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Glossary of Terms 

ARUSHA INITIATIVE A South-North conference was held in Arusha, 
Tanzania in July 1980 to discuss the international monetary system. Delegates 
from twenty countries, mostly Less Developed Countries (LDSs), concluded 
that the IMF bad lost its legitimacy and called for its replacement by a new 
world monetary order. 

BANK FOR INTERNATIONAL SETTLEMENTS Based in Basie, 
Switzerland, the BIS is the bank through which Central Banks settle th~ir 
accounts with each other. It also arranges currency swaps between its 
members. During the debt crisis it made short-term bridging loans to heavily 
indebted nations. It is the forum for the monthly meeting of the central 
bankers of the Group of 10. 

BRANDT COMMISSION The Commission consists of eighteen full 
members, drawn from both industrialised countries and LDCs, and is named 
after the ex-chancellor of West Germany, Willy Brandt. Their first report 
entitled 'North-South: A Programme for Survival' was published jn 1980, and 
was presented to the then UN Secretary-General, Kurt Waldheim. The report 
aroused wide interest, but had little practical impact. Their second report 
entitled 'Common Crisis, North-South: Co-operation for World Recovery' 
was published in 1983. 

BRETTON WOODS An international conference was held at Bretton Woods, 
New Hampshire in the USA in July 1944 to discuss proposals for a more 
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regulated international monetary system. The agreement resulting from the 
conference led to the establishment of the IMF and the World Bank. 

CENTRAL BANKS Virtually all countries have a Central Bank which the 
government controls in order to regulate the monetary system. Examples are 
the Bank of England and the Federal Reserve Bank of the USA. Central Banks 
control the issue of notes, conduct transfers of money with other Central 
Banks, lead the interest rate structure and accept deposits or make loans to 
commercial banks. 

COMMERCIAL or PRIVATE BANKS They are also known as member 
banks in the US and credit banks in Western Europe. These are privately 
owned banks (owned by their shareholders) which operate current accounts, 
receive deposits and make loans (including loans to LDCs) with the explicit 
purpose of maximising their profits. They are to be distinguished from Central 
Banks, the World Bank and Regional Development Banks which are not 
owned by private shareholders nor motivated by profit maximisation. 
Commercial or private banks with total loans of less than US$5 biJlion have 
become known in the context of the debt crisis as 'regional banks'. 

CREDIT TRANCHES The normal method of drawing on the resources of the 
IMF is through access to the tranches or 'slices' of credit. The first of these is 
the reserve tranche and amounts to 25 per cent of the member's quota. The 
next tranche, namely the first credit tranche (an extra 25 per cent of the value 
of the quota) is subject to low conditionality, while the three upper credit 
tranches (each worth another 25 per cent of the member's quota) are subject to 
fulJ conditionality and an IMF-stabilisation programme. 

CREDIT FACILITW A number of credit facilities are open to IMF member 
countries in addition to the credit tranches. The most commonly used are: the 
Compensatory Financing Facility, which was set up in 1963 to assist balance of 
payments losses as a result of short-term declines in the prices of particular raw 
materials; the Buffer Stock Facility, which was established in 1969 to help 
finance members' contributions to buffer stocks within international 
commodity agreements; the Extended Fond Facility, which was set up in 1974 
to provide balance of payments support for longer periods and in greater 
amounts than under the credit tranches, and the Supplementary Financing 
Facility, the most recent addition, which is intended to supplement the credit 
tranches and the Extended Fund Facility. The facilities vary in the amount of 
credit available, the conditions applied and the period of repayment. 

EXECUTIVE BOARD OF THE IMF The Executive Board of the IMF 
consists of 22 Executive Directors, of whom six are appointed (USA, France, 
UK, West Germany, Japan and Saudi Arabia), and fifteen are elected by 
country groupings. China is a pe.rmanent member. 

GATT The General Agreement on Tariffs and Trade. An international 
organisation operating since 1948, committed to the expansion of multilateral 
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d by encouraging countries to reduce barriers to free trade. Over 80 tra e, . . 
countries are s1gnatones. 

GENERAL AGREEMENT TO BORROW (GAB) Originally an agreement 
bet een the Group of Ten industrialised countries in the IMF to make funds 

:iable for each other's use in balance of payments crises. GAB was 
:;panded for the benefit of L DCs after the 1982 debt crisis. 

