of the leader banks (usually Citicorp) was the
coordinating agent in five of the six countries. Only in the case of
Colombia did a challenger act as coordinating agent. The overall
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Figure 7

PARTICIPATION IN SYNDICATED CREDITS BY CATEGORY OF BANK,
MORE PRICE COMPETITIVE CASES, 1974-1986

{Millions of 1980 U.S. dollars)

COLOMBIA

\ RS

1974 !

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 = 1986

ARGENTINA

PHILIPPINES

v 1975 1976 1977 1978 1979 1980 191 . 1982 1983 184 1985 196

@ Leaders Challengers [} Followers {1 All Others

Source: ECLAC/CTC Joint Unit, see Annexes 21-23.
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Figure 8

PARTICIPATION IN SYNDICATED CREDITS BY CATEGORY OF
BANK, RISKER CASES, 1974-1986

{Millions of 1980 U.S. dollars)
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number of positions filled by challengers (17) barely exceeded that of
follower banks (16). Viewed from the perspective of nationality,
United States banks alone were represented in over one half of the
committee positions, whereas Canadian, German, and United
Kingdom banks were limited to six-seven positions each.
Excepting Bank of America (based in California), these steering
committees were dominated by New York money center banks.

This overrepresentation of New York based money centre banks
(especially the leaders) meant, in the cased studied at least, the
underrepresentation of other categories of bank, most notably,
challengers and non-United States ones. A number of questions arise
as to why certain leaders or followers were included in individual
committees and, particularly, why certain challengers were not, based
on a comparison of committee composition with information for
syndicated lending during the boom period. For example in the case
of Argentina it would appear that challengers such as Bank of
Montreal, Canadian Imperial Bank of Commerce and Bank of Nova
Scotia were more active organizers and lenders than leaders such as
Chase Manhattan or followers such as Royal Bank of Canada or
Dresdner Bank. A similar case holds for the Philippines where it
would appear that challengers such as Bankers Trust and Lloyds were
more active than leaders such as Bank of America or followers like
Dresdner. In Colombia, challengers such as Toronto Dominion and
Bank of Nova Scotia clearly outpaced leaders such as Citicorp or
followers like Royal Bank of Canada, Midland Group or Dresdner.
Why is Citicorp on the Colombian committee if it did not organize
nor participate in a single medium term syndicated credit for the
public sector of that country? Overall, it seems that there was a
tendency to overrepresent leaders and United States banks and to
underrepresent challengers, especially of Canadian and Japanese
nationality. The answer to these questions seems to reside in the
importance of most leader’s exposure in terms of riskier instruments
and riskier clients, such as their unguaranteed private sector
liabilities in those countries.

The analysis of transnational banks behavior in these case
studies during the boom of syndicated lending to developing countries
allows one to draw certain interesting conclusions. The data for the
case studies on the organization of syndicated credits during the
boom, which reached a value of US$23.5 billion in constant terms,
demonstrated that the top 25 organizers accounted for over half
of the total value of capital mobilized for these countries. The
leaders and the challengers raised approximately equal amounts,
around US$5 billion each; however, their lending behavior varied
appreciably. The leaders seem to have gained access to the
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TNB STEERING COMMITTEES FOR CASE STUDY COUNTRIES

Table 19

Totals
Bank and group Nationality Argentina Philippines Colombia Peru Bolivia Uruguay  Members Co-ordinating

(1985) (1983) (1985) (1983) (1981) (1986) agent

1. Leaders 5 3 4 3 3 3 P& 3

Citicorp United States XX x x XX x xx 6 3

Bank America United States x x X XX x 5 1

Manufacturers Hanover United States X b+ X x x 6 1
Chase Manhattan United States X x X 4 n.d.
J.P. Morgan United States X X 2 n.d.

If. Challergers 2 3 3 4 2 3 w 1
Bank of Tokyo Japan X X x X 5 n.d.

Chemical Bank United States x XX x 3 1
Bank of Nova Scotia Canada X x x 3 n.d.
Bankers Trust United States x x x ~ 3 n.d.
Ltoyds Bank United Kingdom X x 2 n.d.
Bank of Montreal Canada x 1 n.d.
111. Followers 3 3. ] 3 1 1 16 n.d.
Dresdner FRG x x X x X X [ n.d.
Credit Lyomnais France X X 2 n.d.
Barclays United Kingdom X X 2 n.d.
Royal Bank of Canada Canada X « 2 n.d.
Indt. Bank of Japan Japan X 1 n.d.
Midland Group United Kingdom x 1 n.d.
National Westminster United Kingdom X 1 n.d.
B. Nationale de Paris France X 1 n.d.
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Table 19 (conct.)

Totals
Bank and group Nationality Argentina Philippines Colombia Pery Bolivia Uruguay  Members Co-ordinating
(1985) (1983) (1985) (1983) (1981) (1986) agent
IV. Others on steering
comnittees 1 1 2 2 4 1 n n.d.
Credit Suisse Other X X 2 n.d.
Crocker United States x x 2 n.d.
Fuji Bank Japan % 1 n.d.
Banco Central Other x 1 n.d.
Continental Illinois United States 1 n.d.
8anque Paribas France 1 n.d.
Libra Bank Other X 1 n.d.
American Express United States x 1 n.d.
Texas Commerce United States X 1 n.d.
Total 1 ® % 12 1 8 7 8
Distribution by nationality
United States 5 6 7 é 7 3 34 6
Japan 1 2 2 1 n.d. 1 7 n.d.
Canada 1 1 1 1 1 1 6 n.d.
United Kingdom 1 1 2 1 - 1 6 n.d.
Germany Federal Republic 1 1 1 1 1 9 ] n.d.
France 1 1 1 1 - - 4 n.d.
Other 1 - - 1 1 1 4 n.d.

Source: Joint ECLAC/CTC Unit.
Mote: n.d.: No data available.
xx: Co-ordinating agent.
X:  Member of Committee.




international capital market for virtually all these borrowers;
however, during the high cycle when price competition intensified
in the more price-competitive cases, such as Argentina, Colombia
and the Philippines, they preferred to organize relatively more
for riskier clients, such as Bolivia, Peru and Uruguay, where the
price competition was less pronounced (and commission, fee and
interest earnings were higher) or to lend directly to the private
sector of the more price competitive markets. The challengers
clearly preferred to maintain their interest income by organizing
ever greater volumes to compensate for finer margins in the more
price-competitive cases, while avoiding the riskier clients. In
this sense, the Canadian, Japanese and United States challengers
tended to be relatively more active organizers than the United States
leaders, because they preferred to face severe price competition in
the more creditworthy of these cases rather than to expose
themselves to higher risk in the other cases.

B. TNB behaviour in the case studies: publicly
available information

Follow up on the information gathered from the loan contracts
between borrowers from these countries and TNBs, this section
presents some of the relevant publicly available information indicating
the relative importance of United States and non-United States bank
exposure in the public and private sectors of these countries. These
data, like those referred to previously in respect of Latin America,
Mexico and Brazil (figures 2 to 4) consist of statistical information
assembled from official sources, that is, the Bank for International
Settlements, the World Bank and the United States Federal Reserve.
These appromimations are not perfect;4! nonetheless, they are of
some utility for the purposes at hand, especially when interpreted in
the context of the loan contract information already analysed. It
should be stressed that these data refer to all kinds of financial
obligations (that is, short-term liabilities and direct loans as well as
the medium-~term syndicated credits) on a debt-owed basis and are,
therefore, conceptually distinct from the syndicated loan commitment
information taken from the loan contracts themselves and presented
in section A of this chapter.

Figures 9 through 11 point out clearly that for the cases of
Argentina, Colombia and the Phillipines, that is, the more competitive
market borrowers, that during the high cycle of the credit boom,
1979-1982, private sector exposure of all BIS-reporting banks was
very important, greater (according to this approximation) than the
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Figure 9
ARGENTINA: BANK EXPOSURE BY SECTOR?
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Figure 10
PHILIPPINES: BANK EXPOSURE BY SECTOR?
{Billions of 1980 U.S. dollars}

a) Total Exposure of Banks

1979 1980 1981 1982 1983 1984 1985 1986

b) Bank Exposure to Public Sector Borrowers

Q2N W LN OO

1979 1980 1981 1982 1983 1984 1986 1986

¢) Bank Exposure to Private Sector Borrowers

O = N W o O o

1979 1980 1981 1982 1983 1984 1985 1986

Wl Top9 @ 158 Others [J Non U.S. banks

Source: ECLAC/CTC Joint Unit, see Annex 28.
aTop 9 + 158 Others = Total U.S. banks.

98



Figure 11

COLOMBIA: BANK EXPOSURE BY SECTOR?
(Billions o 1980 U.S. dollars)
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exposure of those banks to the public sector during the boom. That
makes these cases qualitatively distinct from those of Mexico and
Brazil, where public sector exposures were larger. A part of the
figures for the private sector exposures of non-United States banks
during 1981-1983 for the cases of Argentina and Philippines, where
speculative activities were pronounced, could reflect recycling of
flight capital. Even so, the United States banks, especially the top
nine, were relatively more exposed to private sector borrowers,

Another noteworthy aspect of this information is that it was the
non US banks which most expanded their overall exposures by way of
TNB debt restructuring agreements. In other words, it appears that
US banks contributed less than their full share in terms of extending
their existing 1982 exposure by way of agreements restructuring debt
and providing new money facilities. These figures also seem to
confirm that in one way or another important portions of the private
sector exposure of banks, were converted into public sector
obligations for the borrowing countries.

In the case of Argentina, non-United States banks had a greater
exposure than United States ones during the high cycle of the boom,
accounting for about two thirds of total exposure. Of the United
States banks alone, the top nine accounted for about 60% of the total
exposure during the boom. It should be noted that during the high
cycle of the boom the United States banks were relatively more
exposed to private sector borrowers than non-United States banks,
although the top nine United States banks began to cash in their
relatively greater private sector exposure as of 1981, when the
Argentine neoconservative policy experiment started to collapse. The
non-United States banks did not react until later at the onset of the
Argentine war with the United Kingdom over the possession of the
Malvinas/Falkland Islands in the South Atlantic. Thereafter, huge
changes were registered in the public sector: private sector
distribution of the debt even though the total debt figure did not
change significantly, except to the extent that the 1985 restructuring
agreement brought the figure back to 1981-1983 levels. By way of
exchange rate guarantees, bonds issued for the payment of external
debt and other mechanisms, a significant amount of nonguaranteed
private sector debt was transformed into public sector obligations.4?

With regard to the Philippines, United States banks had a larger
exposure than non-United States banks during the high cycle of the
boom, amounting to 52-54% of the total during 1979-1981. Of the
United States banks only, the top nine held about 70% of the total
exposure during the boom. Again, it was the more exposed United
States banks that were first to run down their relatively greater
private sector lending as the country entered into economic
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difficulties. However, it was the non-United States banks which most
extended their public sector exposure by way of the 1985-1986
restructuring agreement. That accord incorporated a substantial
amount of private sector debt and converted it into public sector
obligations.43

In respect of Colombia, United States banks had a bigger
exposure than non-United States banks during the high cycle of the
boom, accounting for 50-60% of the total debt between 1979 and 1982.
Of the United States group of banks, the top nine held about 70% of
the total for that nationality of bank during the boom. It was the
very heavily exposed top nine United States banks which were first
to begin running down their relatively greater private sector
exposure, beginning as early as 1981. The non-United States banks
were very much public sector-oriented during the boom. Although
Colombia did not have to reprogram capital payments, it faced great
difficulty in putting together its large loan during 1985 most of the
resources of which came from the non-United States banks,

Figures 8 and 9 contain information on what have been called
the riskier borrowers --Bolivia, Peru and Uruguay-- those which
proved less attractive to the majority of the principal TNB organizers
of syndicated credits. In these cases, public sector exposure was
usually the most important element of the total debt situation;
however, one should note here that the available information must be
interpreted with caution due to the fact that the debt of both Bolivia
and Peru was declared value impaired (requiring allocated transfer
risk reserves to be established) by United States regulatory agencies
thereby causing short-term credit lines to collapse and Uruguay was
heavily impacted by voluminous private capital flows from
neighbouring Argentina which proved a severe destabilizing factor
and which is not included in these figures from BIS reporting
sources. One clear conclusion which is apparent in these riskier
cases is that the United States banks, most specifically the top
nine, were by far the principal nationality of lenders and very
much channelled the access of these countries to the international
capital market.

In the case of Peru, it might be mentioned that it had run into
serious debt servicing difficulties in 1976 and was excluded form the
syndicated loan market in the following two years. The data in
figure 12 capture the situation of that country as it returned to the
international capital market for what could be called its "second
cycle" of TNB lending, much of which came in the form of private
sector loans from smaller United States and non-United States banks
during 1980-1982. Peru had to restructure its debt again both in
1982 and 1983 and thereafter new lending from banks stopped.
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Figure 12
PERU: BANK EXPOSURE BY SECTOR?
(Billions of 1980 U.S. dollars)
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Non-United States banks contributed most to the 1982 agreement;
however, it was the United States ones which did so in 1983. The
establishment of transfer risk reserves presumably account for a
substantial portion of the steep decline in United States bank
exposure beginning in 1985. Private sector borrowing collapsed
because of the nonrenewal of short-term and direct credits, not
because any major private sector obligations were converted into
public sector ones. It is important to note that private sector debt
was originally excluded from the 10% of exports limit set on debt
service in 19835,

The cases of Bolivia and Uruguay proved to be somewhat
confusing with regard to the sectoral distribution of bank exposure
because it resulted in some negative stock values for the non-United
States exposure to the private sector. For that reason, a sectoral
breakdown of bank exposure is not available. Figure 13 presents only
a United States: non-United States bank breakdown. This could lead
one to question the data, the methodology or to cite the special
circumstances in the cases of these smaller borrowers. Given that
Bolivia was excluded from the syndicated lending market in 1979 and
did not regain access (although a TNB debt restructuring agreement
was signed in 1981) and that the Uruguayan financial sector was
heavily impacted by short-term capital flows from, and later, to,
Argentina, these special situations might be thought to have had an
abnormal impact on the approximations of the private sector exposure
of non-United States banks thereby producing data not coherent with
or susceptible to the methodology applied in the other cases.
Nonetheless, the information is useful.

In the case of Bolivia, the United States banks which had
dominated bank exposure there were quick to run down their
exposure after 1979. Even the restructuring agreement of 1981
(apparently registered in the data for 1982) did not significantly
increase United States bank exposure, unlike the case for non-United
States banks. Even within the United States bank category, this
early restructuring agreement produced a greater relative expansion
of exposure for smaller United States banks in comparison to the top
nine banks. The classification of Bolivian debt as value-impaired by
United States bank regualtions as of 1984 only reinforced the
tendency for United States banks, in particular, to wind down their
Bolivian exposure.

With regard to Uruguay, banks faced a completely different
situation in terms of their exposure which kept increasing during the
boom period. United States banks, especially the top nine, completely
dominated lending to Uruguay during the boom. This case is the one
most clearly dominated by the United States leaders. Bank exposures
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Figure 13
BOLIVIA: BANK EXPOSURE BY SECTOR?
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kept increasing inspite of the economic difficulties which began in
1981 due to a number of factors, including the acceptance of the bad
loan portfolio of foreign banks operating in Uruguay in exchange for
new sovereign loans. In this way significant unguaranteed private
sector obligations were converted into public sector ones.*4 It is
also noteworthy that the restructuring agreements of 1983 and 1986
led to a notably greater expansion of the exposure of non-United
States banks in comparison to United States banks.

From the foregoing it can be concluded that the publicly
available information on the exposure of banks to public and private
borrowers in these six case studies provides information which
supoports in different ways the earlier conclusions in respect of bank
behaviour distinguished by category. This is further confirmed when
viewed in the context of the information collected from TNB loan
contracts in these countries. '

In sum, one can detect a kind of cycle in TNB lending to
developing countries. The leaders in the late 1960s and early 1970s
began to make the transition from low volume direct loans (often
guaranteed by a home country institution) to medium term syndicated
lending to the most creditworthy of developing countries, mainly
Brazil and Mexico. During the first phase of the sovereign lending
boom the typical credit was one for Brazil or Mexico which had been
organized by leaders in which the principal participants were later
members of the same group of top 25 organizer banks, whether
challengers or followers. The challengers quickly acquired proficiency
and, for the more creditworthy of clients, they began to dominate the
organization of syndicated credits. The participants in these
challenger-organized credits were mainly other challengers, followers
and new entrants. The leaders, facing stiff price competition from
the challengers, opted to search out new (more risky) sovereign
clients and to make use of more risky instruments, such as
unguaranteed loans to the private sector, in the countries where
they were already established. In this sense, the credit strategy of
the challengers was based more on increased price competition and
they compensated for smaller fees and interest income from each
individual syndicate they organized by placing greater volumes of
credit in what they considered the safer and more creditworthy of
clients (such as Argentina, Colombia, Brazil, Mexico and the
Philippines). The biggest leaders, on the other hand, had more of a
mixed strategy in which they worked out special relationships with
riskier clients, be they sovereign (like Bolivia, Peru and Uruguay )
or not (private sector ones in the more competitive markets), thereby
gaining higher commissions and fees for greater risk associated with
their special clients. New entrants tended to follow the challengers
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by beginning to organize price competitive syndicates once they had
learned the business. The initiation of the debt crisis brought this
cycle of bank behavior to an abrupt stop.

The formation of bank steering committees for debtor countries
was characterized by the fact that the least prudent of TNBs --the
leaders-- dominated the committees which oversaw the negotiation of
any subsequent restructuring agreements. The leaders were able to
take advantage of their domination of those committees by putting in
less money into the restructuring agreements as measured by the
increase in their exposure yet getting more share of those agreements
by (in some, not all cases) having the previously unguaranteed private
sector loans converted, in one way or another, into public sector
obligations.

The fact that these leaders all came from the same country
meant that the regulatory framework of that country was to play an
inordinately important role in the debt restructuring process. The
pattern of the debt restructuring process by the leaders and the
inordinate importance of the US regulatory framework were factors in
the subsequent reactions of the creditor bloc. These are the topics
which will be dealt with in the next chapter.
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Chapter 11T

PRINCIPAL WEAKNESS OF THE DEBT RESTRUCTURING
PROCESS: NATIONAL TREATMENT FOR
AN INTERNATIONAL CRISIS

In previous chapters it has been demonstrated that the United States
banks, especially the big money centre ones, were the most exposed
of all banks which had lent to the major debtor countries and that,
for the eight debtors for which there is information, these same
banks dominated the bank advisory committees established to
negotiate and implement the debt restructuring process. For these
reasons and others, the policy of United States regulators towards
highly exposed United States banks became the single most
important element in guiding the debt restructuring process itself and
in determining the relative negotiating strength of both banks and
debtor countries. In many respects the United States regulatory
system defined the realm of possibilities for the debt restructuring
process and, as such, an international problem was limited to the
parameters of national decision-making in which national priorities
naturally took precedence over international ones.

A. Relevant elements of the United States
regulatory system

The impact of the United States regulatory system on the
international debt crisis is a topic which could easily generate
voluminous literature. The aim here is simply to point out a couple of
the most relevant elements which indicate most clearly how the realm
of possibilities for the debt restructuring process was circumscribed
by primarily national considerations.
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A first example is that dealing with sovereign immunity. As is
well known, 5 it was a fundamental precept of international law that
sovereign governments could not be sued in foreign courts, or in
their own courts, without their consent. It was a corollary of this
that sovereign governments, even if they consented to be sued, could
claim immunity from the execution of any judgement brought against
them. Historically, the United States courts had adhered to the
absolute theory of sovereign immunity, that is, that immunity from
suit could be claimed in respect of any of the actions of a sovereign
government. Previous international debt crises had been dealt with
primarily in the context of the absolute theory of sovereign immunity
which meant that tenders usually had little legal recourse if, due to
an adverse international economic situation, sovereign borrowers did
not service their debt. At most the lenders could band together to
form a pressure group supported by their national government, as was
the case of the Foreign Bondholders Protective Council formed in
1935 in New York to deal with the international debt crisis which
coincided with the Great Depression of the 1930s.46 In other words,
the onus was clearly on lenders to carefully assess risk and to
demand sufficient premia to cover those risks before any
international crisis appeared on the horizon.