GROUP OF FIVE The five Western permanent members of the IMF 
Executive Board (USA, France, UK, West Germany and Japan). 

GROUP OF TEN Ten industrialised countries belonging to the IMF (USA, 
UK West Germany, France, Japan, Canada, Italy, the Netherlands, Belgium 
and' Sweden). The Group of Ten continues to function as a caucus for its 
members and as a mechanism for negotiation ~ong them prior to presenting 
their position to the rest of the IMF membership. 

GROUP OF 24 The LDC counterpart to rhe Group of Ten, though nowhere 
near it in strength or effectiveness. The Group of 24 arose out of the Group of 
77 in J 971 and has a mandate to review the international monetary situation 
from an LDC position and recommend co-ordinated Group of 77 positions on 
monetary issues. 

GROUP OF 77 The name used to refer to LDCs acting together at meetings of 
UNCTAD and other United Nations fora. Membership has now risen to 115 
countries. 

INTER NATIONAL BA NK FO R RECONSTR UCTION AN D 
DEVELOPMENT See WORLD BANK 

IDA International Development Agency. An institution affiliated to the 
World Bank, which gives long-term loans at Lillie or no interest for projects in 
LOCs, and those areas of middle income countries (MICs) which have a low 
income per capita. 

LOCs Less Developed Countries. To take account of the enormous variations 
in levels of economic development and resources, LDCs are often divided into 
(i) oil-exporting countries; (ii) newly industrialised countries (NICs), wbjch 
have become exponers of manufactured goods; (iii) middle income countries 
(MICs); and (iv) low income countries. Only Venezuela and Ecuador (as 
members of OPEC) are classified as oil-exporting countries, although Mexico 
and Trinidad and Tobago are also net oil-exporters. Argentina, Brazil and 
Mexico are usually classified as NICs, while Haiti is a low income country 
having a per capita income of less than US$300 pa in 1979. 

PARIS CLUB An informal gathering of creditor nations who meet to discuss 
rescheduling requests from debtor nations of the loans outstanding to official 
agencies and governments (but not commercial bank debt). 
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QUOT AS Each member country of the IMF is required to subscribe a quota 
which is paid 25 per cent in bard currencies or SDRs (pre-1976 in gold) and 75 
per cent in the member's own currency. Quotas are determined by each 
country's GNP and volume of international trade. Borrowing ability and 
voting rights are determined by the size of quota contributions. 

SDRs Special Drawing Rights were created in July 1969 as a form of 
international reserve asset to replace the dollar as the Fund's official unit of 
accoum. They are allocated to members as a supplement to other reserves and 
they function as credits in the member countries' accounts with the IMF, 
which can be used to buy hard currencies from the IMF in times of debt or 
balance of payments problems. Members may also use SDRs in a variety of 
transactions by agreement with each other. Members pay interest to the Fund 
on the balance of their holding below their allocation, and receive interest 
when their holding is above their allocation. Until 1971 the value of the SOR 
was equivalent to one dollar, but it is now fixed in relation to five currencies 
(the US dollar, the French franc, the Deutschmark, the pound sterling and the 
Japanese yen) to make their value independent of the fluctuations in the value 
of the dollar. In mid-1980 the total value of SDRs allocated was US$22.5 
billion. 

UNCT AD United Nations Conference on Trade and Development began in 
1964 in response to the LDCs' growing concern over the obstacles to bridging 
the gap in living standards between themselves and developed countries. 
UNCT AD now meets every four years and acts as a forum for discussion. It is 
used by LDCs to exert pressure to change the present world economic order. 

WORLD BANK Officially known as the International Bank for 
Reconstruction and Development. The World Bank was set up at the Bretton 
Woods Conference in July 1944 at the same time as the IMF. The role of the 
Bank is primarily to encourage capita.I investment for development projects in 
LDCs, either by channelling the necessary private funds or, more usually, by 
making loans from its own resources. It has traditionally concerned itself with 
longer term development programmes, especially in infrastructure and 
agriculture. The World Bank also plays a central role in development policy 
discussions and helps to co-ordinate aid policy among donor countries. 

THE VOCABULARY OF THE DEBT CRISIS 

DEBT SERVICE The amount of interest and principal repayments on 
outstanding debts that have to be met annually. 