For obvious reasons, creditor countries demonstrated increasing
interest in a more restricted theory of sovereign immunity, one in
which trading or commercial actions of a sovereign government would
not be subject to immunity. The United States State Department in
May of 1952 established this restricted theory as a matter of
executive policy in what was known as the Tate Letter. This
initiative was aimed at accommodating the interests of individuals
doing business with foreign governments and one of its principal
features was that sovereign governments could waive their immunity
and thus, for commercial transactions, be subject to suit in United
States courts. Nonetheless, many problems remained, particularly with
regard to immunity from execution of judgement. In 1976, by way of
the United States Foreign Sovereign Immunities Act, the restricted
theory of sovereign immunity was implemented by statute in the
United States and it firmly established that contractual waivers of
immunity, whether in relation to jurisdiction or execution, were to be
upheld and not subject to withdrawal. The State Immunity Act 1978
embodies in statute in the United Kingdom the restricted theory of
sovereign immunity. Henceforth, sovereign borrowers could be
requested to waive their immunity in loan contracts and thereby
open up their foreign property used for commercial activity
in the United States and United Kingdom to attachment, and
execution.
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As a natural complement to this restriction of the sovereign
immunity of borrowers, new features of standard loan contracts (that
is, model contracts with similar clauses used by virtually all lenders)
were clauses stipulating that the contracts would be governed by the
laws of the United States (usually New York State) or the United
Kingdom and indicating the corresponding jurisdictions. With regard
to the contracts analysed for the countries covered under this study
excluding the case of Colombia,*” over 80% of the total amount
contracted for which information was available was governed by
United States or United Kingdom law and therefore brought into
play the restricted theory of sovereign immunity.

The consequence of these alterations in loan contracts for
sovereign borrowers was notable as the following quotation suggests:

"In view of their increased exposure, banks have been concerned
in the development of the restricted theory of sovereign immunity
and have always insisted, wherever possible, that sovereign immunity
in relation to jurisdiction and enforcement should be waived in any
relevant financial contracts. The law in both the USA and the United
Kingdom 1is, of course, protective of the interest of international
banks and accordingly [became] the rule for banking transactions
involving states to be governed by English or New York law and for
waivers of immunity to be sought."48

Effectively, during the process of the high cycle of TNB lending
to sovereign borrowers the creditors substantially altered the rules of
the game. Borrowers did have the opportunity to reject or limit the
coverage of the relevant clauses of the loan contracts, as did
Colombia and Brazil, respectively, nonetheless, most sovereign
borrowers, especially those with more limited access to the
international capital market, simply acquiesced and, without really
contemplating the consequences of that matter, they waived their
sovereign immunity in order to obtain a higher volume of credit.
That fact made the ensuing debt restructuring process distinct from
all previous ones and substantially more difficult for borrowers.

A second example of how the realm of possibilities for the debt
restructuring process was circumscribed by primarily national
considerations is the administrative procedure of the United States
regulatory system, specifically how the regulations affected United
States bank behavior.*® From the moment the international debt
crisis erupted the United States government made it clear that any
negotiations to do with the debt restructuring process (though not
the adjustment process) were to be carried out between the debtor
and the corresponding bank advisory committees, not with the United
States government itself. At the same time, the operation of the
United States regulatory system resulted in the fact that the United
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States banks had little to offer debtors at least during the first
phase of the debt restructuring process.

During the period which encompassed the high cycle of the
international TNB lending boom and the debt restructuring process
the United States banks, especially the most internationally active
ones (that is, the big money centre banks), were facing increasing
international competition from foreign banks, as was suggested in
chapter I. In order to face that competition, the big United States
banks resorted to greater risk-taking, first in respect of
international credits placed with sovereign borrowers, later with
regard to new instruments (note issuance facilities, currency and
interest rate swaps, floating rate notes, standby credits for mergers
and leveraged buy-outs, etc.), particularly off-balance sheet
activities.?® This placed United States bank supervisors in a dilemma
because during the boom in international bank lending new
restrictions on excessive risk-taking by United States banks would
have limited the United States banks’ ability to compete
internationally with foreign banks and during the first phases of the
debt restructuring process the rapid implementation of new capital
adequacy and provisioning requirements designed to ensure the safety
of the United States financial system would have severely restricted
the big banks in competing both internationally and nationally (with
the expanding regional banks within the United States). National
priorities, naturally, were the most important ones for the United
States bank supervisors and the United States regulatory system as a
whole, in spite of the fact that their initial impact on sovereign
borrowers was adverse. :

Earlier, as the boom in TNB lending to sovereign borrowers
entered its high cycle in 1978, United States regulators had been
preoccupied by the country risk inherent in the sharp rise in the
international exposure of United States banks. An Interagency
Country Exposure Review Committee (ICERC) was established to
determine a transfer risk rating for individual countries so as to
assist United States banks to avoid overexposure and, consequently,
to suffer losses. The system functioned in the following manner:5!

"Three times each year, the Country Exposure Review

Committee met and categorized countries into one of four

categories: strong, moderately strong, weak, and classified.

According to federal laws, each bank had to file an examination

report for every case where country exposure exceeded 5% of

capital in weak countries, 10% in moderately strong countries,
or 25% in strong countries. More detailed reports must also be
submitted if country exposure exceeded 10% in weak or 15% in
moderately strong countries. In any case, the maximum exposure
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to any one borrower could not exceed 10% of capital, In making
determinations about the level of transfer risk in lending to
various countries, ICERC had available a considerable amount of
information. To provide a starting point for analysis of country
conditions by the ICERC, comparable quantitative information
was developed for about 70 countries. In addition to compiling
this information, economists at the Federal Reserve Bank of New
York and the Board provided ICERC with current studies
covering specific countries --studies that include available
information from the IMF. ICERC also received oral briefings
from U.S. Treasury staff on conditions in the countries under
review. Finally, before each meeting, examiners visited a number
of banks to obtain views on the countries and the current and
future lending plans of the banks."

Had this system been implemented rigorously, it is difficult to
imagine how the major United States banks could have reached the
levels of exposure shown for Brazil and Mexico, for example, in
table 10 (that is, over 100% of their primary capital, on average). The
explanation is that: "although the new procedures adopted in 1978,
together with the introduction of the country exposure lending
survey, represented improvements in the supervision of country risk,
in retrospect the system clearly did not have sufficient force or
impact on banker attitudes. Indeed, international lending by a
growing number of U.S. banks accelerated in the wake of the
increased demand for credit following the second round of oil price
increases in 1979".52 Competitive pressures it appears, did not allow
the major United States banks to heed the advice of the United
States regulators. Other informed commentators suggest that it was
more than that, the United States regulators actually facilitated the
increase in lending by reinterpreting an existing and obligatory
regulation dealing with the concentration of risk: "Another aspect of
prudential supervision, one that was obviously overlooked in the
1970s and early 1980s, is the requirement that the bank not commit
more than 15 per cent of its capital in loans to any borrower. In
fact, the loans to the Brazilian government and to the Mexican
government greatly exceeded 15 per cent of capital for many of the
large US banks, but the rule was not invoked because the regulators
allowed the banks to treat the various official borrowers, such as
parastatals, central government, and development banks, in Mexico
and Brazil as distinct borrowers even though they were all backed by
the same government guarantee."%®

Thus, competitive pressures during the high cycle of sovereign
lending led the United States regulators (as well as the United States
TNBs themselves) to weaken or soften the application of existing, as
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well as new, prudential bank supervision regulations. Apparently, the
priority to compete internationally took precedence over the
preoccupation with excessive risk-taking by the big United States
banks.

As has been suggested, a similar situation held with regard to
the first phase of the debt restructuring process; however, the
preoccupation was now capital adequacy and provisioning to face
existing exposure not measures to limit new potential risks. Although
the United States federal banking agencies had set quantitative
guidelines for minimum capital standards beginning in 1981, it was the
International Lending Supervision Act of 1983 which instructed those
federal bank supervisory agencies to "establish examination and
supervisory procedures to assure that factors such as foreign
currency exposure and transfer risk are taken into account in
evaluating the adequacy of the capital of banking institutions".54 It
should be remembered that the fundamental purpose of bank capital
requirements by supervisory institutions is to instill discipline on
bank safety and financial system security. During the late 1970s and
early 1980s the capital ratios (that is, primary capital compared to
total assets) of the major internationally active banks of most OECD
countries had been stationary or falling, indicating greater
vulnerability and reduced safety, given the doubts surrounding the
quality of international claims on major developing country debtors
which arose in 1982.%% This situation naturally caused concern among
bank supervisors in all the OECD countries; however, the competitive
positions of national banks kept complicating attempts to co-operate
and implement more prudent measures as the following quotation
suggests: "A broad consensus has emerged that high priority should be
attached to restoring sound capital ratios and to improving the profit
performance in the face of the increased vulnerability of banking that
has resulted from greater economic and financial instability and the
growing interdependence of financial institutions and markets.
Indeed, the principle that greater emphasis should be put on capital
adequacy as a means for strengthening supervisory safeguards and for
instilling greater discipline in risk assessment and control has
received strong support from the authorities of all Member countries.
The issue of capital adequacy for supervisory purposes cannot be
dissociated from considerations relating to the competitive position of
banks. In this respect, the internationalization of banking has brought
into the limelight the lack of uniformity in the regulatory, accounting
and tax treatment applying to capital and provisioning. Greater
international compatibility on this score is increasingly perceived as a
desirable objective not only for setting a more level playing field but
also for reducing the scope for competitive pressures leading to an
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unhealthy erosion of profitability which might hinder current efforts
towards bank capital enhancement."®® A bank facing lower capital
adequacy requirements has a significant leverage and price advantage
over foreign competitors in the international market. A similar case
holds for provisions and it was found that country differences with
regard to provisioning policies and practices in respect of risks
associated with cross-border lending had actually increased.’7 In
other words, it is extremely relevant to understand how United States
regulations dealt with the trade-off between national financial system
safety and international competitiveness, and what kind of margin
this left for concessions to the major developing country debtors
experiencing macroeconomic disequilibria which extremely limited
their debt service possibilities.

In the United States, doubtful debt is usually dealt with by way
of the creation of provisions for loan losses according to the degree
of doubt surrounding the debt in question. Loan loss reserves are
created for specific bad debts. Delinquent loans are those with
interest more than 30 days overdue. Non-performing loans are ones
with interest payments more than 90 days behind schedule. Bad debts
are loans with interest payments more than 180 days overdue (as well
as being not secured and in the process of collection) and subject to
obligatory write-off before dividends can be paid. A definite cut-off
point is reached after 180 days. A similar regulatory framework
pertains to international exposure in respect of transfer risk. The
1983 International Lending Supervision Act required that banks
establish Allocated Transfer Risk Reserves (ATRR) against
certain assets whose value had been found by the agencies to have
been particularly impaired by protracted debt service problems
arising from transfer risk. These problems were identified by, first,
the protracted inability to make payments as manifest in such factors
as non-payment of full interest due, a failure to comply with the
terms of any restructured indebtedness or a failure to comply with
any IMF or other suitable adjustment programme, among others, or,
second, the non-existence of definite prospects for the orderly
restoration of debt service. These credits were categorized as
substandard, value-impaired or loss according to the degree to
which a borrowing country is in non-compliance with the terms of its
external debt obligations. The rules were intended to operate in the
following manner: banking institutions shall establish an Allocated
Transfer Risk Reserve (ATRR) for specified international assets
when required under these rules. At least annually, the federal
banking agencies shall jointly determine which international assets
are subject to risks warranting establishment of an ATRR. An
ATRR is to be established by a charge to current income and shall
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not be considered as part of capital and surplus or allowances for
possible loan losses for bank regulatory, supervisory or disclosure
purposes. The initial year’s ATRR normally will be 10% of the
principal amount of the asset on which reserves must be kept as
determined by the federal banking agency who will notify each
banking. institution it supervises of the amount of any ATRR,
and whether ATRR may be reduced.®® In other words, strict rules
exist in respect of these reserves; however, their implementation
rests on a substantial discretionary or judgmental element on the
part of the bank supervisors.

In August of 1982 the international debt crisis became apparent
with Mexico’s inability to service its debt and by the following year
most of the player debtor countries were having difficulties servicing
their bank loans. In the context of the new United States
International Lending Supervision Act of 1983, one would have
expected that the most exposed United States banks would be
instructed to set aside huge allocated transfer risk reserves, at
levels which would have seriously compromised their capital bases and
might have challenged the United States banking system as a whole
as these reserves were used to write-off bad debt subsequently,
something which even might have provoked bank failures. Any
bankruptcy of a large money centre institution would have caused
severe damage for the shareholders, the creditors in the interbank
market, deposit-holders with more than US$100 000 in the bank,
generally, the national financial system as a whole and would
particularly affect the ability of the banking system to compete
internationally. These consequences were apparently too harsh to
contemplate; so the United States bank supervisors allowed these
same over-exposed banks (in the context of debt restructuring
agreements) to further extend their exposure to the public sector of
the developing countries with the large debts. The so-called new
money facilities were, for the most part, the means by which the
banks paid themselves the interest due on their exposure to the
borrower in question, thereby avoiding having their loans declared
value-impaired and in fact it allowed them to carry assets of dubious
value at full face value. As a consequence, banks faced few
requirements in terms of allocated transfer risk reserves,®® their
capital (and gearing ratios) did not suffer, they were able to compete
vigorously in international markets (in spite of their overexposure to
major developing country debtors) and their profits increased
(especially as fee income from off-balance-sheet operations rose
sharply). In other words, the more exposed United States banks
reacted to the international debt crisis in the first phases not by
establishing appropriate reserves and reducing operations to more
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prudent levels in accordance with the new capital adequacy and
provisioning requirements, rather they took advantage of an
accounting trick and off-balance-sheet activities which were not
constrained by capital ratios --both embodying increased risk-- to
bolster their profit performance. This no doubt is what provoked an
OECD report to comment; "A matter for concern in this regard is
that banks should not be induced by supervisory measures to accept a
deterioration of portfolio quality as a means for improving
profitability in the short run. Another is the tendency for banks in
some countries to follow a strategy of alleviating the burden of
gearing or risk-asset ratios through greater reliance on
off-balance-sheet business which permits economies on capital whilst
contributing to a flow of fee income. Largely in response to this
latter development, a review of capital adequacy requirements is
currently underway with a view to improving the coverage of such
business in capital adequacy tests and to ensuring that liabilities and
commitments are properly matched by capital resources."?

Similar to the situation for the risk concentration in sovereign
borrowers during the high cycle of the lending boom, it appears that
the discretionary powers of the bank supervisors of the United States
regulatory system were used during the debt restructuring process,
contrary to the spirit of the regulations to allow the most exposed
banks to keep doubtful international loans on their books at face
value without establishing the corresponding reserves or formally
complying with capital adequacy requirements. At the same time, the
lack of reserves meant that no concessions could possibly be offered
to the major debtors during the first phase of the debt restructuring
process and few were forthcoming thereafter. The nature of the
United States regulatory system was such that the principal
negotiations relating to the debt restructuring process could be
viewed as those between the United States bank supervisors and the
most exposed United States banks, not those between the bank and
the debtor countries. This is so because the behaviour of these most
exposed banks was defined to a certain extent by the discretionary
power of the bank supervisors within the context of the regulatory
system. By guiding bank behaviour in a certain way the bank
supervisors effectively established the parameters of the debt
restructuring process in the sense that banks had little to offer
debtors in the form of debt relief. The bank supervisors gave United
States banks time to recover. National priorities --system security
and the international competitiveness of United States banks-- took
precedence and the consequence was that most of the costs of the
international debt crisis were shifted to the debtors, especially during
the first phase of the debt restructuring process. Given that the most

115



exposed United States banks strongly influenced the discussions with
the debtors via their dominance of the bank advisory committee, the
parameters established by the United States regulatory system were
directly transferred to those forums.

In summary, the United States regulatory system had an
important impact on the treatment of the international debt crisis.
Relevant elements include the contractual implications of the
implementation of the restricted theory of sovereign immunity and
the impact of discretionary powers in the interpretation of risk
concentration, capital adequacy and provisioning requirements on the
part of bank supervisors. National priorities came to the fore in
guiding bank behavior and, concomitantly, the initial parameters
established for the debt restructuring process greatly favoured the
creditors as the following analysis of relative negotiating power shall
make clear.

B. Relative negotiating power during the 1982-1986 period

The debt restructuring process, taken in the context of the debtors’
stabilization and adjustment programmes, consisted of two clear
initial phases: the first one of 1982-1984 in which the emphasis was
almost exclusively on adjustment, and the second one of 1985-1986 in
which the emphasis on adjustment was tempered by considerations of
growth. For the sake of convenience, these are respectively called
the forced adjustment phase and adjustment with growth phase. The
relative negotiating power of the creditors and debtors changed
appreciably in the transition from one phase to the other. The new
situation beginning as of 1987 will be touched upon in the next
section,

1) The forced adjustment phase. The first actions taken with
regard to the debt crisis were emergency measures aimed essentially
at safeguarding the international financial system and its national
components. Table 20 points out that impressive co-operation was
demonstrated by multilateral institutions (at first, only the IMF), the
BIS, the United States government (and its agencies) and the TNBs,
at least with regard to the debtors where TNB exposure was greatest.
It was only after successful emergency rescue packages were in place
that a more co-ordinated strategy to deal with the problem was
developed by creditor agencies.

The debt strategy reflected the dominant interpretation of the
nature of the debt difficulties at that time; that it was a liquidity
problem rather typical of the recent debt cycle of several European
countries, especially Turkey.®! One prominent banker viewed the
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Table 20

FINANCIAL PACKAGES FOR MEXICO, BRAZIL, ARGENTINA
DURING 1982-1983

(Billions of US dollars)

Financial support Mexico Brazil Argentina

IMF - Total 39 5.9 2.2
Standby - - 1.7
Extended Fund facility 3.7 4.8 -
Compensatory finance 0.2 1.3 0.5

IBRD - Total - - -

Bank for International Settlements 0.9 1.2 0.5
United States government 29 1.9 =
Oil payments 1.0 - -
Commodity credit 1.0 - -
Federal Reserve 0.9 0.4 -
Treasury - 1.5 -
Offical trade credits 2.0 = -
Transnational banks 25.2 8.9 14.5a/
Debt restructuring (1983) 20.2 45  13.02
New monetary facilities (1983) 5.0 44 1.52/
Total 34.9 17.1 17.2

Source: Joint ECLAC/CTC Unit on basis of information from Cline, W.R.,
"International debt and the stability of the world economy”, Policy Analyses
for International Economics, 4, Institute for International Economics,
September 1983, p. 42, and IBRD, Developing Country Debt, Washington,
D.C., February 1987, pp. XXVI-XVIII.

Note: A hyphen signifies gero.

-~/ This agreement in principle was not implemented.
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debt problem somewhat similarly as a play of three acts: a classic
balance-of -payments crisis up to the end of 1984, a subsequent period
of more thorough domestic adjustment followed at some indefinite
future date by a resumption of credit flows.®2 The initial
strategy for dealing with the debt problem reflected this
interpretation of events. This strategy, put together essentially
by the United States Administration, was proposed to ensure that
major debtors would continue servicing their debts and thereby
regain their creditworthiness. Its principal elements can be
summarized as follows:

- Debtor nations would generate a large portion of the dollars
they needed to pay interest by increasing their exports and cutting
their imports;

- Debtor nations would be given more time in which to repay
their maturing loans;

- Commercial banks would make new loans so that debtor
nations could avoid falling behind on their interest payments to the
banks;

- The IMF, in addition to lending modest amounts of its own
funds, would ensure that the debtors were implementing essential
economic reforms;

- The negotiation process was to be of a strictly individual or
case-by-case nature as far as the debtors’ participation was
concerned and it began as basically a year-by-year exercise. All
participants --banks, debtors countries and the IMF-- indicated their
willingness to comply with this strategy.®

There was little doubt that the debtor countries had a serious
adjustment task ahead of them, given that most of them had become
overindebted to some degree precisely because they used the
easily-available syndicated bank credits to avoid making adjustments.
As an ECLAC study has shown,®¢ the basic objective of the new
adjustment policies was to eliminate that part of the deficit on
current account which could no longer be financed with the net
inflow of external loans and investment or with international
reserves. To this end, many governments applied --to different
degrees and in different ways-- two sets of economic policy which in
theory are essential to the adjustment process. The first set includes
policies rather typically aimed at controlling the aggregate demand
and the second aimed at changing the relative price of internationally
tradeable goods vis-a-vis the price of non-tradeable goods and
services, e.g., exchange policies, tariff policies, or export promotion
policies. These policies were implemented generally in the context of
interrelated credit agreements with the IMF and the bank steering
committees. Table 21 demonstrates some of the main characteristics
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Tabte 21

LATIN AMERICA: CHARACTERISTICS OF IMF-SUPPORTED PROGRAMMES IN EFFECT FOR PRINCIPAL DEBTORS DURING 1983

Net financing from IMF (1983) Performance criteria
Date of Country Type of Millions As % of % Net Payments Net Net Overall External
agreement agreement of SDRs  deficit on variation foreign arrears domestic domestic borrowing indebt-
current of balance assets assets bank credit requirement edness

account  capital account

7-v1-82 Peru EFF 95 8 -2 CB/BN CB/BN PS Ps
1-1-83 Mexico EFF 903 26 déficit cB c8 PS PS
6-1-8%  Brazil EFF 1339 19 -44 €8/BdB t CB/8d8 PS PS
10-1-83 Chile SB 519 51 -57 c8 cB PS PS
24-1-83 Argentina SB 1121 63 5 c8 t cB PS 2]
22-v1-83 Uruguay SB 83 99 déficit cB cB PS PS
26-V1-83 Panama SB 88 25 -29 cB PS
25-VII-85  Ecuador s8 79 8 -3 ca t c8 pse/ Ps
Policy understanding &/
Duration Country Exchange Wages and Interest Public Current Current Current Capi tal Total Rates: public
(months) rate salaries rates sector income expenditure savings expenditure expenditure enterprises
deficit
36 Peru + - * + - + + R +
36 Mexico + - * + - + - - +
36 Brazil + - + - + - +
24 Chite + - * + - + - +
15 Argentina + + - + - +
26 Uruguay + - + - + - +
18 Panama - + - + - - +
12 Ecuador + - * - + - + - +

Source: Ground, R.L., “A Survey and Critique of IMF Adjustment Programmes in Latin America", in ECLAC, Debt, Adjustment and Renegotiation in
Latin America: Orthodox and Alternative Approaches, Lynne Rienner Publtishers Inc., Boulder, Colorado, 1986.

Motes: SB = Standby arrangements; EFF = Extended Fund facility; CB = Central Bank; BdB = Banco do Brasil; BN = Banco de la Nacitn; t = total
elimination; PS = Public sector; + = Increase in real terms; - = Decrease in real terms; * = Positive in real terms.

a/ Agreement replaced first by one of 24-11-83 later by one of 15-1X-83.

b/ yet public sector indebtedness to Central Bank only.

¢/ prohibition of restrictions on foreign trade, factor payments and external capital flows as well.




of the IMF-supported programmes for the principal Latin American
debtors during 1983.

These IMF-supported programmes possessed a general demand
management orientation as far as policy assumptions and performance
criteria are concerned. The importance of the financing arranged by
the IMF itself depended more on its relation to the deficit on current
account than simply its magnitude. The timing of the first agreements
is significant in the sense that Argentina, Brazil, Chile and Mexico
all signed agreements in January of 1983, Uruguay followed in June of
that same year. The IMF was obviously concerned with signing up
the biggest debtors (Mexico and Brazil) and those with the most
serious balance-of -payments disequilibria (Southern Cone countries).
The most important aspect of these IMF-supported programmes was
that they served as a seal of approval to facilitate rescheduling
negotiations with the bank steering committees.

Table 14 gave a very good picture of the essential nature of the
principal restructuring agreements of 1983. Like the IMF-supported
adjustment programmes, the emphasis was on coming to agreement
first with Mexico and Brazil, second, with the Southern Cone
countries and only thereafter, with the other debtors, as is
demonstrated by the terms and conditions of the agreements and the
new money and other facilities made available. These first agreements
imposed a very short time frame for debt rescheduling.®® Any
interest arrears had to be paid before the rescheduling agreement
took effect. While the first agreements reprogramming principal
payments generally dealt with maturities during 1983-1984 (excepting
Brazil, Peru and Ecuador), the new credits made available to pay
upcoming interest were negotiated annually. The negotiation process
itself took up to six months in reaching agreement. In this sense, the
negotiations tended to take on an ongoing or continuous character
and the ability of the banks to negotiate "en bloc" via their steering
committees allowed them great influence over the debtors which
negotiated individually. The most exposed United States banks (which
dominated the bank steering committees) had been given additional
time to recover from the debt crisis by way of the discretionary
interpretation of United States regulations by federal banks
supervisors and, as has been indicated, the parameters of the
negotiations did not allow for any debt relief. Thus, between the
IMF supervision of the preparation and implementation of
adjustment and stabilization programmes, the impact of United
States regulations in putting narrow parameters on negotiations
and the banks’ emphasis on short time frame, the debtor
countries were subject to significant external constraints, yet
at the same time they received little relief.
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Still using Latin America as the example, it can be observed
that an extraordinary adjustment was achieved during 1983-1984
viewed from the balance-of-payments perspective. During the first
phase of adjustment alone, about US$100 billion was transferred
abroad, making it one of the greatest financial adjustments in
history.®® The rapidity of the adjustment and its magnitude in terms
of the net transfer from registered foreign financial transactions
demonstrate unequivocably that the adjustment effort of the region
was nothing short of phenomenal. Between 1981 and 1984 the current
account deficit of Latin America measured dropped from over
US$41 billion to nearly zero. Impressive as this figure is, it is
pertinent to consider the cost of that adjustment. Table 22
provides some of the relevant information for the major debtors of
the region., It is clear that the adjustment was made possible
essentially by cutting imports to the bare minimum and drastically
reducing investment (the regional average for both fell o two
thirds of their value for 1980) which naturally led to 2 severe
decline in the economic performance of those countries. In general,
GDP per capita fell by 2.4% a vyear during 1982-1984, urban
unemployment surged and, in many cases, inflation took on a virulent
character. Questions were being raised about the cure being worse
than the infirmity. Basically, the huge adjustment had been made
at extreme social and economic cost.

Given the emergency and obligatory nature of the adjustment
during this period it comes as no surprise that most countries
acquiesced to these harsh measures. Chile, Mexico and Uruguay 7
then facing the greatest debt burdens, proved to be the most
acquiescent or obliging as far as their negotiations with --and
concessions made to-- the IMF and TNBs were to demonstrate.58
Bolivia, experiencing a period of severe econcmic difficulty, and
Argentina, trying to recover from a lost war found it difficult o
accept similar terms in their negotiations with the IMF and the
transnational banks. Great efforts were made by ¢he QOECD
governments, the multilateral institutions and the banks to "rescue"
Argentina % and bring it into line with the pattern of the region
and of the forced adjustment phase. Peru,”® having restructured its
TNB debt in 1983, still could not keep up payments in 1984.
Bolivia 7! was continually urged to pay up its accumulated arrears;
however, for the most part the continuance of arrears was quietly
ignored. Nonetheless, in general, the response of the great majority
of major debtors was to implement extremely harsh adjustment
programmes supervised by the IMF while the TNBs self-financed a
good part of the interest due on their exposures and restructured
capital payments.
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Table 22

LATIN AMERICA: ADJUSTMENT INDICATORS FOR MAJOR DEBTOR COUNTRIES, PHASE ONE: 1983-1984

Deficit on current Percentage Percentage

Country account as percentage GDP per Private Gross Value of increase urban increase

of _GDP capita consumption investment imports unempl{oyment consumer
(1984 values based on index o/ prices
1981 1984 1980=100) 1984
Argentina 5.9 3.4 87.0 90.6 48.9 47.6 4 688.0
Bolivia 10.5 6.1 80.9 90.3 60.5 77.9 160 2177.2
Brazit 4.4 0.0 91.9 96.6 69.5 61.4 13 203.3
Colombia 5.6 4.0 100.3 107.8 109.8 97.5 39 18.3
Chile 17.4 9.0 90.2 93.1 61.2 69.2 64 23.0
Ecuador =/ 8.7 2.2 9.8 12.7 6.1 7.0 77 2.1
Mexico 6.8 -2.1 97.5 101.2 67.3 62.6 33 59.2
Peru 8.4 1.9 87.2 107.1 62.6 78.1 - 111.5
Uruguay 6.2 2.4 82.5 70.0 48.1 51.8 89 66.1
Venezuela ~/ -7.6 -13.0 81.2 92.4 62.7 71.9 116 13.3
Latin America 5.4 0.0 92.0 97.7 67.4 68.1 24 185.2

Source: Joint ECLAC/CTC Unit on the basis of information supplied by ECLAC Division of Statistics and Quantitative Analysis.
Note: A hyphen signifies zero.

2/ opEC member.

8/ per cent increase in urban unemployment rate between end-1981 and end-1984.



With hindsight, this first phase can be easily considered the
forced adjustment phase because the multilateral institutions, the
banks and the OECD governments closed ranks and demanded an
exceptional adjustment effort from debtor countries and it was
forthcoming.”® The central criticism of this first phase is that,
by treating the debt crisis as liquidity problem, the creditors
participated only minimally in the adjustment burden which was
transferred almost completely to the debtors. The OECD governments,
especially the United States one, rejected any kind of global or
multilaterally-negotiated solutions and although they provided some
emergency resources (limited to the biggest debtors) they allowed
their banks to escape from any significant direct contributions to the
resolution of the debt crisis. The IMF more or less tripled its net
transfers to debtors; however, the magnitude of those transfers as
well as those from multilateral development banks remained minor in
comparison to the magnitude of the current account deficit of those
debtors.”® The banks rescheduled principal payments only on the
stiffest of terms. They also restricted their new money facilities
such that the growth of exposure which was 7% in 1983 fell to
slightly over 3% in 1984. Furthermore, the much-heralded return to
voluntary lending by banks proved ephemeral in spite of the massive
adjustments accomplished by debtors.”* In sum, the debtors were
forced to adjust in the worst of conditions, with few new resources
available to them and facing a dismal external economic environment.
Essentially, they alone had to withstand the total cost of that
adjustment burden: chronic recession. The debt crisis was not
viewed in terms of renewed development in these debtors countries
rather it seemed that more concern was given to measures for any
failure to meet IMF adjustment or stabilization targets 7% in spite
of the fact that "debtor governments had demonstrated a
willingness to cut their nations’ living standard further
and faster than even the most sanguine creditor had dared to
hope".7®

i) The ad justment with growth phase. At the beginning of the
second phase of the restructuring process, the realization that the
phase one diagnosis was faulty had become widespread among the
OECD governments and multilateral institutions. There appeared to be
a recognition that 1985 was to be a critical turning point in the
restructuring process.”” A study by the World Bank commented:
"From the perspective of development, therefore, 1985 is a pivotal
year. It could mark the time when creditors and debtors put their
relationship on a longer-term footing, aimed at promoting the
economic growth that is the surest road to financial stability. Unless
this can be done, many developing countries will continue to
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experience strong restraints, as a decade of lost opportunities and
failed expectations".”®

This apparent new concern for developmental considerations
with respect to debtors coincided with differences of views in the
creditor "bloc", most specifically, those between the continental
European countries (and their banks) and the United States
government (and United States banks), those between the
multilateral institutions (particularly the IMF)} and the TNBs and
those between larger and smaller banks. The European governments,
with the exception of the United Kingdom, increasingly recognized
the fact that their less exposed and better provisioned banks were
committing relatively more new resources to the TNB debt
restructuring agreements than were the more exposed and less
well-provisioned major United States banks. The United States
government and its allies in this matter --the governments of the
then relatively more exposed and less well-provisioned English,
Japanese and Canadian banks-- initially maintained that the phase one
strategy was still essentially correct.”? Divergences of opinion
between the multilateral institutions and TNBs had to do with the
effectiveness of the strictly market solution in the sense that the
multilateral institutions began to comprehend that a return to
voluntary TNB lending for developing country debtors was at a
minimum, years away,30 whereas the banks themselves, at least the
big United States money centre institutions, stubbornly held to
their opinion regarding the essential correctness of the phase one
strategy.®! Furthermore, demonstrating an increasing appreciation of
the technical (rather than simply ideological) criticism of their
harsh stabilization and adjustment programmes for developing
country debtors 82 and the limits of forced adjustment, the IMF
moved to prepare a new diagnosis in which structural factors played
a more important part and complemented a new strategy to deal with
the debt crisis. Most banks preferred to continue treating the crisis
as a liquidity problem while attempting to minimize any further
financial commitments. The smaller, less-exposed banks began to sell
off some of their international assets (at a discount). The decline
in the TNB financing available to debtors and the differences of
views within the creditor bloc produced a new change which has
come to be popularly known as the Baker Plan or Baker Initiative.

This new strategy consisted of three essential elements. The
first, and perhaps the most important, was the recognition that
recessionary adjustment by the more indebted developing countries
was self -defeating; rather, a lasting solution necessarily involved a
rising debt service capacity not simply the containment of the
current account deficit of these debtors. In this sense, growth was
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seen as the necessary companion to adjustment. The second
component was the realization that all the major participants in the
debt crisis (especially the debtor countries and the transnational
banks) possessed a degree of responsibility in producing the crisis and
this co-responsibility was to become a cornerstone of the new
strategy in the sense that burdens were to be shared.?3 The third
element of the strategy assigned specific roles to each of the major
participants. With regard to the 15 principal debtors explicitly
covered by the Baker Initiative, they were to continue their
adjustment extending it now to structural and institutional measures
such as tax reform, market-oriented pricing, the reduction of labour
market rigidities, and the opening of their economies to foreign trade
and investment.®¢ The case-by-case approach was maintained. The
transnational banks were to lend an additional US$20 billion over the
1986-1988 period which represented an increase in their overall
exposure in those countries of something in the order of 3% a year.
This was viewed as the principal financial means to sustain the
debtors’ policy efforts.®® The OECD countries were enjoined to
create a trade and financial environment supportive of the growth
objectives of the debtor developing countries. The multilateral
institutions, particularly the World Bank and other regional
development banks, were urged to increase by 50% their lending to
these debtors in order to support structural policy changes and
compensate for the IMF finance which turned negative in net terms
for major debtors in 1985, Lending in the order of US$9 billion over
the 1986-1988 period was hoped for from multilateral sources.
Improved and closer co-ordination between the IMF and the World
Bank was called for, although the Fund retained its overall
supervisory role in the management of the debt crisis and, in
particular, it continued to be the official interface between these
principal developing country debtors and the transnational banks via
the "enhanced surveillance” mechanism.86 The organizational
instrument selected to implement this new strategy was the multiyear
rescheduling agreement (MYRA) which became characteristic of
phase two negotiations.8?” All major participants, in particular
the transnational banks,®® seemed to indicate their willingness to
accept the role assigned to them by the Baker Initiative.

Again, using the example of the Latin American countries, those
debtors continued the massive transfer of resources outside the
region during 1985-1986, due to the high level of interest payments
made and the lack of any new access to international capital markets
(furthermore, new money became scarcer still). It should be
emphasized that this took place despite the fact that the value of
their export earnings from goods fell by more than 20% over that
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interim. Generally, nonetheless, the 1985-1986 period brought about
some improvements from the period of recession as is suggested by
the data contained in table 23. Although the current account deficit
measured as a proportion of the gross domestic product tended to
widen again after being eliminated during 1984, virtually all of the
other indicators improved at the regional level. Growth, albeit
minimal, was attained although this regional average was unevenly
distributed across individual countries. The rate of growth of private
consumption, gross investment and the value of imports turned
positive, urban unemployment fell significantly and the regional rate
of inflation in 1986 was one third that of 1984. As has been noted,
the restructuring agreements of phase two, mainly multiyear
rescheduling agreements (see table 14), also provided substantial
relief from the balance-of-payments perspective as several years
of payments (4.5 on average) were reprogrammed over 12 or more
years at reduced spreads and without commissions. These
reprogrammed payments (excepting for Brazil and Panama) generally
represented over three quarters of the value of existing bank
debt for each of these countries. Even taking into consideration
the differences in economic performance at the country level, it
did appear that the forced adjustment phase, for all the misery it
had caused, had established the basic conditions for a return to
firm economic health in the region (even though the indicators
had not yet recovered their 1980 levels in most countries,
especially with regard to GDP per capita, investment and import
values).

With regard to negotiations at the level of individual countries,
phase two witnessed greater acquiescence on the part of Argentina
and new difficulties from other countries, such as Peru and Brazil,
The latter, which had experienced problems in complying with the
targets of its extended fund facility during phase one saw its hopes
for a multiyear rescheduling agreement disappear in February of 1985
when the IMF terminated its facility. A new democratic government
and a strong trade surplus stiffened the negotiating posture of
national decision-makers, who continued to negotiate on an annual
basis their rescheduling agreements. Peru had seen its standby
agreement with the IMF suspended in August of 1984. The new
government opted to restrict debt service to about 10% of export
earnings which resulted in its debt held by United States banks being
declared "value impaired" by United States regulators as arrears
accumulated, reaching US$2.2 billion overall at the end of 1986.
Excepting these few (but important) cases of incomformity with the
phase two restructuring process, most major debtors from the region
were more interested in obtaining the multiyear restructuring on
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Table 23

LATIN AMERICA: ADJUSTMENT INDICATORS FOR MAJOR COUNTRIES, PHASE TWO: 1985-1986

Current account GDP per Private Domestic value of Percentage Percentage

Country deficit as % capita consumption investment imports increase urban increase consumer

of GDP (1986 values based on index 1980=100) unemployment prices

(1986) o (1986)
Argentina 3.5 85.5 91.5 46.2 47.7 21 81.7
Bolivia 12.5 7.2 97.1 48.1 101.1 29 66.0
Brazil 1.5 103.1 118.9 88.1 70.4 49 58.6
Colombia 14 105.6 118.5 104.3 92.5 2 20.9
Chile 4.8 9.1 9.6 65.2 69.3 -29 17.4
Ecuador =/ 5.5 9.1 118.5 70.9 87.0 13 7.4
Mexico 0.8 9.7 102.6 60.0 65.1 -20 105.7
Peru 5.4 92.3 123.1 83.0 97.4 -22 62.9
Uruguay -1.2 87.8 77.1 38.8 61.1 -24 70.6
venezuela =/ 4.5 83.3 106.5 64.2 74.5 -2 12.9
Latin America 2.1 94.8 108.6 72.2 72.9 -17 64.9

Source: Joint ECLAC/CTC Unit on basis of information supplied by ECLAC, Division of Statistics and Quantitative Analysis.
*/ OPEC member.
a/ Per cent increase in urban unemployment rate between end-1984 and end-1986.



much improved terms that they were being offered to keep them
adjusting and servicing the external debt.

The strategy for phase two created expectations that the debt
crisis was now somehow under control and that the new financing to
be made available by banks and multilateral institutions was going to
allow national decision- makers to shift the emphasis of economic
policy from adjustment to growth, something which would stimulate
the much awaited return to voluntary lending by international capital
markets. None of these expectations was fulfilled. The essence of the
phase two strategy in practice continued to be "muddling through".8°
The chief failure of the strategy was that the transnational banks
never came up with anything remotely close to US$20 billion in new
money which was requested of them for the 15 principal debtors. The
World Bank commented that:%0

"Contrary to expectations, bank lending to developing countries
has declined as the financial position of many banks has
strengthened. Improving capital-exposure ratios, together with
increased provisions for loan losses, have left the smaller banks, in
particular, better placed to resist calls for more voluntary lending.
But even the money centre banks were more reluctant to meet new
financing needs in 1985; lending slowed to those countries that had
avoided debt rescheduling, as well as to those with disruptive
debt-servicing problems. Among the former, many appear to have
chosen to reduce borrowing --at the cost of slower growth-- to avoid
risking their access to finance, but some others found creditors
increasingly reluctant to lend. Banks no longer seemed persuaded in
1985 that developing countries can regain the economic momentum
that made them attractive lending targets in earlier years; a renewal
of that momentum is now essential before private lenders will again
view countries with debt problems as creditworthy. As the prospects
for many debtor countries worsened, banks, in effect, passed along
the message that they had done all they would."