DEBT SERVICE RATIO The ratio of debt repayments to a country's export 
of goods and services or Gross National Product (GNP). 
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EFAULT A failure to meet debt obligations, i.e. when a borrower cannot 
D . · repayments on outstanding debt. A default occurs if a debtor 
maintain ed' k l al · · country repudiates its debts or ~ er 1to; ta es eg action odvebr arr~~ m 
payment. More loosely dfeilfined! 1t. can re.er to any arrears on e t serv1cmg, 
and particularly to any a ure m mterest payments. 

EQUITY RESERVES Banks are owned by their shareholders, not their 

d S
'tors Bank shareholders' capital or equity provides banks with a reserve 

epo 1 · · · · d · b uld I be against losses, which 1s available to repay epos1tors, s o oans 
impossible to collect. 

INTERBANK MARKEi' The.system by wh\ch private.banks borrow from, or 
lend to, other private banks; m effect, the wholesale market for money. 

LJBOR London Interbank Offered Rate. The rate of interest at which money 
is traded between the private banks in the international money market. Loans 
tied to the LIBOR rate are usually revised every three months. 

LONG- AND MEDIUM-TERM DEBT Debt due to be repaid over a period of 
more than one year. 

MATURITY PERIOD The time the borrower has to repay a loan. 

RE-NEGOTIATION/ RE-STRUCTURING/ RE-FINANCING Terms used 
loosely to describe the efforts of debtors to change the composition of their 
short-term debts, usually obtaining long-term loans in exchange. Unlike re
scheduling, this does not necessarily occur when debtors default. 

RESCHEDULING An agreement between debtors and creditors to re-arrange 
debt repayments to give a longer period of repayment for a loan after a debtor 
has de/au/red. For private, and most public creditors, the agreement 
invariably involves delays in principal repayment , but only on very rare 
occasions delays in interest payments. 

ROLL OVER Used loosely to refer to the replacement of a maturing short
term loan with a new loan. More tightly defined, it refers to an agreement 
between borrower and lender to have the option to repay or extend a loan, at 
specified intervals, under the terms of the original loan agreement. 

SHORT-TERM DEBT Debt due to be paid within one year. 

SPREAD The difference between UBOR and the actual interest rate on a loan 
paid by the borrower. 
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I The World Debt Crisis 

•Never in history have so many countries owed so much money 
with 50 little promise of repayment.' 

Time, January 1983 

Jn August 1982, Mexico announced that it could no longer meet the 
repayment obligations on its US$80 billion• of international debt. The 
effect of this declaration - 'like an atom bomb being dropped on the 
world financial system', according to one US bank official - was 
compounded shortly after when both Brazil and Argentina made 
similar announcements. These three Latin American countries 
together owe US$200 billion to foreign governments, multilateral 
agencies (such as the IMF and the World Bank) and some 1,400 
private banks. The potential risks to the world financial system of 
such defaults are, according to Paul Volcker, chairman of the Federal 
Reserve, the US's central bank, 'without precedent in the post-war 
world.' 

Although it was Mexico's inability to service its foreign loans that 
made the debt crisis front page news throughout the world, warning 
bells had been ringing for some time. The rapid expansion of foreign 
debt owed by the less-developed countries (LDCs) since the mid-l 970s 
had been dramatic. In the mid-l 960s LDCs' long (more than five 
years) and medium-term debt (one to five years) stood at US$50 
billion. By 1976, it had risen to US$200 billion and, by 1981, it totalled 
US$500 billion. It is estimated that, in January 1983, LDCs' foreign 

•uss1 billion = USSJ,000 million. 



debt, including short-term debt (debt due to mature within one Year) 
and trade credit, was no less than US$700 billion. This is the 
equivalent of US$150 for every person on earth! 