A year later it reiterated that:°!

"The events of 1986 suggest that major creditors banks, on
occasion, can still be persuaded to make new loans when faced with
the imminent threat of collapse in their financial relationship with a
major debtor (though even in Mexico’s case it has proved difficult
to bring smaller banks into the agreement). They offer no
encouragement that a renewal of voluntary lending is close, and
highlight the very real difficulty of harnessing private lending
in support of longer-run adjustment programs. That difficulty is
increasing rather than easing. Bankers’ attitudes have hardened
with the passage of time, and the perceived incentives for further
lending have weakened. At one level, commercial banks’ risk
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exposure to developing countries has fallen dramatically. For the
top twenty-four US banks, it fell from 147 percent of capital to
118 percent in 1986, down from a high of 210 percent in 1981. For
banks outside the United States, exposure figures are less readily
available, but are known, in most cases, to be lower. The underlying
strengthening of capital ratios is a welcome development for the
international banking system, increasing its defenses against
future shocks, but its significance for lending flows to the debtor
countries in the short term appears less favorable."

Perhaps, the most glaring shortcoming of this United States debt
initiative was that the United States government did not dedicate any
of its own resources to the resolution of the debt crisis °2 and
United States regulators did not convince United States banks to do
so either. During this phase, United States regulators acted more
firmly with the most exposed United States banks demanding of them
mandatory provisioning requirements more consonant with risks on
their international exposure in developing countries; however, the
immediate effect was to severely reduce new money and other
facilities for debtors although it did put the United States banks in a
stronger position to absorb potential losses. In this manner, the
United States regulatory system continued to have a strong impact on
the implementation of this phase of the debt restructuring process.®3
Moreover, while it made some exceptions for its neighbour, Mexico,
the United States government was unwilling, other than on
case-by-case (and not global) considerations, to commit its own
resources to the solution that it itself had prescribed.

The Governments of Canada, Japan and United Kingdom were
increasingly uncomfortable with the United States strategy. The
United Kingdom banks even refused to sign the new money facility
agreed in principle for Mexico in late 1986 because they felt their
commitment would be used to pay interest to smaller United States
banks pulling out of Mexico. Only the increased contribution of the
Japanese and the big United States money centre banks saved the
agreement.®4 The IMF and the World Bank became more critical of
the fact that, in general, the banks accepted but did not fulfill the
role assigned them by the Baker Initiative. That failure by the TNBs
considerably complicated the task of those multilateral institutions
and threatened the outcome of the second phase of the adjustment
and debt restructuring process.

The increasing tendency of non-United States banks to convert
and consolidate their exposure to problem debtors and for smaller
United States banks to bail out of the debt restructuring process
altogether created severe difficulties for new money facilities because
the European and Japanese banks did not want their contribution
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based on their 1982 exposure but on something more recent and the
smaller United States banks simply wanted to exit even at the cost
of a severe discount in the sale of their loan portfolios. The United
States regional banks often found they had situations in common with
non-United States banks.?® At the same time, United States
regulators began to pay greater attention to prudential elements of
their discretionary decision-making with regard to the concentration
of risk, the capital adequacy and the provisioning of the more
exposed United States banks. It appears that the larger United States
banks had used the additional time given to them (mainlv by counting
their international loans to developing country at face value) to
strengthen their balance sheets in order to generate larger profits
used more for dividend payout and share price speculation than
primarily to improve capital ratios and make appropriate provisions.
This caused bank supervisors to reconsider their policies and the
treatment given to these leaders by federal banking supervisors
tended to become tougher.?® These differences of views --between
TNBs and other creditors and among the TNBs themselves-- were to
grow considerably during the third phase of the debt restructuring
process which began in 1987.

C. A transnational bank adjustment phase?

The 1987-1988 period witnessed further changes of the debt
restructuring process. The conditions seem to be shifting appreciably,
apparently in favour of debtors and to a certain extent at the
expense of the TNBs, especially the big United States money centre
institutions; however, the outcome is anything but clear and
contradictions abound. The second phase of the debt restructuring
process --the adjustment with growth one-- did not achieve many of
the objectives expected of it; however, it did begin with a note of
optimism in the sense that the deal given to Mexico (agreed in
principle in October of 1986 and signed in April 1987) was better
than all previous ones (see table 14) and was thought to represent a
shift toward true renegotiations rather than simply the continuous
reshuffling of upcoming and overdue capital payments. There was
some hope that the many smaller debtors which had not been able to
maintain debt service (in Latin America, this included Bolivia, Costa
Rica, Cuba, Honduras, Nicaragua and Peru) °7 would finally be
brought back into the process via some form of debt relief, now
that the United States TNBs were apparently in a stronger financial
position with respect to their exposure to developing country debtors.

130



An indication of the exposure of the major United States TNBs
at the close of the second phase of the debt restructuring process is
contained in table 24. It is clear that although the exposure of the
seven major United States banks (by assets) in the principal Latin
American debtor countries represented about two-~thirds of the value
of the exposure of all United States banks in those countries, their
high exposure did not result in a very much greater level of
non-accrual loans than that for United States banks as a group.
Although the overall average for the leaders was slightly higher than
that for the seven majors or the total for all United States banks,
the figures for the case of Argentina and, particularly, that of Brazil,
seemed to give reason for confidence. In other words, in spite of the
magnitude of the exposure of the major United States banks in the
principal Latin American debtor countries, the overall average per
cent of loans on a non-accrual basis (3.1% for the seven majors) was
not widely out of line with their overall average for other assets
(2%).28 With regard to the stronger financial situation of these
banks, reported net income for these seven major United States
banks during phase two (1985-1986) was up on average by 13% over
that for phase one (1983-1984), which itself had improved by 27%
over the average for 1980-1982.99 This, however, did not cause many
of those banks to modify the short-term profit orientation which had
guided their behaviour up to that point in time nor to re-evaluate
the accounting fiction which enabled them to carry their developing
country loans at face value on their books even though "most market
participants had conceded that much of the LDC debt will not be
repaid".190  Furthermore, their reluctance to extend their
exposures via restructuring packages created other problems. The
Vice-Chairman of the Board of Governors of the United States
Federal Reserve System went on record stating that "doubts about
the availability of necessary finance from commercial banks may be
undermining the resolve of many indebted countries to implement
needed economic reforms".1%! These TNBs eventually felt themselves
1solated, as was manifest in a letter to key finance ministers on
the IMF Interim Committee and IMF-World Bank Development
Committee by the managing director of the TNBs' Institute of
International Finance in which he stated that the creditors’ bloc
was less together than in 1983-1986.192 Thus, although the major
United States banks felt more secure financially, their political
support seemed to have been diminishing. For example, in January
of 1987 the United States government took the initiative in getting
Paris Club of sovereign creditors to agree to Brazil's request
to reschedule official debt worth about US$4 billion without
first signing an IMF-supported adjustment programmme.!®3
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Table 24

TOP SEVEN UNITED STATES BANKS BY ASSETS: THEIR EXPOSURE IN THE PRINCIPAL LATIN AMERICAN DEBTOR COUNTRIES
AND PER CENT OF EXPOSURE ON NON-ACCRUAL BASIS, AS OF 31 DECEMBER 19862/

(Millions of US dollars)

Brazil Mexico Argentina Venezuela Total
Bank
Percentage Percentage Percentage Percentage Percentage
Amount non-accrual Amount non-accrual Amount non-accrual Amount non-accrual Amcunt non-accrual
Citicorp 4 600 1.5 2 800 4.1 1 400 2.0 1 000 1.7 9 800 3.8
Bank America Corp. 2 741 - 2 500 8.5 6009/ ne 1 260 17.7 7 101 6.1
Chase Manhattan 2 740 0.2¥ 1 640 6.4 960 5.7 1 080 2.3 6 420 3.0
Manufacturers Hanover 2 17 0.5 1 903 0.9 1 460 0.8 1 005 1.5 6 685 0.8
J.P. Morgan & Co. 1926 1.0 1137 0.5 876 1.8 3502/ 10.0 Y 4 289 1.8
Chemical Bark 1 446 0.2 1426 0.4 656 4.4 680 2.4 4 208 1.2
Bankers Trust 849 4.6 12m 1.3 2002/ 7.5 400/ 63% 2728 3.5
Total seven majors 16 619 0.8 12 685 3.9 6 152 2.5 5775 8.7 41 231 3.1
Total all US banks 23 624 0.7 23 545 3.4 9 046 2.4 8 733 7.5 64 948 2.9

Source: Joint ECLAC/CTC Unit on basis of information contained in Salomon Brothers Inc, "Review of Bank Performance, 1986%, New York, 1987 and United States
Federal Financial Institutions Examination Council, Statistical Release: Country Exposure Lending Survey, December 1986, Washington, D.C.,
24 April 1987, table I, p. 2.

Note: ne = no estimates available.

8/ Loans for which interest is credited by the bank on a cash basis (rather than an accrual basis).

b/ Estimate by Salomon Brothers Inc.




According to one commentator, "in agreeing to reschedule without
an IMF programme, the Paris Club creditors were, in effect,
agreeing to fly blind, taking the London Club creditors in their
waken.lo4

On 20 February 1987, Brazil declared a moratorium on its
sovereign debt and the debt restructuring process was changed;
probably inalterably, Ecuador followed suit in March. The action by
Brazilian authorities, primarily in response to perceived TNB
intransigence in not countenancing a Mexico-like deal for Brazil,
produced a series of reactions due to the fact that it activated the
United States regulatory system procedures. It had become almost
traditional that the big debtors and the bank steering committees
play a kind of brinkmanship in relation to the 180 day deadline for
credits with overdue interest, which determined the value impaired
status of those international assets and required allocated transfer
reserve risks (ATRRs) to be established thereafter. Of all the major
developing country debtors, only Peru and Bolivia had fallen into the
value-impaired category. The rest had managed to come to some kind
of an agreement before the more drastic ATRRSs came into effect. The
magnitude of the Brazilian sovereign debt and its potential impact
over the United States TNB accounts caused certain of the principal
actors involved to spring to action.

Citicorp’s action was to increase in April of 1987 by
USS$3 billion its provision for bad loans to developing countries,
which was equivalent to 25% of its exposure (causing itself a
USS$2.5 billion loss for the second quarter). Ostensibly, Citicorp was
trying to show investors that the most exposed United States bank in
Brazil was taking the problem seriously and that the principal
co-ordinating agent of the bank advisory committee for Brazil was
showing that country that it was prepared to face default. In neither
of these two areas was the Citicorp strategy more than partially
successful; however, it did have important consequences for other
participants.

With regard to "the market", its reaction to Citicorp’s move was
found in the fact that the value of Citicorp shares rebounded by 10%
shortly after the announcement of new provisions was made and the
leading United States credit-rating agencies maintained Citicorp’s
creditworthiness standings;}%® however, the secondary market prices
for third world debt began to plummet from the plateau maintained
throughout most of the second phase of the debt restructuring
process (table 25) and represented, on average, a discount of about
50%, that is, equivalent to double the Citicorp provisions.1¢ In
respect of the negotiation position of the Brazilian authorities, it
remained firm and the 180 day deadline was breached on 20 August.
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Table 26
SECONDARY MARKET PRICES FOR SOME DEVELOPING COUNTRY DEBT

(Percentage of face value)

July July July May
Country 1985 1986 1987 1988
Argentina 60-65 63-67 46-49 28-29
Bragil 75-81 73-76 58-61 55-56
Chile 65-69 64-67 68-708/ 61-62
Colombia 81-83 80-82 81-83 nd.
Ecuador 65-70 63-66 45-47 n.d.
Mexico 80-82 56-50 55-57 54-552/
Peru 45-50 18-23 10-12 04-09
Philippines nd. nd. 69-712/ 50-51
Venezuela 81-83 75-78 70-72 55-56

Source: Shearson Lehman Brothers and Bear, Stearns & Co.

Note: n.d. = No data available.

a/ Rounded.
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In spite of the fact that the primary objectives were not achieved,
Citicorp’s action did produce short-term advantages. Of the United
States leaders, Citicorp was the most financially-prepared to make
provisions and suffer huge quarterly losses because, although it was
the most exposed in Latin America its exposure as a per cent of
equity was by far the lowest among the leaders (only J.P. Morgan &
Co., was in the same neighbourhood), therefore, their 25% loan loss
reserve represented less of a financial burden than that for other
banks, such as Manufacturers Hanover, Chase Manhattan, or Bank of
America.l97 (See table 26 for net income and loan loss reserves
changes during 1987.) Although Citicorp achieved a short-term
competitive advantage vis-a-vis the other leaders, its action
demonstrated a lack of unity among United States TNBs and many of
the bigger United States regional banks reacted by raising their
reserves for possible losses on loans to developing country borrowers
to the equivalent of 50% of exposure, something which even Citicorp
could not match in 1987.108

In early September the United States Secretary of the Treasury
rejected the Brazilian proposal to swap half of their medium and
long-term loans for long-term fixed-interest bonds.!%® In its
international agreement on capital adequacy the United States
authorities insisted that some reserves against loans to developing
countries be counted as "capital”. The United States government and
federal banking supervisors had given clear indications that financial
system safety and international competitiveness have given way to
prudence as the principal objective of the United States bank
regulatory system as of 1987. In fact, the same international
agreement on capital adequacy stipulates that United States banks
will need to have capital (equity and long-term debt) equal to 8% of
"risk-adjusted" assets (which include off-balance-sheet items) by the
end of 1992, something which will be more difficult for the big
United States banks than others since they are the most at risk with
regard to sovereign debt defaults.}10 Euromoney suggested that the
principal effect would be in forcing the major United States banks
to slash assets and divest,11! especially since only a maximum of
1.5% of the 4% Tier Two capital could be accounted for by loan loss
provisions 112 (it might be remembered the United States banks face
unique bank regulations which allow them to count loan loss reserves
as primary capital).!13 In sum, Citicorp’s action did not achieve
its primary objectives with regard to the market or Brazilian
negotiators although it did bring certain short-term benefits
to the company during 1987. It appears, however, that those
short-term gains were won at the cost of the unity of purpose
of United States leader banks (con top of the major TNBs as a
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Table 26

PRINCIPAL UNITED STATES BANKS: ELEMENTS OF THEIR PERFORMANCE DURING 19878/

(Millions of US dollars)

Net income a/ Non-performing loans 8/ Loan loss reserves &/ Non-accrual loans in developing
countries &/ Percentage

Bank _ non-

1987 1986 1987 1986 Percentage 1987 1986 Percentage Total Total non- accrual

change change exposure accrual

Citicorp (1138 1058 6 029 2 554 136 4 600 1700 171 14.0 3.7 26
Bank America Corp. (953) (518) 4 193 4 316 -3 3263 2172 50 n.d. n.d. n.d.
Chase Manhattan (895) (585) 4 366 1 900 130 2720 1065 155 8.7 2.5 29
Manufacturers Hanover (1 140) 411 1760 2140 -18 2 700 1 000 170 9.2 1.5 16
J.P. Morgan & Co. 83 873 1 680 633 165 1708 910 88 5.4 1.3 24
Chemical N.Y. (854> 402 2960 1350 119 2 068 669 209 5.9 1.1 19
Bankers Trust 1 428 1 156 879 32 1298 591 120 4.0 0.6 15
Total: seven majors (4 898) 3239 22144 13772 60 18 357 8 107 126 47.2¢/ 10.7</ 238/

Source: Joint ECLAC/CTC Unit, based on information from The Banker, March 1988 ard Wertheim Schroder, as quoted in The Economist, 1 January 1988.
Note: n.d. = No data available.

nd No data available.

a/ Refers to overall situation of banks, not only their international operations.

b/ At 30 September 1987.
c/ Excludes BankAmerica Corp.



whole) in the debt restructuring process and the unquestioned
defence of those banks by United States regulators.

It must be pointed out that, with regard to the TNBs as a
group, the English and Japanese banks had been particularly
displeased by their experiences with the new money facility for
Mexico. During the Argentine and Brazil negotiations, non-United
States banks increasingly challenged the practice of calculating new
money on the basis of exposures in 1982. This, of course, penalized
banks which had successfully sold or swapped portions of their
portfolios.11* Non-United States banks began to openly propose
other strategies. Deutsch Bank put forward a debt-security swap
initiative.11 The Bank of Nova Scotia opined that straight interest
rate cuts were needed.!1® The Industrial Bank of Japan put foward a
case-by-case interest capitalization proposal.!!” DG Bank suggested
that partial repayment in local currency might be the answer.118
The new "menu approach" 19 to the debt crisis was simply the
recognition that no single strategy (especially the United States one)
was acceptable to the TNBs as a group. The Government of Japan felt
the need to provide a new global proposal in the form of the
Miyazawa plan put forward at the Toronto summit in the summer
of 1988.120

Among the developments in 1987 were the tension between the
United States regulator and the money centre banks and the
difference of views among leader banks., An indication of the
former is the fact that the General Accounting Office reacted to
the US$21 billion of new loan loss reserves in early 1987
by suggesting that they should have been at least US$49 billion,121

An indication of the latter, and the new perspective emerging in
the debt restructuring process was the Morgan/Mexico scheme for
converting Mexican debt into "securitized" bonds. J.P. Morgan helped
Mexico develop and market the instrument and lent its prestige as
the most prudent of the United States money centre banks to the
operation. The innovative scheme took advantage of the strong
reserve holdings of Mexico and consisted of the attempt to exchange
up to US$20 billion of foreign debt for bonds, the principal of which
was secured by United States government bonds. This was the first
clear endeavour by a leader bank to assist a major debtor capture a
significant portion of the discount on its external debt in the
secondary market, The Mexican authorities had hoped to capture a
50% discount (that is, cancel US$20 billion in external debt via the
purchase and exchange of US$10 billion in United States government
bonds); however, they achieved an average discount of only about 30%
on just US$3.7 billion of their debt. Two important factors which
explain the relatively poor results of this new initiative are bank
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rivalries and the impact of the United States regulatory system. In
terms of the first, it seems that Citicorp, for example, did not even
bid; thereby demonstrating its pique at being upstaged by Morgan
with so important a client as Mexico.122 With regard to the second,
it appears that many United States banks thought that existing
United States regulations required that if they accepted discounts
superior to their reserves (on average, about 30%) they would be
obliged to top up their reserves to the discount level. The fact that
the interest on the bonds was not covered by the United States
government bonds, but depended on the goodwill of the Mexican
authorities, implied that the new debt also had to be booked at
Mexico risk levels, that is, with new provisioning. These uncertainties
as well as some associated with the status of debt offered for sale
but not purchased by the Mexican authorities,’?® kept the
participation of United States banks at relatively low levels. It was
mainly Japanese (and other non-United States) banks which made
debt sales via this operation. In spite of its limited results
and uncertain status in the context of the United States regulatory
system, the new scheme was praised as at last bringing sanity to the
debt restructuring process even though it entailed clear losses for
the banks selling off their Mexican exposures.!?4

Naturally, the best solution to the international debt crisis is a
global one agreed upon in multilateral forums by creditor and debtor
governments.}?® That kind of solution does not appear to be
forthcoming in the short term. Unfortunately, the strategy in the
form of a "menu approach" strategy does not provide the easing of
the international debt crisis as time goes on, rather it is creating one
serious and ever-increasing problem. The exposure of United States
banks in troubled debtor countries is becoming more and more
concentrated in the United States money centre banks.!28
Furthermore, as non-United States banks are more active in selling
off or converting their exposure, more of the overall TNB exposure is
being concentrated in the hands of the United States money centre
institutions. Thus, again, those banks which were the least prudent
during the credit boom and least flexible during the debt
restructuring process are being brought back to the forefront of the
international debt crisis and, ironically, the debt crisis is becoming an
essentially United States one, from the point of view of the creditor
banks involved.

Clearly, action by United States regulators and the United
States government is called for. The Federal Reserve has reacted to a
certain extent. They have taken into consideration complaints by
United States banks that they are at a competitive disadvantage with
European and Japanese banks in converting their debt into equity
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because of the major restrictions they face on non-financial
investments. They have also responded to debtor complaints that
limiting United States bank participation to companies being
privatized was an undue incursion into local decision-making matters.
The February 1988 revision of Regulation K eliminated the
"privatization" requirement and allowed for increased levels of
shareholding (up to 40%) and lengthened permissible holding periods
(to 15 years).1?” Furthermore, the new view of the American
Institute of Certified Public Accountants (AICPA) with regard to the
valuation of loans to a country a part of which is sold at a discount,
something which especially influenced the participation of United
States banks in the Morgan/Mexico securitized bond deal, should
permit more debt conversion by United States banks.}?® These
improvements can help to facilitate more debt conversions but, is it
happening?

Previous to a recent flurry of activity in 1988,129 the big
United States banks had operated in the secondary market mainly as
intermediaries for other banks and corporations. While this has helped
them, again, to earn good fees, for the most part these money centre
institutions have not dealt in their own exposures. The loan loss
provisions built up in 1987 do not seem to have resulted in a surge
in debt conversions 130 by those banks, using their own exposures.
Everyone seems to agree that "one way or another, the big banks are
going to be pushed into reducing the stated value of their third
world exposures";13! however, on their own accord the big money
centre institutions do not seem to be doing what is expected of them.
Until they do, the TNB adjustment phase and the material basis
for the resolution of the international debt crisis will not be
concretized. As Business Week put it: "The banks, whose lending
practices contributed to the crisis, must not be allowed to wiggle
off the hook." 132

The United States government and regulators can positively
contribute to the process by making it clear to the United States
money centre institutions that the time to convert their exposure to
troubled debtors is now. Given the international commitment involved
in the new agreement on capital adequacy standards, it is evident
that these big banks must greatly reduce their exposures by 1992,
The other means of improving their capital ratios --by raising new
equity and retaining earnings-- are very difficult during periods of
huge provisioning for loan losses and low stock prices and
creditworthiness ratings.133 Furthermore, loan loss reserves, as of
1992, can only account for a maximum of 1.5% of primary capital (the
major United States banks now have them in the order of 4%).
Authorities can speed up the process of debt conversion by the big
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money centre banks by clearing away the hurdles of their regulatory
system and by offering tax incentives (for all troubled debtors, not
just value-impaired ones), as do many other major creditor countries.
If action is not taken, the international debt crisis will become
primarily a United States problem due to the increasing
concentration of debt in the accounts of the big United States banks.

This chapter has emphasized the importance of the impact of
the United States regulatory system on the outcome of the debt
restructuring process. The new legal status given to the waiver of
sovereign immunity and the administrative procedures (and
discretionary powers of regulators) associated with risk concentration,
capital adequacy and provisions established concrete parameters to
the debt restructuring process. During the first phase of that
process, 1983-1984, the concern of regulators for the safety of the
United States financial system precluded all others (especially, the
granting of relief to debtors) with the result that the United States
banks were allowed time to strengthen their capital while debtors
were left to adjust in the worst of conditions. The United States
regulatory system had not left any margin for negotiation between
debtors and bank steering committees. The problems emerging from
phase one of the debt restructuring process were corrected somewhat
by phase two of that process, 1985-1986, with the recognition that
growth had to accompany adjustment on the part of debtors. That
relied, to a large extent, on the provision of adequate financing
by TNBs, which was the role assigned them by the Baker Initiative.
Unfortunately, the United States TNBs did not fulfill the role
expected of them either in providing adequate financing to major
debtors as United States policy-makers had requested or by
establishing a sufficient level of reserves as prudential bank
supervisions would have required. Viewed from the perspective of the
debtors’ situation, the United States regulatory system represented a
continual limitation on the search for innovative solutions to the debt
crisis. National considerations clearly continued to take precedence
over international ones.

One result of this policy was to cause differences of views in
the creditor bloc. Transnational banks, especially the United States
leaders, drew the ire of multilateral institutions, such as the IMF and
IBRD, as well as national ones, such as the United States Treasury,
for not fulfilling their expectations with regard to new loans. Within
the category of TNBs, many non-United States banks as well as
smaller and regional United States ones began increasingly to sell off
(at a loss) their major debtor country exposures in order to exit
definitively from the debt restructuring process controlled by the
United States leaders and acquiesced in (with increasing difficulty) by
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the United States regulatory system. Finally, within the leader
category itself, the lack of unity of purpose was demonstrated by
Citicorp’s action in the face of the Brazilian moratorium. Morgan
took an initiative with regard to a major client (Mexico). United
States Treasury officials and the Federal Reserve Board appeared to
favour a more enlightened approach by facilitating debt sales.
Whether these development succeed in laying a new basis for a TNB
adjustment phase in the debt restructuring process depends to an
important degree on to what extent the new United States concern
for prudential bank supervision leads to the removal of the
limitations to innovative solutions to the debt crisis and obliges the
big United States banks to do something with their loan loss reserves
and major debtor exposures, as other nationalities of banks have been
obliged to do.
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Annex 1

OPEC INTERNATIONAL BANK DEPOSITS, 1974-1980

(Billions of 1980 US dollars)

Annual
1974 1975 1976 1977 1978 1979 1980 average
1974-1980
1. Eurocurrency deposits 37.5 13.4 15.9 21.5 8.1 37.4 43.0 25.3
2. In United States 7.2 0.9 2.7 0.5 1.0 5.7 -1.3 2.4
3. Other deposits 4.1 0.9 -1.3 1.6 - 2.2 2.6 1.4
4. Total 48.8 15.2 17.3 23.6 9.0 45.3 44.3 29.1
1 as percentage of total (4) ked €8 92 9 89 82 97 88
1 as percentage of all OPEC international
placements &/ 51 23 29 39 29 ] 4 38

Source: Joint ECLAC/CTC Unit on basis of information from World Bank, World Development Report, 1985, Washington, D.C., July 1985, p. 89.

a/ A significant amount of OPEC resources were invested in other international financial instruments, such as concessional assistance,
syndicated Eurocurrency credits, bond issues and direct investment, nonetheless, bank deposits represented the single largest item.
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Annex 2

GROSS NEW INTERNATIONAL BOND ISSUES AND BANK CREDITS COMMITMENTS, 1974-1986 L

1976 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

Bitlions of 1980 US dollars

1. International bond issues 21.0 33.8 491 47.3 45.7 45.4 39.8 48.0 63.9 62.2 65.8 123.8 163.6
Floating rate notes and cbs &/ 0.2 05 2.0 2.9 35 4.7 4.9 103 13.0 15.7 20.4 43.0 366
Fixed rate instruments 20.8 33.3 47.1 464 421 407 26.9 37.8 51.0 46.5 56.6 BO.8 127.0

I1. International bank credits 48.6 31.6 40.3 44.8 90.1 88.7 B81.0 134.4 87.5 65.1 86.4 86.9 100.8
syndicated loans . 48.6 31.6 40.3 44.8 90.1 88.7 81.0 86.1 8.1 542 43.8 31.0 34.8
Other international credit
tacilities &/ 9/ & ¥ & ¥ & & & 83 b 0.9 2.5 559 66.0
Yotal 69.6 65.4 89.6 92.1 135.8 134.1 120.8 182.4 151.4 127.3 172.2 210.7 264.4

Percentage distribution

I. International bond issues 30 52 55 51 3% 3% 3 2 42 49 SO SO 62
Floating rate notes and CDs &/ vee e 2 3 3 4 12 6 9 12 17 22 1
Fixed rate instruments 3 51 53 48 31 30 21 21 33 3 33 38 48

11. International bank credits 70 48 45 49 &6 66 67 74 58 5% 50 41 38
Syndicated loans 70 48 45 49 & 66 67 47 S5 33 25 15 13
Other international credit
facilities & g & & & & & & 2% 3 9 =5 21 B
Totat joo 100 100 100 100 100 160 100 108 100 100 100 100

Source: Joint ECLAC/CTC Unit on basis of information from OECD, Financial Market Trends, various issues.

8/ Publicly announced medium and long-term lending.

Y s = certificates of deposit.

¢/ Bank facilities used to back up the issuance of other financial instruments such as short-term Euronotes, certificates of deposit, bankers
acceptances, and commercial paper.

4 Before 1981, minor amounts corresponding to these instruments are included in syndicated loans.
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Annex 3

TOTAL GROSS AMOUNTS RAISED BY DEVELOPING COUNTRIES ON INTERNATIONAL FINANCIAL MARKETS,
1974- 1986

1976 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

I. In billions of 1980 US dollars 14.5 18.1 23.1 28.3 46.5 52.9 36.9 43.9 37.7 28.1 20.3 i7.7 1.6
Bonds a/ ) 0.5 0.8 23 S50 5.0 25 1.4 31 34 2.1 2.8 59 3.2
Bank credits b/ %.0 17.4 20.9 23.3 41.5 50.4 35.5 40.9 34.3 26.0 17.5 11.8 8.4

I1. As percentage of total

market borrow_ins 21 28 2 31 34 39 3 24 25 22 12 8 4
Bonds ) 2 2 5 1 1 6 4 7 5 3 3 5 2
Bank credits 29 55 52 52 46 57 44 30 39 40 20 14 8

I11. As percentage of total

LOC borrowing 00 100 100 100 100 100 160 100 100 100 160 100 100
Bonds ) 4 4 10 18 11 5 4 7 9 8 1% 33 28
Bank credits 96 96 90 82 89 95 9% 93 91 92 86 67 72

Source: Joint ECLAC/CTC Unit based on information from OECD, Financial Market Trends, various issues.
8/ International and foreign issues.
b/ Medium and long-term syndicated Loans.
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Annex &

EXTERNAL LENDING AND DEPOSIT TAKING OF BANKS IN THE BANK FOR INTERMATIONAL SETTLEMENTS
REPORTING AREA,a/ BY- MAJOR GROUPS OF COUNTRIES, 1974-1985
(Billions of 1980 US dollars)

1. Lending to
Industrial countries
Developing countri7s

(0i L-exporting) &
(Non-o(i’}-exporting)
Others =

11. Deposit taking from
Industrial countries
Developing countri;s

(0i L-exporting) &
(Non-oé}-exporting)
Others =

111. Change in net claims on

Industrial countries
Developing countri
(0i L -exporting) 575
(Non-oé}-exporting)
Others =

19 1975 1976 - 1977 1978 1979 1980 1981 1982- 1983 1985
85.3 61.4 99.3 98.2 109.9  139.8 160.0 150.1 156.6 112.1 195.6
37.5 15.4 44.0 56.3 46.4 77.2 96.0 90.1 105.0 74.2 149.8
30.7 35.3 42.6 32.7 50.1 53.7 55.0 48.2 43.2 30.6 6.6
(5.1  (12.3) (12.8) (13.1) (18.3) (7.8) €6.0) (1.8) (8.5) (5.6) €0.7)
(25.6) (23.0) (29.8)- (19.6) (31.7) (45.9) (49.0) (46.4) (34.7) (25.0) (5.9
17.1 10.8 12.8 9.2 13.4 8.9 9.0 11.8 7.6 7.3 39.1
85.3 61.4 99.3 - 98.2 109.9 139.8 160.0 150.1 156.6 1121 195.6
.en 50.7 56.7 60.2 83.0 73.8 103.0 128.2 127.0 71.0 152.0
e 26.1 36.9 - “34.0 20.8 55.9 49.0 12.7 3.4 3.4 17.7
5t.2) (21.5) (17.00 (15.7) (3.7) (41.4) (41.0) 4.5) (-8.5) (2.4 (5.9
N (4.6) (19.9) (18.3) (17.1) (14.5) (8.0) 8.2 (1.9 (25.8) (11.8)
.. -15.4 5.7 3.9 6.1 10.1 8.0 9.1 26.2 7.7 18.5
aee -35.3- -12.8 -3.9 -36.6 3.4 -7.0 -38.2 -30.5 3.2 2.2
cee 9.2 5.6 -1.3 29.3 2.2 6.0 35.5 39.8 7.3 -1.0
.ee (-9.2) (-6.3) (-2.6) (14.7) (-33.6) (-35.0) (-2.7) (18.6) 8.1 (-5.2)
e (18.4) 2.9 (1.3)  (14.7)  (31.3) (41.0) (38.2) (21.2) (-0.8) 5.9
ces 26.1 7.1 5.2 7.3 5.6 1.0 2.7 -9.3 -10.5

13.3

S?u_rce: Joint ECLAC/CTC Unit on basis of information from IMF Occasional Papers on International Capital Markets (Nos. 1, 23 and 43).

£/ Up to 1983 the reporting area includes banks in the Group of Ten countries, Luxembourg, Austria, Dermmark and Ireland, plus the offshore

branches of United States banks in the Bahamas, the Cayman Islands, Panama, Hong Kong, Singapore.

As from 1984 the reporting area includes

in addition Finland, Norway and Spain as well as non-United States banks engaged in international business in the Bshamas, the Cayman
Islands, Hong Kong, Singapore and all offshore banks operating in the Netherlands Antilles.
b/ Complete data for 1974 are not available.
e/ Consisting of the eight Middie Eastern oil exporters (Islamic Repiublic of Iran, Iraq, Kuwait, Libyan Arab Jamahiriya, Oman, Qatar, Saudi
Arabia, and the United Arab Emirates) plus Algeria, Indonesia, Nigeria and Venezuela.

g Includes centrally planned economies (excluding IMF member countries), international organizations and unallocated.

offshore centres.

As of 1984 includes
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Annex 5

VOLUME OF INTERNATIONAL BANK LOANS RAISED ON INTERNATIONAL MARKETS a/ AND THEIR

DISTRIBUTION BY AREA AND REGION FOR DEVELOPING COUNTRY BORROWERS, 1974-1986

(Billions of 1980 US dollars)

1. By area (US$ billions 1980)
Industrial countries b
Developing countries b/
Centratly planned and others ¢/

Percentage distribution
Industrial countries b
Developing countries b/
Centrally planned and others &/

—
—
.

By region (developing countries)

Latin America andf;he Caribbean &

Asia and Pacific ~
Africa 3 h/

Southern Europe =~

Percentage distribution

Latin America and the Caribbean
Asia and the Pacific ~

Africa
Southern Europe hs

19741975 1976 1977 19781979 19801981 1082 1985 198, 1985 1986
47.9 31.3 38.6 41.8 8.7 88.1 78.0 B81.0 76.6 4B8.5 39.5 29.8 3%.2
31,2 9.4 14.6 17.5 43.6 32,3 41.8 43.4 46,4 25.8  22.0  14.3 25.2
3.3 17.0 19.1 20.4 38.1 49.6 32.5 35.7 27.8 20.3% 13.2¢/ 10.6 7.8
34 4.9 49 3.9 50 5.9 3.7 1.9 24 2.4 43 49 32
00 100 100 100 100 160 100 100 100 100 100 100 100
6 30 38 42 50 37 53 54 61 53, S6. 48 68
28 5, 4 4 4 S?T 42 & 3% 523 3 3G oz
7 16 13 9 6 6 5 2 3 5 1 16 9
13.3 17.0 19.1 20.4 38.1 49.9 32.5 35.7 27.8 20.3 13.2 10.6 7.8
7.8 9.2 124 12.0 21.2 29.1 20.% 22.7 18.7 123 8.8 4.4 0.3
33 5.8 4.1 50 92 99 75 86 69 54 40 4.3 5.1
1.2 1.6 22 27 6.4 55 29 36 14 1.9 01 0.7 0.9
1.0 0.4 0.4 0.7 13 54 20 08 08 0.7 03 1.2 1.4
100 100 100 100 100 100 100 100 100 100 100 100 100
5 5 65 59 56 58 62 64 67 60 & 42 4
3 3% 2 2% 2 2 B 22 35 20 30 41 66
9 10 1 13 17 1 9 10 5 10 1 6 N
7 2 2 4 30N 6 2 3 3 2 N 19

Source: Calculated from OECD, Financial Market Trends, various issues.
Figures previous to 1980 include small amounts of other international credit facilities.
b/ Includes 89 developing countries which had access to intermational bank loans at sometime during the 1974-1986 period.

¢/ Includes international development institutions.

a/ Medium and long-term external bank loans.

d/ Excludes Bermuda and Puerto Rico.

e/ Excludes Gulf States (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and United Arab Emirates). Includes Taiwan province of China.

£/ Excludes South Africa.

g/ Cyprus, Turkey and Yugoslavia only.
h/ Reprogrammed principal payments excluded.

Fresh capital associated with agreements restructuring maturities are included and totalled

Us$11.3, 8.1 and 4.8 billion (1980 values) for the years 1983, 1984 and 1985 respectively.



Annex 6

CHARACTERISTICS OF THE PUBLIC AND PUBLICLY GUARANTEED LONG-TERM
DEBT OF 75 DEVELOPING COUNTRIES, BY STOCK ELEMENY AND SOURCE,
SELECTED YEARS 1974-1986

1974 1978 1980 1982 1986

Billions of 1980 US dollars

Creditors of public and publicly

guaranteed debt &/ 1601 275.0  313.6 3373 478.8
official creditors 9.0 1311 140.6  146.1  203.0
(Multilateral) &/ (26.3)  (40.5)  (47.6)  (55.2)  (80.2)
(Bilateral) &/ (1.7 (90.6)  (93.0)  (90.9) (122.8)
Private creditors 64 .1 143.9 173.0 191.2 275.8
(suppliersy &/ (18.5)  (26.7)  (21.9)  (18.1)  (23.1)
(Banks) &/ (38.2) (103.8) (137.1) (156.0) (228.1)
(Other: incl. bonds) &/ .4 (5.4 (16.0) (7.1 (26.6)

Percentage distribution

Creditors: public debt 2/ 100 100 100 100 100
official creditors 40 48 45 43 42
(Multilateral) ¥/ (16) (16) un 18) “n
(Bilateral) &/ “5) 33 30 @n 26)
Private creditors 40 52 55 57 58
(Suppliers) & 12) ) 156 ) )
(Banks) &/ 24) 38) (44) 46) 48)
(Other: incl. bonds) £/ “ ) “ ) )

Source: Calculated from information from the Debtor Reporting System (DRS) of the World Bank.

%/ External obligations of a public debtor, including the national government, a political
subdivision (or an agency of either) and autonomous public bodies, or of a private debtor that
is guaranteed for repayment by a public entity.

-7 Loans and credits from the World Bank, regional development banks and other multilateral and
intergovernmental agencies. Excluded are loans from funds administered by an international
organization on behalf of a single donor government; these are classified as loans from
governments.

£/ Loans from governments and their agencies (including central banks) and loans from autonomous
bodies.

- Credits from manufacturers, exporters or other suppliers of goods.

¢/ Loans from private banks and other private financial institutions.

7} Publicly issued and privately placed bonds or similar instruments, plus other creditors.
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Arnex 7

CHARACTERISTICS OF PUBLIC AND PUBLICLY GUARANTEED LONG-TERM DEBT OF 75
DEVELOPING COUNTRIES, BY FLOW ELEMENT AND SOURCE, 1974-1986
(Billions of 1980 US dollars)

Annual averages

19741972 1978-1982 1983-1986

1. Disbursements 48.7 2.7 51.1
official creditors 18.9 22.8 21.9
Hultilateral 2/ 6.4) (9.4) 11.4)
gilateral &/ (12.5) (13.4) (10.5)
Private creditors 29.8 49.8 29.2
suppliers &/ 6.1 (5.8) 4.5)
Banks &/ (21.8) €40.9) (22.3)
Other: incl. bonds &/ .9 3.6) 2.6)

2. Principal repayments 14.0 27.2 5.7
official creditors 4.4 6.2 8.9
wultilateral &/ (.0 1.6) (3.4)
Bilateral &/ (3.4 (4.6) (5.5
Private creditors 9.6 2.0 16.8
suppliers £/ 3.6) (4.4) G.4)
Banks &/ (5.0) (15.6) 2.3
other: incl. bonds &/ .0 1.0 TN

3. Interest payments 8.4 21.3 28.2
official creditors 3.3 5.2 7.2
Multilateral &/ 1.4) 2.4) 3.7
Bilateral &/ 1.9) 2.8 (3.5)
Private creditors 5.1 16.1 21.0
supptiers &/ (1.0) 1.6) .4
Banks &/ G (13.7) (18.2)
other: Incl. bonds &/ €0.4) (1.0) (1.4)

6, Net transfer 26.3 24.2 2.8
official creditors 1.2 1.4 5.7
Multilateral & 4.0) (5.4) “4.2)
Bitaterat &/ 7.2 6.0) (1.5)
Private creditors 15.1 12.8 -8.6
suppliers &/ ¢1.5) €0.0) €-0.3)
Banks &/ 3.1 11.6) -8.2)
Other: Inct. bonds &/ €0.5) a.2) 0.1

Source: Calculated from World Bank, DRS tape.