Further analysis of the debt figures gives an indication of the 
dimensions of the present crisis. For instance, it should be born in 
mind that the amount of funds available in the hands of private banks 
for all their foreign lending is US$1,000 billion. Therefore, 70 per cent 
of this total is consumed by LDC debt. The value of the entire annuaJ 
production of British industry and commerce (equivalent to a figure 
of US$500 billion) would not be enough to pay off all LDC debt. For 
the individual countries concerned, debt servicing (the costs of 
principal and annual interest payments) represents a crippling burden. 
Brazil, for example, wiJI have to pay about US$3 I billion to service its 
debt in 1983. This figure represents 117 per cent of the estimated value 
of all BraziJian exports for the year. As it is from exports lhat a 
country earns the foreign exchange needed to meet its overseas 
obligations (paying for imports and repaying loans), it is clear that 
Brazil will need to borrow more, just to meet its debt service 
obligations, before it even considers how to pay for the imports 
needed to sustain its economy. Brazil is not an isolated example. 
Mexico will pay 126 per cent of its estimated export revenue on debt 
servicing in 1983, Argentina 153 per cent, Venezuela 101 per cent and 
Bolivia 118 per cent. 

Although statistics from the 1930s are not directly comparable with 
present-day figures, it is worth noting that, even in the worst years of 
the great depression in the 1930s, Brazil's debt servicing as a 
percentage of its export earnings did not exceed 45 per cent. The 
corresponding figure for Argentina did not exceed 30 per cent. 

Finally, if total foreign debt is expressed in terms of debt per head 
of population, this would be equivalent to every Brazilian owing 
over US$700, every Mexican owing over USS l ,000 and every 
Argentinian owing nearly US$1,500! 

Background to the Crisis 

Although the causes of the current debt crisis are to be found in the 
deep recession that is affecting the Western world, its roots are firmly 
embedded in a world economic order that has led to chronic balance 
of payments deficits for most LDCs, even when the world economy is 
booming. Their precarious financial position leaves them particularly 
exposed when recession hits. 

The quadrupling of oil prices in 1973 threw a huge burden on the 
non-oil exporting LDCs, which bad to borrow heavily to pay for their 
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oil imports. The impact was most strongly felt by the poor, who faced 
growing unemployment and reduced social services as governments 
made the savings needed to meet their oil bills. However, according to 
the Bank of England, such countries did not face 'unmanageable debt 
burdens' as a result. Two factors staved off the sort of debt crisis that 
the world now faces. The first was a short boom in raw material prices 
on the back of the oil price rise, increasing the value of many LDC 
exports. The second was the recycling of the surpluses that the oil
producing countries generated back to the countries needing to 
borrow to pay for their oil, at interest rates that were very low in real 
terms. This recycling was done by private commercial banks, rather 
than by any governmental or multilateral agency. The effect of the 
first oil shock was therefore to increase both non-oil LDC debt and 
the share of that debt owed to the private banks. From 1965 to 1976, 
the percentage of Latin American debt owed to commercial banks 
quadrupled from 12 to 47 per cent. 

The second oil price shock of 1979-80, which swelled the oil
producers' balance of payments surpluses by a further US$100 billion, 
nearly doubled the deficits of the non-oil LDCs from US$45 billion in 
1979 to US$88 billion in 1981. This time, the IMF did attempt to 
increase its lending to help those countries whose balance of payments 
deficits had become unmanageable. However, the funds it had 
available were insufficient, given the enormity of the deficits that oil 
importers faced, and its attempts to obtain more resources were 
blocked by the new US administration of President Ronald Reagan. 
The private banks were able, therefore, to step in once again and 
increase their loans to already heavily endebted LDCs. Non-oil LDC 
debt rose once again and the proportion of that debt owed to the 
private banks rose to 55 per cent. After allowing for inflation, the 
banks had doubled their lending to LDCs in five years. 

The implication of this increased reliance on private banks as a 
sour,ce of foreign credits became critical for the LDCs as the economic 
recession bit more deeply. In contrast to multilateral lenders, 75 per 
cent of bank credit is at floating rates of interest and therefore 
becomes more expensive as interest rates rise. The world recession has 
been accompanied by an interest rate explosion. The rate of interest 
that LDCs have to pay for their bank loans is determined by the 
London Interbank Offer Rate (LIBOR), the rate that one bank must 
pay to borrow funds from another bank. When a bank lends to an 
LDC customer, it lends money that it has borrowed from a range of 
other banks. Therefore, LIBOR is the base against which the interest 
rate the LDC must pay is calculated. LIBOR bas risen from 6 per cent 
in the mid-1970s to an average of 16.5 per cent in 1981, peaking at no 
less than 19 per cent. It is estimated that each one per cent rise in 
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1 
terest rates adds over US$6 billion to LDC debt bills. 

n Although nominal interest rates fell in early 1983, real interest rates, 
that is rates adjusted for inflation, remain high. In the rnid-1970s, 
high int1ation and low interest rates meant that real interest rates were 
usually negative. LDCs were effectively paid to borrow, and they 
responded by contracting large debts. However, by early 1983, 
although rates had dropped considerably, inflation had also dropped 
and the net effect was to leave real interest rates at the historically high 
figure of 8 per cent. 