8/ |oans and credits from the World Bank, regional development banks and other multilateral and
intergovernmental agencies. Excluded are loans from funds administered by an international
organization on behalf of a single donor government; these are classified as loans from
governments.

Loans from governments and their agencies (including central banks) and loans from autonomous
bedies.

¢/ credits from manufacturers, exporters, or other suppliers of goods.

¢ Loans from private banks and other private financial institutions.

4 Publicly issued and privately placed bonds or similar instruments.



Annex 8

CHARACTERISTICS OF THE PUBLIC AND PUBLICLY GUARANTEED LONG-TERM
DEBT OF 24 MAJOR DEVELOPING COUNTRY BORROWERS, BY STOCK
*
ELEMENT AND SOURCE, SELECTED YEARS, 1974-1986 X

1974 1978 1980 1982 1986

Biltions of 1980 US dollars

Creditors of public and publicly

guaranteed debt 8/ 92.6 177.3 . 204.6 224.8 325.5
Official creditors 41.8 55.3 59.8 62.9 92.3
(Multilateral) &/ 3.7 20.1) (3.1 (27.3) (40.5)
(Bilateral) &/ (28.1) (35.2) 36.7) (35.6) (51.8)
Private creditors 50.8 122.0 1448 161.9 233.2
(suppliersy &/ (12.4) (7.5 (15.2) (1.2 (3.0
(Banks) &/ (2.3 (90.5) (M7.1) (135.1) (200.2)
(Bonds and others) ¥/ 6.1 (14.0) (12.5) (15.6) (20.0)

Percentage distribution

Creditors: public debt &/ 100 100 100 100 100
official creditors & 31 2 28 28
(Multilateral) ¥/ (15) LI ¢ (12) 12)
(Bilateral) &/ (30) 20) 8) (16) €16)
Private creditors 55 &9 71 2 72
(suppliers) &/ 13) 10 %) (5) %)
(Banks) &/ (35) 1h 7 60) 62)
(Bonds and others) &/ 1) (8 154) %) 6)

Source: Calculated from World Bank, DRS tape.

W4

a/

e/

da/
e/
£/

Mexico, Brazil, Argentina, Chile, Peru, Panama, Colombia, Bolivia, Uruguay, Ecuador, Venezuela,
Republic of Korea, Philippines, Malaysia, Thailand, Singapore, Papua New Guinea, Algeria,
Morocco, Céte d'Ivoire, Gabon, Nigeria, Turkey and Yugoslavia.

External obligations of a public debtor, including the national government, a political
subdivision (or an agency of either) and autonomous public bodies, or of a private debtor that
is guaranteed for repayment by a public entity.

Loans and credits from the World Bank, regional development banks and other muttilateral and
intergovernmental agencies. Excluded are loans from funds administered by an international
organization on behalf of a single donor govermnen't; these are classified as loans fron
governments.

Loans from governments and their agencies (including central banks) and loans from autonomous
bodies.

Credits from marufacturers, exporters or other suppliers of goods.

Loans from private banks and other private financial institutions.

Publicly issued and privately placed bords or similar instruments, plus other creditors.
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Annex 9

CHARACTERISTICS OF PUBLIC AND PUBLICLY GUARANTEED LONG-TERM DEBT
OF 24 MAJOR DEVELOPING COUNTRY BORROWERS, BY FLOW
ELEMENT AND SOURCE, 1974-1986 =/

(8illions of 1980 US dollars)

Annual averages

1974-1977 1978-1982 1983-1986

1. Disbursements 32.3 53.0 31.8
Official creditors 8.1 10.7 11.2
Multilateral &/ 3.3 4.8) 6.6)
Bilaterat &/ (6.8) (5.9 4.6)
Private creditors 26.2 42.3 20.6
Supliers &/ 3.9 (3.8) (2.4)
Banks 9/ 18.4) (35.6) 16.5)
other: Incl. bords &/ 1.9) 2.9 a.n

2. Principal repayments 9.9 20.8 18.0
Official creditors 2.5 3.7 5.6
Multilaterat &/ ©0.7) .0 2.4)
Bitateral &/ 1.8) 2.6 (3.2)
Private creditors 7.4 17.1 12.4
suppliers &/ 2.4) a1 Q.1
Banks 9/ “.1 13.1) 9.3)
Other: Incl. bonds &/ €0.9) (0.9 (1.0

3. Interest payments 6.2 7.1 22.7
official creditors 1.9 3.1 4.4
Multilateral &/ 1.0y 1.6) (2.5)
Bilateral &/ €0.9) (1.6) 1.9
Private creditors 4.3 14.0 18.3
suppliers &/ €0.7) ¢1.0) €0.8)
Banks &/ (3.2) (12.1) 16.2)
other: Incl. bonds & €0.4) 0.9 1.3

4. Net transfer 16.2 15.0 9.0
Official creditors 3.6 4.0 1.0
Muttilateral & 1.5) .1 1.6)
Bilaterat &/ @.1 .9 -0.6)
Private creditors 12.6 11.0 -10.0
suppliers &/ €0.8) ¢-0.3) ¢-0.5)
Banks 9/ m.2 10.3) -8.9)
other: Incl. bonds &/ €0.6) 1.0y ¢-0.6)

Source: Calculated from World Bank, DRS tape.

Y Mexico, Brazil, Argentina, Chile, Ecuador, Peru, Panama, Colombia, Bolivia, Uruguay, Verezuela,
Repuwblic of Korea, Philippines, Malaysia, Thailand, Singapore, Papua New Guinea, Algeria,
Morocco, Cdte d'Ivoire, Gabon, Nigeria, Turkey and Yugoslavia.

For notes, see annex 7.

165



Annex 10

CHARACTERISTICS OF THE PUBLIC AND GUARANTEED LONG-TERM DEBT OF
BRAZIL AND MEXICO, BY STOCK AND SOURCE, SELECTED YEARS
1974-1986

1974 1978 1980 1982 1986

Billions of 1980 US dollars

Creditors of public and publicly

guaranteed debt &/ 39.1 68.3 76.2 86.4 113.8
Official creditors 9.3 11.3 1.4 13.1 21.3
(Multilateral) &/ (4.6) (5.8) (6.3 7.5 1.2
(Bilateral) &/ “%.7 (5.5) 5.1 (5.6) €10.1)
Private credjtors 23.9 57.0 62.8 73.3 92.5
(suppliers) &/ (2.6 2.9 @ €1.5) @.2)
(Banks) &/ (19.7) 7.1 (54.2) 65.2) (86.3)
(Other: Incl. bonds) & (1.6) (7.0) (6.5) (6.6} €4.0)

Percentage distribution

Creditors: public debt &/ 100 100 100 100 100

Official creditors 28 16 15 15 19
(Multilateral) &/ (1) (8) (8) 9 10)
(Bilateral) &/ 1% ®) 6} 6) )

Private creditors e 84 85 85 81
(suppliersy &/ (8) %) 3) ) @
(Banks) &/ (59) 69) 73 (75) (76)
(Other: Incl. bonds) ¥/ 5) an ) 8 3

Source: Calculated from World Bank, DRS tape.
&/ External obligations of a public debtor, including the national government, a political
subdivision (or an agency of ejther) and autonomous public bodies, or of a private debtor that
is guaranteed for repayment by a public entity.

b/ L oans and credits from the World Bank, regional development banks and other multilateral and
intergovernmental agencies. Excluded are loans from funds administered by an international
organization on behalf of a single donor government; these are classified as loans from
governments.

Loans from governments and their agencies (including central banks) and (ocans from autonomous
bodies.

4 tredits from manufacturers, exporters or other suppliers of goods.

&/ Loans from private banks and other private financial institutions.

L4 Publicly issued and privately placed bonds or similar instruments, plus other creditors.
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Annex 11

CHARACTERISTICS OF PUBLIC AND PUBLICLY GUARANTEED LOMNG-TERM DEBT
OF BRAZIL AND MEXICO, BY FLOW ELEMENT AND SOURCE, 1974-1986
(Billions of 1980 US dollars)

Annual averages

1974-1977 1978-1982 1983-1986

1. Disbursements 13.7 20.4 8.4
Official creditors 1.8 2.3 3.1
fultilateral 2/ €0.9) 1.2) .9
Bilateral &/ 0.9 .1 .2)
Private creditors 1.9 18.1 5.3
suppliers &/ ©.7) (0.4) 0.4)
Banks &/ (10.3) 16.4) (4.8)
Other: Incl. bonds &/ ¢8.9) “.3) 0.1

2. Principal repayments 3.2 8.3 4.4
Official creditors 0.5 0.9 1.8
Multilateral 2/ (0.2) 0.3) (0.8}
Bilaterat &/ (0.3) (0.6) 1.0)
Private creditors 2.7 7.4 2.6
Suppliers &/ (0.5) 0.6 0.2
Banks &/ 2.1 6.7 (1.8)
Other: Incl. bonds &/ 0.1) 0.3) (0.6)

3. Interest payments 2.7 7.7 9.6
official creditors 0.6 0.8 1.2
Multilateral &/ 0.4) €0.5) 0.7
Bilateral &/ (0.2) 0.3) 0.5
Private creditors 2.1 6.9 8.2
suppliers &/ 0.1 (0.1 €0.0)
Banks &/ (1.9) (6.3 7.7
Other: Incl. bo ds & 0.1 €0.5) €0.5)

4. Net_transfer 7.8 4.4 5.4
Official creditors 0.8 0.6 0.2
tultilateral &/ €0.4) €0.4) €0.4)
Bilateral ¥/ (0.4) €0.2) -0.2)
Private creditors 7.9 3.8 -5.6
Suppliers &/ (0.0 ¢-0.1) 0.1
Banks &/ (6.3) (3.4) -6.7)
Other: Incl. bonds &/ (0.7 €0.5) 1.0

Source: Calculated from World Bank, DRS tape.

For notes, see annex 7,
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Annex 12
TOTAL VALUE OF ASSETS OF TOP 300 BANKS, 1970-1985 o/

(Cumulative distribution in percentage)

1970 & 1975 &/ 1980 &/ 1985 &/
Top 10 17 17 17 1%
Top 25 33 33 32 3
Top 50 51 52 51 51
Top 100 I 7% 73 7
Top 300 100 100 100 100
Total value assets
(billions of 1980
US dotlars) &/ 2 196.3 3 744.2 5 737.9 6 672.4
Average annual growth rate
during interim n.d. 1.3 8.9 31

Source: The Banker, various issues (June 1971, June 1976, June 1981 and July 1986).

8/ converted to dollers at year-end exchange rates by The Banker.
b/

Statistics).
4 Less contra accounts.
Note: n.d.: no data available.

Annex 13

TOTAL VALUE OF ASSETS AND NUMBER OF BANKS, BY NATIONALITY,
OF TOP 300 BANKS, 1974-1985 &/ B/

(Number of banks and per cent total assets) &/

Deflated by consumer price index of industrialized countries (IMF, International Financial

1974-1977 1978-1982 1983-1985

Home country

Number of Percentage Number of Percentage Number of Percentage

banks of assets banks of assets banks of assets
United States 4! 23 53 17 53 18
Japan 55 20 53 22 64 27
Germany (FRG) 3 12 33 12 29 8
France 15 9 14 10 12 8
Italy 23 7 20 6 17 5
United Kingdom 10 5 10 [ 9 []
Canada 7 4 [] 4 -] 4
Switzerland 7 3 [ 3 H 2
Arab banks 4 1 12 2 19 3
Other ” 16 93 18 86 19
Total 300 100 300 100 300 100

Source: Calculated from The Banker, various issues (June 75 through July 86).

8/ converted to dollars at year-end exchange rates by The Banker.

Y/ Calculated on reat annual average values for each period.

€/ Nominal smual dollar vatues deflated by consumer price index for industrial countries
according to IMF, International Financial Statistics data.
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Annex 14

TOTAL VALUE OF ASSETS AND NUMBER OF BANKS, BY NATIONALITY,
OF TOP 25 BANKS, 1974-1985 oy

(Number of banks_and per cent total assets) &/

1974-1977 1978-1982 1983-1985
Home country
Number of Percentage Number of Percentage Number of Percentage

banks of assets banks of assets banks of assets
United States 6 29 4 19 4 18
Japan -3 21 8 28 12 48
France 4 19 4 21 4 17
Germany (FRG) 4 15 4 14 1
United Kingdom 2 8 3 12 3 11
Canada 1 3 1 3 1
Other 2 [ 1 3 . -

Iotal 25 100 2 100 2 100

Source: Calculated from The Banker, various issues (June 75 through July 86).

o Converted to dollars at year-end exchange rates by The Banker.
Cslculated on real annual average values for each period.

&/ Nominal annual dollar values deflated by consumer price index for industrial countries
according to IMF, International Financial Statistics data.

fote: A hyphen signifies zero.

Annex 15

TOTAL VALUE OF CAPITAL MOSBILIZED VIA SYNDICATED
BANK CREDITS, 1976-1984 &/

(Cumulative distribution in percentage)

1976-1977 1978-1982 1983-1984
Top 10 67 49 68
Top 25 96 80 88
Top 50 100 100 100
Average annual vslue of capital
mobilized (billions of 1980
Us dol lars) ¥/ 4.9 112.0 55.3

source: Calcutated from Euromoney, various issues.

2/ Full amount of loan apportioned to sole lead manager and equal amounts to each co-lead
manager.

b/ Nominal dollar values were deflated by the consumer price index for industrial countries.
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Annex 16

TOTAL VALUE OF CAPITAL MOBILIZED VIA SYNDICATED CREDITS
BY NATIONALITY OF TOP 50 BANKS, 1976-1984 &/ &/

(Number of banks and per cent capital mobilized £/)

1976-1977 1978-1982 1983-1984

Number of Percentage  Number of Percentage Number of Percentage

Home country banks of capital banks of capital barks of capitat
mobilized mobil ized mobi Lized
United States 10 53 10 39 10 64
United Kingdom 7 16 7 14 4 5
Canada 3 6 6 13 4 [
Japan - - 5 9 10 13
Germany (FRG) 4 16 5 9 -
France 1 2 4 [ 3 3
Consortium banks &/ 5 6 3 2 1 1
Other [ 1 10 8 18 8
Jotal 36 100 50 100 50 100

|
I
l

Source: Calculated from Eurcmoney, various issues.

8/ Full amount of Lloan apportioned to sole lead manager and equal amounts to each co-lead
manager.

Calculated on real annual average values for each period.

Nominal dollar values were deflated by consumer price index for industrial countries,
according to IMF, International Financial Statistics.

A bank owned by a number of other larger banks none of which have majority control. This
modality initially gave smaller banks easier access to the Eurocurrency market. For bigger
banks, access to the larger domestic customers of smaller banks was the initjal advantage.
Later smaller banks tended to enter independently into the Eurocurrency market and consortium
banks became scarce. The Economist, “Pocket Banker", London, 1985, pp. 43-44.

Note: A hyphen signifies zero.

170



ILS

Annex 17

LATIN AMERICAN COUNTRIES: BANK EXPOSURE TO PUBLIC AND PRIVATE SECTOR BORROWERS, 1979-1986

(Billions of 1980 US doliars)

Stocks
1. ALL banks:

2. MNon-US banks:
3. us banks:¥
a) Top 9:

b) 158 other:

Total debt b/
public sector &
Private sec&yr =
Jotal debt &
Public sector =
Private sector
Total debt
Public sector
Private sector
Total debt
Public sectar
Private sector
Total debt
Public sector
Private sector

1979 1980 1981 1982 19832/ 19842/ 19852/ 19868/
164.3 162.9 178.9 181.4 181.6 176.8 174.5 173.4
79.1 82.9 89.1 96.3 120.8 1B.7 137.3 1%7.0
65.2 80.0 89.8 85.1 0.8 41,1 37.2 2.4
87.1 101.2 111.1 111.2 193.1 107.8 113.7 116.4
59.3 63.4 .9 9.9 90.4 9.2 103.7 110.9
27.8 37.8 4.2 £1.2 2.7 8.5 10.0 5.5
79.8 9.5 22.2 26.3 30.4 3%.5 3.6 36.1
37.4 2.2 45.6 3.9 384 32.6 27.2 20.9
36.6 38.4 40.5 42.3 1.5 4.7 39.9 36.8
14.8 13.9 15.7 21.8 20.9 28.4 3.2 2.9
21.8 2.5 2.8 20.5 20.6 18.3 15.9 1.9
20.6 5.3 27.3 21.9 27.1 5.4 21.7 20.2
5.0 5.6 6.5 4.6 9.5 1.1 10.5 11.2
15.6 17.7 20.8 23.3 17.6 4.3 1.2 9.0

Source: Bank for
Bank for

International Settlements (BIS), The Maturity Distribution of International Bank Lending, Basle, various issues; Internationatl
Reconstruction and Development, WYorld Bank Debtor Reporting System magnetic tape; federal Financial Institutions Examination

Council, Statistical Release: Country Exposure lLending Survey, Washington, D.C., various issues. Also consult Organization for Econhomic

a/

= Cross-border claims in all currencies and local claims in non-local currencies for BIS-reporting banks.
€/ pisbursed and outstanding public and publicly guaranteed mediun and long-term debt with private banks and other private financial

institutions.
da/

Council.
2/ Derived value.

Co-operation and Development (OECD), External Debt: Definition, Statistical Coverage and Methodology, Paris, 1988.
b Year in which transnational banks debt restructuring agreements were signed. Disbursements som=times registered in following year.

Cross-border and non-local currency claims by United States banking organizations reporting to Federal Financial Institutions Examination
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Anngx 18

MEXICO: BANK EXPOSURE TO PUBLIC AND PRIVATE SECTOR BORROWERS, 1979-1986

(Billions of 1980 US dollars)

1. All banks:

2. Non-US banks:

3. US banks:&/

a) Top 9:

b) 158 other:

Total debt b/

Public sector &
ds

Private sector =

Total debt &/

Public sector 4
Private sector ar
Jotal debt
Public sector
Private sector
Total debt
Public sector
Private sector
Total debt
Public sector
Private sector

1979 1980 1981 1982 19832/ 1984 19858/ 1936
4.6 42.5 51.8 53.3 56.0 34.5 33.9 51.2
2.6 26.1 30.2 3.3 4.4 5.0 4.0 43.6
10.0 16.4 21.6 20.0 11.6 9.5 9.9 7.6
19.9 21.5 2.0 25.1 34.7 34.6 341 33.1
1.9 5.3 8.2 7.6 0.1 -0.5 1.4 1.0
12.8 5.7 19.6 20.6 21.2 20.4 18.4 17.1
4.7 4.6 6.2 8.2 9.7 10.4 9.9 10.5
8.1 1.1 13.4 12.4 1.5 10.0 8.5 6.6
7.3 9.1 10.5 10.9 1.4 1.3 10.4 9.6
3.2 2.8 3.8 5.3 5.7 6.1 5.9 6.5
41 6.3 6.7 5.6 5.7 5.2 4.5 3.1
5.5 6.6 9.1 9.7 9.8 9.1 8.0 7.5
1.5 1.8 2.4 2.9 4.0 4.3 4.0 4.0
4.0 4.8 6.7 6.8 5.8 4.8 4.0 3.5

Source: See amnex 17 for sources and notes.
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BRAZIL: BANK EXPOSURE 10 PUBLIC AND PRIVATE SECTOR BORROWING, 1979-1986

(Biltions of 1980 US dollars)

Annex 19

1. ALl banks:

2. Non-US banks:

3. US banks:&/

a) Top 9:

b) 158 other:

Total debt b/
Public sector &/
Private sector 7
Total debt 1
Public sector a@/
Private sector g
Total debt
Public sector
Private sector
Total debt
Public sector
Private sector
Total debt
Pubtic sector
Private sector

1979 1980 1981 1982 19832/ 19842/ 1985 19862/
43.2 45.6 47.9 51.2 49.1 50.3 49.2 50.2
27.7 28.1 2.9 31.9 35.8 4.2 40.7 6.7
15.5 17.5 18.0 19.3 13.3 9.1 8.5 7.5
23.1 3.4 5.6 .7 2.1 32.0 3.7 32.6
4.9 7.7 7.0 8.2 3.3 -0.1 0.7 1.4
©15.2 .5 5.3 7.3 1.7 18.4 16.8 16.2
4.6 4.7 4.3 6.2 6.7 9.2 9.0 10.1
10.6 9.8 11.0 11.1 10.0 9.2 7.8 6.1
9.9 9.4 9.7 1.3 10.7 12.2 11.5 1.1
3.3 3.4 3.3 4.9 4.9 6.8 6.6 7.4
6.6 6.0 6.4 6.4 5.8 5.4 4.9 3.7
5.3 5.1 5.6 6.0 6.0 6.2 5.3 5.1
1.3 1.3 1.0 1.3 1.3 2.4 2.4 2.7
4.0 3.6 4.6 4.7 4.7 3.8 2.9 2.4

Source: See annex 17 for sources and notes.



Annex 20

METHODOLOGICAL ASPECTS OF THE ANALYSIS
OF THE CASE STUDIES

1. Background

Work on the case studies included here was undertaken at different
points of time. Two of these --Bolivia and Peru-- were completed
relatively early. The methodological aspects of those studies are
fully explained in ECLAC/CTC Joint Unit, Transnational Banks and
the External Finance of Latin America: the Experience of Peru
(E/CEPAL/G.1124, Santiago, December 1983) and Transnational
Banks, the State and External Indebtedness in  Bolivia
(E/CEPAL/G.1251, Santiago, April 1985). The cases of Argentina,
Colombia, the Philippines and Uruguay were subsequently added to
those of Bolivia and Peru.

2. The creation of the data base from loan contracts

The procedure for each case study was first, the commissioning of a
consultant, second, the loan contract data gathering exercise by
ECLAC/CTC staff and the consultant, third, the preparation of the
consultant’s report, fourth, the interview of pertinent public officials,
and, fifth, any updating exercises as may have been necessary. The
loan contract information gathering exercise was critical to the
successful completion of case studies.

The kind of information gathered is better understood by making
reference to the loan sheet which accompanies this methodological
annex. Section A of the loan sheet concentrates on the full
identification of the borrower, the use of the loan and any
guarantees or package financing which might be involved. Section B
of the information sheet deals with the full identification of the
lenders, the organization and structure of the syndicate of banks, the
participation of each bank and the terms, conditions and other
contractual provisions.

The loan universe was defined to compromise syndicated loans
which,

i) carried a spread over a floating rate of interest;

ii) were contracted or guaranteed by the State or one of its
agencies (excluding law enforcement and defence
institutions);
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iil) had a minimum original value of US$1 million;
iv) possessed an original maturity of one year or more.

For the purposes of assembling and processing the dats
collected, certain procedures were followed. With regard to the
identification of the lender, credit institutions which were subsidiaries
of transnational banks were consolidated into the head office in those
cases where the TNB possessed more than 50% of the shares of the
former according to The Banker, Who Owns Whom in World Banking,
1979-1980 (London, 1980). In the case of loans with distinct rate
spreads, a weighted average as calculated for the life of the loan or,
in the few situations that this was not possible, the loan was
divided up into components with different interest rates. In
reaggregation exercises, the figures were weighted according to the
relevant amounts, maturities and other gquantifiable aspects of the
same loans. The commissions and fees were calculated as a percentage
of the original value of the lcan. In relevant czses they were
averaged similar to the manner just described. The US dollar weas
used for all loan values due to the fact that a high percentage of ths
total value of all these loans was denominated im that currency. Al
other currencies were converted using the pertinent exchange rate
for the date on which the contract was signed. On this basis the
combined data base for the six case studies for the 1974-1982 period
reached a magnitude of US$23.5 billion in 1980 constant values. The
credits for the crisis pericd, 1983-1986, were dealt with separately
since, for the most part, there was very little voluntary lending
involved.

3. A commentary on publicly available informestion oz the
sectornl distribution of TNB exposures im
the case studies

Given that the data base focused on only medium-term syndicated
lending to the public sector or guaranteed by the public sestor, it
had little tc offer as far as TNB lending to the private sector
exposure is concerned. Three relatively pood series of data from
publicly available sources are available in so far as bank exposure
(not lending) is concerned. These are the Bank for International
Settlements data on total cross-border clzims as relevant in their
publication The Maturity Distribution of International Bank Lending,
the World Bank information on disbursed and outstanding public and
publicly guaranteed medium and long-term debt of countiry borrowers
with private banks (and other financial institutions as available on
the World Bank Debtor Reporting System tape) and the US Federal
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COMMERCIAL BANK CREDIT No
A. LOAN SHEET INFORMATION ON THE BORROWER AND THE GENERAL CHARACTERISTICS OF THE LOAN

Interrregional TNB Projact
ECLAC/CTC Joint Unit
Case study:

Cauntry

1. FULL NAME AND ADDRESS OF BORROWER

2. FULL DESCRIPTION OF PRINCIPAL ACTIVITIES OF BORROWER

3. SECTORAL CLASSIFICATION OF PRINCIPAL ECONOMIC ACTIVITIES

D Agriculture, cattle, fishing D Construction
] Mining ] waterworks
D N ing D Transport
"] eneray [ communications
(] Finance [ other services
] commerce [ other

[ covernment

. OWNERSHIP OF BORROWER (% CAPITAL SHAREHOLDING)

1 &

%] pLBLIC l iél PRIVATE of which NATIONAL

FOREIGN

PRINCIPAL SHAREHOLDERS
%

%

%

%

%

100 *
5. ANY ADDITIONAL INFORMATION ON THE BORROWER
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COMMERCIAL BANK CREDIT N

A. LOAN SHEET INFORMATION ON THE BORROWER AND THE GENERAL CHARACTERISTICS OF THE LOAN

Amount authorized
Currency of credit
Date of contract

6. TYPE OF LOAN

D Project loan
D import financing
D Nationalization
D Other

ooan0

Free disposition

Refinance credit

Rescheduling credit

7. LOAN GUARANTOR

EI State (R ic of

D Central Bank

D Other

8. IF LOAN ASSOCIATED WITH AN OFFICIAL CREDIT, INDICATE THE NATURE OF THE CREDIT: DATE

AMOUNT CURRENCY

RATE OF INTEREST (%)

MATURITY {years) SPECIFIED USE

SOURCE OF OFFICIAL CREDIT

a) Export Credit Agency

D Export Import Bank {United States)
D Japanese Eximbank

D Qther:

c} Muitilaterat Institution

] world Bank

D Regional Development Bank

D Other:

b) Bilateral Institution
D United States Agency for International Development

D Overseas Development Council (United Kingdom)

D Other;

9. ANY ADDITIONAL INFORMATION ON NATURE OR USE OF LOAN:
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B. INFORMATION ON THE LENDER(S) AND CONTRACTUAL PROVISIONS OF THE LOAN

NAME OF BANK(S)

12.

(CO-LEAD)
MAN-

AGER

13.

AGENT]

14.

ADDRESS OF BANK {8)

(City)

15.

AMOUNT

AUTHORIZED {000)

16.

CUR-
RENCY

NOTE: ADD ANOTHER IDENTICAL PAGE IF THIS IS NOT SUFFICIENT. PUT THE SAME COMMERCIAL BANK
CREDIT N© ON THE ADDITIONAL SHEET.

178




B.INFORMATION ON THE LENDER(S) AND CONTRACTUAL PROVISIONS OF THE LOAN

17.
NAME AND ADDRESS OF OFFICE TO
RECEIVE LOAN PAYMENTS

18.

19.
COMPENSATORY DEPOSITS
(Amount and Where)

INTEREST RATE
{Percent)

LIBOR or Prime at
Lenders Option

23. JURISDICTION AND APPLICABLE LAW

England

b) Semiannual

20. 21, 22.
Grace Period § Repayment Period Capital Repayment
{Years) (Years) Schedule
a) Annual

New York State, United States

]

D E] Other:

c) Other I:] 24. PROMISSORY NOTES ISSUED:
3 ves ] no
25. COMMISSIONS AND FEES:
TYPE DETAILS AMOUNT

a) Management fees

b) Participation fees

¢} Agent fees

d) Negotiation fees

¢) Drawdown fees

) Other fees {i.e. expenses)

26. PENALTIES AND CHARGES:

a) Prepayment Charge

b) Late Payment Penalty

¢} Commitment Charge

d) Other Charges
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Financial Institutions Examination Council (FFIEC) data series on
cross-border and non-local currency claims by US banking
organizations reporting to the FFIEC (which is broken down into
public/private sector exposure and top nine/other bank exposure) as
is available in their Country Exposure Lending Survey. While the
comparability between these distinct data series is far from perfect, a
close reading of the publication of the Organization for Economic
Co-operation and Development entitled External Debt: Definition,
Statistical Coverage and Methodology (Paris, 1988), which deals
precisely with these matters suggested that, at a minimum, an
approximation for non-US bank and total bank exposure to the
private sector can be derived by combining all this information in the
manner suggested below:

Banks Sector Source of information
1. Al i) All BIS
ii) Public World Bank, DRS
iii) Private 1. i) minus 1. ii)
2. Non-US i) All 1 i) minus 3. i)
ii) Public 1. ii) minus 3. ii)
iii) Private 1. iii) minus 3. iii)
3. US : i) Al FFIEC
ii) Public FFIEC
iii) Private FFIEC
(a) top 9 1) Al FFIEC
ii) Public FFIEC
1ii) Private FFIEC
(b) 158 other i) All FFIEC
ii) Public FFIEC
iii) Private FFIEC

Needless to say, there are a number of shortcomings associated
with this procedure. For example, the World Bank information in 1.ii)
refers only to medium-~ and long~term bank exposure to public sector
borrowers, that is, short-term exposure is not included here whereas
it is included in the other statistical series. Given the manner of
deriving the private sector exposure of all banks the effect would be
to overestimate that item. This is an important impediment; however,
given that the US bank exposure figures for the private sector are
firm and that US banks, especially the top nine ones, are the single
most exposed nationality of bank, it was felt that the procedure was
acceptable.

Other shortcomings to keep in mind are that the annual
exposure figures as presented in the figures and tables of this study
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are affected by several factors --exchange rate variations, the price
deflator and debt conversions, inter alia, which might warp the
conclusions drawn. Considering that most debt is denominated in US
dollars and that the dollar peaked in 1985, that the deflator is
common to all case studies and that debt conversion did not really
amount to much before 1987, it is felt that the influence of these
factors during the 1979-1986 period for which data is available would
be relatively minor. A final shortcoming is that it was impossible to
separate out elements of the bank exposure in the private sector so
as to distinguish trade credits from other credits and to ensure that
publicly guaranteed credits placed with private sector clients were
excluded.

In spite of the foregoing, these data represent the best publicly
available information on private sector TNB debt in these countries.
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Annex 21

COLOMBIA: BANK BEHAVIOUR IN ORGANIZING AND PARTICIPATING IN SYNDICATED CREDITS, 1974-1986
(Millions of 1980 US dollars)

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 Total
Capital mobilized 37.5 179.0 156.0 19.6 91.6 735.3 636.5 810.0 378.5 * * * - 3 044.1
1. Top 25 organizers 37.5 59.7 141.8 - 36.6 482.6 443.6 530.6 236.0 * * * - 1 968.5
(Leaders) (37.5) (8.5) (70.9) () €18.3) (=) (135.3) (155.5) (66.8) * * * ) (492.8)
(Followers) ) 1.2) ¢) (18.3) (18.3) (246.1) (58.9) (137.6) (49.0) * * * ) (561.1)
(Cchaltengers) ) - (70.9) (- (-) (236.5) (249.4) (237.5) (120.2) * * * ) (914.5)
11. ALt other - 119.3 14.2 19.6 55.0 252.7 192.9 279.4 142.5 * * * - 1075.6
Participation
1. Top 25 organizers 37.5 55.3 7.7 9.1 42.1 369.1 312.0 761.8 192.6 176.0 46.9 497.7 - 2 226.5
(Leaders) (9.4) (4.6) (28.4) (-) €(12.2)  (-) (106.3) (106.9) (44.3) (33.1) (3.1) (156.2) ) (504.5)
(Followers) () (26.1) (2.8) (6.5) (12.2) (178.9) (70.6) (158.3) (41.7) (49.0) (27.6) (135.5) (&) (709.2)
(Challengers) ) (24.6) (46.5) (2.6) (8.6) (190.2) (135.1) (184.6) (106.6) (93.9) (14.2) (206.0) ) (1 012.8)

11. ALl other 28.2 123.7 78.4 10.5 58.6 366.3 324.6 360.3 185.9 106.4 161.4 427.1 - 2 231.1
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Annex 21 (concl.)

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 Total
(Percentages)

Capital mobilized 100 100 100 100 100 100 100 100 100 * * * - 100

1. Jop 25 organizers 100.0 33.4 90.9 - 40.0 65.7 69.7 65.5 62.3 * * * - 64.7
(Leaders) (100.0) (4&.7) (45.4) () €20.0) (- €21.3) (19.2) (17.6) * * * ) (16.2)
(Followers) ) (28.6) () ) €20.0) (33.5) (9.3) (17.0) (12.9) * * * ) (18.4)
(Challengers) ) () 45.4) () ) (32.2) (39.2) (29.3) (31.8) * * * * ) (30.0)

I1. ALl other - 66.6 9.1 100.0 60.0 34.4 30.3 34.5 37.6 * * * - 35.3

Participation

1. Top 25 organizers 25.0 30.9 49.8 46.4 46.0 50.2 49.0 55.5 51.0 62.3 21.8 53.8 - 49.9
(Leaders) (25.0) (2.6) (18.2y () (13.3) (-) (16.7) 13.2) (1.7 A1.7) (1.5 (16.9) () (11.3)
(Followers) ) (14.6) (1.8) (33.2) (13.3) (24.3) (11.1) (19.5) (1.1 (17.4) (13.4) (14.7) ) (15.9)
(Chal lengers) ) (13.7) (29.8) (13.3) (9.4) (25.9) (21.2) (22.8) (28.2) (33.3) (6.9 (22.3) <) (22.7)

11. All other 75.0 69.1 50.2 53.6 64.0 49.8 51.0 44.5 49.1 37.7 78.2 46.2. - 50.1
Cost index 0.08 0.27 0.25 0.26 0.09 0.08 0.07 0.07 0.07 - - - -

Source: Joint ECLAC/CTC Unit.

Note:

A dash signifies zero.

* puring the restructuring process, 1982-1986, capital mobilized was not calculated due to the existence of bank steering committees for major

borrowers.
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Annex 22

ARGENTINA: BANK BEHAVIOUR IN ORGANIZING AND PARTICIPATING -IN SYNDICATED CREDITS, 1974-1982
(Millions of 1980 US dollars)

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 Total

Capital mobilized 46.1 14323  389.5 1326.0 1621.0 1903.9 1525.2 389.0 * - * - 8 632.9
I. Top 25 organizers 46.1 1180.1  163.3 662.5 674.3 818.8 522.8 202.5 * - * - 4 270.5
(Leaders) 66.1) (649.8) (56.7) (239.7) (83.0) (98.3) (70.3) (25.5) * ) * ¢) (1 269.4)
(Fot lowers) () (220.2) (28.1) (152.8) (245.7) (326.9) (268.7) (93.3) * ) * ) (1315.8)
(Chal Lengers) () (310.1)  (78.5) (270.0) (345.6) (393.6) (203.8) (&3.7) * ) * ) (1685.3)
I1. ALL other - 252.2  226.2 663.4 946.7 1085.1 1002.4 183.6 * - * - 4 362.6
1. Top 25 organizers 36.9 809.7 149.2 598.3 578.2 565.0 439.6 151.8 1 030.2 - 14024 - 5 761.3
(Leaders) (36.9) (429.3) (47.1) (151.4) (83.5) (72.2) (58.3) (16.9) (449.0) ()  (566.9) (-) (1 911.5)
(Foltowers) ) (144.9)  (30.1) (146.1) (212.2) (233.9) (B31.5) (T5.4) (285.6) (-)  (418.5) () (1 778.2)
(Chal lengers) () (235.5) (72.0) (300.8) (282.5) (258.9) (149.8) (59.5) (295.6) (-) (417.0) (-) (2 071.6)

11. Atl other 9.2 622.7 240.3 727.6 1042.7 1 338.9 1085.6 237.3 1 244.0 - 1697.2 - 8 245.5
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Annex 22 (concl.)

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 Total
(Percentages)

Capital mobilized 100 100 100 100 100 100 100 100 * - * - 100

1. Top 25 organizers 100 82.5 41.9 50.0 41.6 43.1 34.3 52.0 * - * - 49.5
(Leaders) (100) (45.4) (14.6) (18.1) (5.1) (5.2) (4.6) 6.6) * () * (-) €(14.7)
(Followers) -y (15.8) (7.2) (11.5)  (15.2) ((17.2)  (16.3) (24.0) * () * ) (15.2)
(Chal lengers) (-)  (21.7)  (20.2) (20.4) (21.3) (20.7) (13.4) (21.5) * ) * ) €19.5)

11. ALl other - 17.6 58.1 50.0 58.4 57.0 65.7 48.0 * - * - 50.5 _

Participation

f. Top 25 organizers 80.0 56.5 38.3 45.1 35.7 .7 28.8 39.0 45.3 - 45.2 - 41.1
(Leaders) (80.0) (30.0) (12.1) (11.4) (5.2) (3.8) (3.8) 4.3) 9.7 () (18.3) ) (13.6)
(Followers) ) ¢10.1) (7.7 (11.0) (3.1 (12.3) (15.2) (19.4) (12.6) ) (13.5) ) 12.7)
(Challengers) () (16.4) (18.5) (22.7) (17.4) (13.6) (9.8) (15.3) (13.0) (-)  (13.4) ) €14.8)

11. ALl other 20.0 43.5 61.7 54.9 64.3 70.3 71.2 61.0 57.7 - 54.8 - 58.9
Cost_index 0.24 0.51 0.28 0.19 0.07 0.09 0.12 0.31 . - - - -

Source: Joint ECLAC/CTC Unit.

Note: A dash signifies zero.

* puring the restructuring process,
borrowers.

1982-1986, capital mobilized was not calculated due to the existente of

bank steering committees for major
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Annex 23

PHILIPPINES: BANK BEHAVIOQUR IN ORGANIZING AND PARTICIPATING IN SYNDICATED CREDITS, 1974-1982

(Millions of 1980 US dollars)

1. Top 25 organizers
(Leaders)
(Followers)

(Chal lengers)
11. ALl other

Participation

I. Top 25 organizers
(Leaders)
(Followers)
(Chal lengers)

I1. All other

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 Totat

128.3 106.8 530.4 359.0 1 409.6 1 031.3 739.6 579.2 704.9 * - * * 5 588.9
34.1 103.7 358.9 174.0 024.0 639.0 366.8 180.3 244.0 * - * * 3 124.0
(& (-)  (306.9) (91.0) (406.6) (155.9) (83.8) (9.1) (39.9) * (6] * * (1 092.8)
) (76.8) (13.9) (28.1) (202.9) (86.4) (119.6) (49.1) (36.0) * ) * * €612.9)
(34.1) (26.9) (38.1) (54.9) (414.5) (396.7) (162.7) (122.1) (168.1) * - * * (1 418.3)
94.2 3.1 171.,5 185.0 385.6 392.3 373.5 398.9 460.9 * - * * 2.464.0
23.9 57.6 268.3 178.7 815.2 420.4 356.2 112.0 222.1 166.3 - 377.0 710.6 3 708.1
) (4.6) (149.7) (71.5) (232.0) (89.4) (81.5) (9.1) (39.4) (83.5) - (180.6) (214.5) (1 155.7)
(2.6) (30.0) (18.2) (43.2) (177.5) (76.6) (136.9) (44.4) (58.3) (26.6) (-) (86.9) (203.4) (904.4)
(21.3) (23.0) (100.4) (64.0) (405.7) (254.4) (137.8) (58.5) (124.4) (56.2) (-) (109.5) (292.7) (1 648.0)
104.2  49.2 262.2 180.3 594.4 610.8 383.3 467.3 482.9 237.2 - 305.7 766.9 4 444.5
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1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 Total

(Percentages)

Capital mobilized 100 100 100 100 100 100 100 100 100 * - * * 100
1. Top_25 organizers 26.5 97.1 é7.7 48.5 72.6 62.0 49.5 31.2 34.6 * - * * 56.0
(Leaders) (& ) (57.9) (25.3) (28.8) (15.1) (11.3) (1.6) (5.7 * () * * (19.6)
(Followers) ) (M9 (2.6) (7.8 (14.4) (8.4) (16.2) (8.5) (5.1 * () hd * (1.0
(Chat lengers) (26.5) (25.2) (7.2) (15.3) (29.4) (38.5) (22.0) (21.1) (23.8) * ) * * (25.4)
1. All other B4 2.7 32.3 51.5 27.4 38.0 50.5 68.9 5.4 * - * * 44.0
Capital mobilized 128.3 106.8 530.64 359.0 1 409.6 1 031.3 739.6 579.2 704.9 * - * * 5 588.9
Participation
1. Top 25 organizers 18.9 53.9 50.6 49.8 57.8 40.8 48.1 19.4 31.5 41.2 - 55.2 48.1 45.5
(Leaders) ) (4.3) (28.2) (19.9) (16.5) (8.7) (11.0) (1.6) (5.6) (20.7) (-) (26.5) (14.5) (16.2)
(Followers) €2.0) (28.1) (3.4) (12.00 (12.6) (7.4) (18.5) (7.7) (8.3) (6.6) (-) (12.7) (13.8) (1.1
(Chat lengers) (16.6) (21.5) (18.9) (17.8) (28.8) (24.7) (28.6) (10.1) (17.6) (13.9) (-) (16.0) (19.8) (20.2)
II. ALl other 81.4  46.1 49.4 50.2 42.2 59.2 51.8 80.7 68.5 58.8 - 44.8 51.9 54.5
Cost_index 0.5 0.34 Q.26 0.2 0.13 0.08 0.09 0.08 0.09 - - - - .

Source: Joint ECLAC/CTC Unit.

Note: A dash signifies zero.

* puring the restructuring process, 1982-1986, capital mobilized was not calculated due to the existence of bank steering committees for major
borrowers.
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Annex 24

PERU: BANK BEHAVIOUR IN ORGANIZING AND PARTICIPATING IN SYNDICATED CREDITS, 1974-1986
(Millions of 1980 US dollars)

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986  Total

Capital mobilized 559.7 525.4 562.4 - - 490.2 224.1 620.5 736.B  * - . - 3791
1. Top 25 organizers 310.4 266.7 488.8 - - 2S5 7.3 236 2563 * - . - 1.939.9
(Leaders) (107.0) (88.3) (97.9) (-) ) (124.2) (32.0) (174.1) M7 * ¢G) ¢ ¢G) (960D
(Fol Lowers) (35.0) (64.5) (116.8) (-) ) (55.2) (25.3) (49.1) (8.2 * S I € TN € S ¢ 1/ b
(Chal lengers) (168.4) (113.9) (74.2) () () (93.%) (14.0) (50.4) (111.0) * ¢G) ¢ ) (65D
1. ALl other 249.3 258.7 7.6 - - 2171 152.8 346.9 580.5 ¥ - - - 1779.2

1. Top 25 organizers 261.9 244.5 350.4 - - 202.5 57.4 179.0 200.8 267.8 - - - 1.780.4

(Leaders) (108.4) €106.3) (163.1) (-) ) (78.3) (26.0) (66.3) (74.0) (110.2) () ) ) (732.D
(Followers) (37.5) (63.9 (92.6) () - (64.9) (20.8) (44.2) (37.7) (68.1) (-) (G ) (429.7)
(Chal lengers) (116.0) (90.3) (9%4.7) () (& (59.3) (10.6) (68.5) (89.1) (89.5) (-} ) ) (618.0)

I1. ALl other 297.8 264.8 211.9 - - 287.8 166.8 441.6 536.0 468.2 - - - 2 674.8
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1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 Total

(Percentages)

Capital mobilized 100 100 100 - - 100 100 100 100 * - - - 100
1. Top 25 organizers 55.5 50.8 86.9 - - 55.6 31.8 461 34.8 * - - - 52.2
(Leaders) (19.1) (16.8) (53.0) (=) ) (25.3) (14.3) (28.1) (15.9) * ) ) ) (25.3)
(Followers) (6.3) (12.3) (20.8) (- ) (11.3) (11.3) (7.9 (3.8) * ) ) (&) (10.1
(Challengers) (30.1) (1.7 3.1 (- ) (19.0)  (6.2) (8.1) (15.1) * ) ) ) (16.8)
II. ALL other 44.5  49.2 13.1 - - 464  68.1 55.9 78.8 * - - - 47.3
Participation
1. Top 25 organizers 46.8  49.6  62.3 - - 41.3 25.6 28.8 27.2 36.4 - - - 40.0
(Leaders) (19.4) (20.2) (29.0) () ) (16.0) (11.6) (10.7) (10.0) (15.0) (- ) ) €16.4)
(Followers) (6.7 (12.2) (16.5) () () (13.2) (9.3) (7.1) (5.1) (9.2) () ) ) €9.6)
(Chal lengers) (20.7) 17.2) (16.8) (-) ) (12.1) .7 (11.0) 2.1 (12.2) () () ) (14.0)
I1. Alt_other 53.2 50.4 37.7 - - 58.7 744 1N1.2 72.7 63.6 - - - 60.0
Cost index 0.12  0.40 0.46 - - 6.28 0.14 0.14  0.20 - - - - -

Source: Joint ECLAC/CTC Unit.

Note: A dash signifies zero.

* During the restructuring process, 1982-1986, capital mobilized was not calculated due to the existence of bank steering committees for major
borrowers.



061

Annex 25

BOLIVIA: BANK BEHAVIOUR IN ORGANIZING AND PARTICIPATING IN SYNDICATED CREDITS, 1974-1986
(Millions of 1980 US dollars)

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986  Total

Capital mobitized 92.0  131.0 228.4 167.5 259.0 121.0 -  410.4 - . - . - 1409.2
1. Top 25 organizers 86.6 82.6 198.6 146.8 237.5 35.9 -  246.2 - - - . - 10372
(Leaders) 63.1)  (47.9) (177.3) (125.2) (189.3) (-) () B () () ¢G) Y () (T26.0)
(Followers) (23.5) (36.7) () (21.6) (48.2) (35.9) () (41.0) () ) () ) () (208.0)
(Chal lengers) ) ) @L3 ) ) ) () 8D () () ¢y ¢ () (193.2)
1. AlL other 5.4 48.4 29.8 207 1.5 8.1 () 1642 - - - - - 372.0

Participation

I. Top 25 organizers 47.4 72.3 119.1  86.3 165.2 30.6 - 232.1 - - - - - n2.7
(Leaders ) (15.8) (29.6) (46.7) (35.2) (63.5) (1.5 () 89.6) () ) ) ) ) (281.7
(Fol lowers) (19.6)  (27.8) (36.9) (22.7) (55.9) (23.5) () (80.0) () ) () ) ) (266.7)
(Challengers) (12.0) (14.9) (35.5) (28.4) (45.8) (5.6) (-) (62.5) () ) ) ) ) (204.6)

I1. ALl other 44.6 58.6 109.4 81.2 93.9 90.4 - 178.3 - - - - - 656.5
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1975

1976

1977

1978 1979 1980

1981

Total

100
63.1

(36.6)

(26.5)
)
36.9

55.2
(22.6)
(21.2)
A1.4)
94_.7_

0.37

100
86.9

(77.6)
)
9.3
13.0

52.1
(20.4)
16.2)
15.5)
47.9

0.48

100
87.0

74.1)

2.9
)
12.4

51.6
21.0)
(13.6)
“7.9)
48.5

0.37

(Percentages)

100 100 .
.7 9.7 .
(73.1) () )
(18.6) (29.7) ()
) ) )

8.3 70.3 40.0

€26.5) (1.2) (-)
(21.6) (19.4) (-)
7.7y (6.6 ()

0.33 0.24 0.34

100
60.0
(30.0)
(10.9)
(20.0)

56.5
(21.8)
€19.5)
15.2)
43.4

100
B.6

(51.5)

(14.8)
(7.3
26.4

53.5
(20.0)
18.9)
(16.6)

46.6

1974
Capital mobilized 100
1. Top 25 organizers 94.1
(Leaders ) (68.6)
(Followers) (25.5)
(Challengers) )
11. All other 5.9
Participation
I. Top 25 organizers 51.5
(Leaders) (17.2)
(Followers) (21.3)
(Chal tengers) (13.0)
I1. ALl other 48.5
Cost _index 0.31
Source: Joint ECLAC/CTC Unit.
Note: A dash signifies zero.
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URUGUAY: BANK BEHAVIOUR IN ORGANIZING AND PARTICIPATING IN SYNDICATED CREDITS, 1977-1986
(Millions of 1980 US dollars)

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986  Total

Capital mobilized 113.9  258.2 102.9 51.0 72.8  139.4 * - - * 738.2

1. Top 25 organizers 113.9  242.1 63.8 51.0 72.8 29.3 * - - * 572.8
(Leaders ) (74.6) (190.2) (58.2) (25.5) (72.8) (29.3) * ) ) * (450.5)
(Fol lowers) ) ) ) ) ) (&)] * ) ) * )
(Chal lengers) (39.3) (5.9 (5.6) (25.5) ) ) * (&) ) * (122.3)

I1. ALl other - 16.2 39.2 - - 110.1 * - - * 165.4

Participation

1. Top 25 organizers 76.5 194.7 48.1 41.0 45.5 62.3  385.8 - - 719.3 1573.3
(Leaders) (45.8) (110.3) (37.5) (16.8) (18.2) (20.0) (210.4) ) ) (437.8) (896.8)
(Fol lowers) (5.2) (23.4) 2.2) (8.6) 9.1 (.4 ((77.7) ) ) (138.0) (208.7)
(Chal lengers) (25.5) (61.0) (8.4) (15.6) (18.2) (27.9) (97. ) (] (143.5) (397.8)

I1. ALl other 37.3 63.5 54.8 10.0 27.3 7.1 317.4 - . 502.5 1 089.9
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1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 Total

(Percentages)

Capital mobilized 100 100 100 100 100 100 * - - * 100
I. Top 25 organizers 100 93.8 62.0 100 100 21.0 * - - * 77.6
(Leaders ) (65.5) (73.7) (56.6) (50.0) (100) (21.0) * ) ) * (61.0)
(Followers) ) (&) ) ) ) ) * ) ) * ()
(Challengers) (34.5) (20.1) (5.4) (50.0) ) ) * ) ) * (16.6)
I1. ALL other - 6.3 38.1 - - 79.0 * - - * 22.4
Participation
1. Jop 25 organizers 67.2 5.4 46.7 80.4 62.5 44.7 55.0 - - 59.0 59.1
(Leaders) (40.2) (42.7) (36.4) (32.9) (25.0) (1%4.3) (30.0) ) ) (36.0) (33.7)
(Fol lowers) (4.6) (9-1 2.1 (16.9) 12,5 (10.3) (11.0) ) ) (11.3) (7.8)
(Chatlengers) (22.4) (23.6) (8.2) (30.6) (25.0) (20.0) (14.0) ) () 1.7y (149
11. ALl other 32.7 24.6 53.3 19.6 37.5 5.3 45.0 - - 61.9 40.9
Cost_index 0.36 0.16 0.12 0.1 0.10 0.22 - - - - -

Source: Joint ECLAC/CTC Unit.

Note: A dash signifies zero.

* puring the restructuring process, 1982-1986, capital mobilized was not calculated due to the existence of bank steering committees for major
borrowers.
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ARGENTINA: BANK EXPOSURE TO PUBLIC AND PRIVATE SECTOR BORROMERS, 1979-1986

Annex 27

(Millions of 1980 US dollars)

1. ALl banks:

2. Non-US banks:

3. US banks:&/

a) Top 9:

b) 158 other:

Total debt b/
Public sector &/
Private sector d/

Total debt d/
Public sector d/
Private sector d/

Total debt
Public sector
Private sector
Total debt

Public sector
Private sector
Total debt

Public sector
Private sector

1979 1980 1981 1982 1983 1984 1985/ 1986
15 o019 19 940 22 606 21 745 21 605 19 428 21 682 22 444
4 915 6 065 5 894 5823 10 972 11 002 16 341 17 464
10 104 13 875 16 712 15 922 10 633 8 426 5341 4 980
9 623 13 074 14 960 14 775 16 747 13 293 15 475 16 285
3 622 4 569 3 529 3 225 8 072 7 894 12 682 13 390
6 001 8 505 11 431 11 550 6 675 5 399 2 793 2 895
5 396 6 866 7 646 6 970 6 858 6135 6 207 6 159
1293 1 496 2 365 2 598 2 900 3108 3 659 4 074.
4 103 5 370 5 281 4 372 3 958 3 027 2 548 2 085
3 285 4 247 4 762 4 340 4 318 3 928 4 336 4 283
1 056 1243 17 1 8% 2115 2 081 2 608 2 862
2 229 3 004 3 030 2 446 2 203 1847 1728 1 421
2 1M 2 619 2 904 2 630 2 540 2 207 187 1878

237 253 - 653 704 785 1027 1 051 1212
1874 2 366 2 251 1 926 1755 1180 820 664

Source: See annex 17 for sources and notes.
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PHILIPPINES: BANK EXPOSURE TO PUBLIC AND PRIVATE SECTOR BORROWERS, 1979-1986

(Mitlions of 1980 US dollars)

1979 1980 1981 1982 1983 1984 19853/ 19862/

1. ALL banks: Total debt &/ 8 256 9 348 9 285 10 630 11_103 9516 9 499 10 020
public sector & 2 082 253% 2 689 3 2% 3 537 3 683 3 998 7 67

Private sector 9/ 6 174 6 812 6 596 7 093 7 566 5 833 5 501 2 340

2. Non-US banks: Total debt &/ 3 754 4 702 4 395 5 765 6 214 5 321 5 500 6330
Public sector & 705 937 s 1164 1283 1 804 1 550 5112

Private sector &/ 3 049 3 765 3 620 4 601 4 931 3517 3 950 1218

3. Us banks &/ Total debt 4 502 4 646 4 890 4 865 4 889 4195 3 999 3 690
Public sector 1377 1599 1914 2 070 2 56 1879 2 448 2 567

Private sector 3125 3 047 2 976 2 795 2 635 2 316 1 551 113

a) Top 9: Total debt 3270 3 22 3321 3 287 3170 2 889 2798 2 676
Public sector 119 1147 1449 1522 1452 1 286 1 709 1 887

Private sector 2 074 2 077 1872 1 765 1718 1 603 1089 789

b) 158 other: Total debt 1232 1422 1 569 1578 1719 1306 1 201 1014
Public sector 181 452 465 548 802 276 739 1778

Private sector 1 051 970 1 104 1030 917 .73 462 33

[S—

O
w Source: See annex 17 for sources and notes.
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COLOMBIA: BANK EXPOSURE TO PUBLIC AND PRIVATE SECTOR BORROWERS, 1979-1986

Annex 29

(Millions of 1980 US dollars)

1. ALl banks:

2. Non-US banks:

3. Us banks:&/

a) Top 9:

by 158 other:

Total debt &/
public sector &/

Private sector -

Total debt &/

Public sector &
Private sector g

Jota! debt
Public sector
Private sector
Total debt
Public sector
Private sector
Total debt
Public sector
Private sector

1979 1980 1981 1982 1983 1984 198S§/ 1986
3982 4 632 4 949 53465 5 466 5006 4721 4 866
1 099 1 449 1 99 2 261 2 469 2 646 2 673 3 353
2 883 3183 2 955 3 084 2 997 2 358 2 048 1514
1556 1977 2423 2 639 272 2 722 27 331

483 814 1315 1 405 1 621 1770 1 747 2 483
1073 1163 1 108 1 23 1171 952 1037 831
2426 2655 2 5% 2 706 2674 228 1937 1552

616 635 679 856 848 876 926 870
1 810 2 020 1 847 1 850 1 826 1 406 1011 682
1 754 1 800 1785 1 884 1 806 1 678 1 420 1 104

529 510 527 718 685 725 762 699
1 225 1290 1 258 1 166 1121 953 658 405

672 855 741 822 868 604 517 448

87 125 152 138 163 151 164 17

585 730 589 684 705 453 353 277

Source: See annex

17 for sources and notes.
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PERU: BANK EXPOSURE TO PUBLIC AND PRIVATE SECTOR BORROWERS, 1979-1986

Annex 30

(Millions of 1980 US dollars)

1. AL banks:

2. Non-US_banks:

3. us banks:&/

a) Top 9:

b) 158 other:

Total debt b/
public sector &/

Private sector &

Total debt &/
Public sector &/

Private sector &

Total debt
Public sector
Private sector
Total debt
Public sector
Private sector
Total debt
Public sector
Private sector

19822/

1979 1980 1981 19832/ 1984 1985 1986
4196 4 053 4015 4 533 4121 3671 3 458 3265
2792 2 310 2 000 2 456 2 782 2 875 2 902 2 843
1 404 1743 2 015 2 077 1340 796 555 402
2 630 2 329 2221 2 381 2 109 1.858 2. 237 2274
1 987 1 6468 1 242 1 680 1484 1 652 2 053 2197

643 861 979 701 625 206 184 77
1,566 1724 179 2152 2 012 1813 12 24]

805 842 758 776 1298 1223 849 646

761 882 1 036 137% 714 590 372 325
1 034 1072 956 1 155 1 091 996 706 591

509 554 485 448 800 656 488 369

525 518 47 707 291 340 218 222

532 652 838 997 921 817 515 380

296 288 273 328 498 567 361 27

236 364 565 669 423 250 154 103

Source: See annex 17 for sources and notes.
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Annex 31

BOLIVIA AND URUGUAY: BANK EXPOSURE TO ALL BORROWERS, 1979-1986

(Millions of 1980 US dollars)

BOLIVIA
1. ALL banks ¥/
2. Non-US_banks 9/
3. Us banks:E/

a) Top 9

b) 158 other

URUGUAY
1. ALL banks &/
2. Non-US banks g
3. US banks:&/
a) Top 9
b) 158 other

1979 1980 19812/ 1982 1983 1984 1985 1986
1.601.8 1.112.0 1.020.0 1.296.4 678.3 540.7 475.3 426.3
1.006.7 676.0 753.4 983.1 433.9 389.2 399.3 362.0

595.1 436.0 26.6 313.3 4.4 151.5 76.0 6.3

397.1 285.0 247.5 194.8 160.5 87.7 40.6 31.1

198.0 151.0 19.1 118.5 83.9 63.8 35.4 33.2

479.9 " 639.0 928.1 1.295.9 1.584.6 1.559.9 705.6 1.677.0

172.3 261.1 367.6 510.2 754.8 789.2 1054.6 1.034.7

307.6 398.0 560.5 8.7 829.8 790.7 651.0 642.3

232.7 302.0 419.5 536.8 616.1 591.5 512.2 491.3

74.9 96.0 141.0 248.9 209.7 199.2 138.8 151.0

Saurce: Bank for International Settlements (BIS), The Maturity Distribution of International Bank Lending, Basle, various issues; Intermational
Bank for Reconstruction and Development, World Bank Debtor Reporting System magnetic tape; Federal Financial Institutions Exa_mination
Council, Statistical Release: Country Exposure Lending Survey, Washington, D.C., various issues. Also consult Organization for Economic

Co-operation and Development (OECD), External Debt: Definition, Statistical Coverage and Methodology, Paris, 1988.
3/ Year in which transnational banks debt restructuring agreements were signed. Disbursements sometimes registered in following year.
b/ Cross-border claims in alt currencies and local claims in non-local currencies for BIS-reporting banks.

¢/ pisbursed and outstanding public and publicly guaranteed medium and long-term debt with private banks and other private financial

institutions.

9/ cross-border and non-local currency claims by United States banking organizations reporting to Federal Financial Institutions Examination

Council.
€/ perived value.
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