Not only do LDCs have to pay more for their foreign loans, but the 
world recession has reduced the prices that they can obtain for their 
commodity exports. They therefore have to borrow more to cover 
their shortfalls in export income. It is estimated that, between 1980 
and J 982, world commodity prices dropped by 35 per cent to their 
lowest levels for 30 years. Mr Tom Clausen, the President of the 
World Bank, has stated that, since 1980, no less than 90 per cent of the 
long and medium-term bank loans that the LDCs have contracted 
were needed to cover the fall in their annual export earnings. 

By themselves, these falls in commodity prices would not matter if 
the prices of the goods LDCs need to import were also falling by 
corresponding amounts. This, however, is not the case. The price of 
non-oil LDC imports continue to rise, even though the prices of their 
exports are falling. For example, in 1960, one ton of coffee would buy 
over 37 tons of fertiliser. Today, the same ton of coffee will buy only 
15.8 tons of fertiJiser. In 1959, a small truck could be bought with the 
proceeds of the sale of six tons of jute fibre. Today, a small truck 
would require the sale of 26 tons of jute. And, whereas in 1960, 6.3 
tons of oil could be bought for one ton of sugar, by 1982, the same 
sugar could buy only 0.7 tons of oil. 

The LDCs' problems do not eod with the fall in the value of their 
commodity exports. According to the General Agreement on Tariffs 
and Trade (GA TT, a multilateral agency set up to encourage countries 
to remove barriers to free trade), increased protectionism by the 
developed countries is leading to both falling prices for LDC exports 
and growth in barter trade. Up to 30 per cent of world trade is now 
done by barter or 'countertrade'. This means that a country selling 
goods must agree to be 'paid' in other goods, rather than in money. 
Thls reduces the LDCs' ability to build up a trading surplus of foreign 
currency from which to meet their debt payments. 

As it became increasingly obvious that the recession was creating a 
critical situation for many LDCs, the banks began to fear that they 
would be unable to collect their debts. Their first reaction was to 
shorten the term of any new lending. Short-term loans are seen as less 
risky by the banks because their repayment does not rely upon the 
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long-term solvency of the LDCs (which is cu rrently in doubt) and 
because they allow the banks to collect in their loans rapidly if they 
themselves face heavy withdrawals by their depositors. Thus LDCs 
were forced to incur short-term debt in order to pay off longer-term 
loans and to meet current deficits. This shortening of debt maturity 
periods was such that, in 1982, long-term debt repayments amounted 
to US$44 billion while short-term debts maturing during the year 
amounted to US$140 billion. As short-term debt must be constantly 
renegotiated or rolled over (that is replacing a maturing short-term 
loan with a new loan), its withdrawal causes almost immediate cash
flow problems for borrowers. And, as the bank began to lose 
confidence in the ability of certain LDCs to repay their existing loans, 
short-term credit began to dry up. Thus, while new bank lendjng to 
non-oil LDCs rose by US$150 billion in 1981, and by US$13 billion in 
the second quarter of 1982, it actually fell in the final quarter of 1982 
by US$800 million. This was the first absolute fall since l 977. 

Mexico was caught spectacularly in this credit trap. Confidence in 
its ability to repay its foreign debts was severely shaken when the fall 
in oil prices began to hit its foreign exchange earnings and inflat ion 
began to rise to alarming levels. The Economist predicted that Mexico 
would lose US$2.5 billion in export earnings if oil prices were to drop 
by US$5 per barrel. The credit needed to roll over its US$40 billion of 
short-term debts maturing in 1982 was not made available and the 
country was forced to declare that it could not meet its comrrutroents . 
There was a near-panic among international lenders . In the scramble 
to avoid being caught by other defaulting countries, the small banks in 
particular withdrew their funds from the international loan market. It 
was precisely this action that brought Brazil, Argentina and a host of 
other countries to the brink of bankruptcy . 

The Fear of Def a ult 

The risks for a heavily-indebted LDC in defaulting on its foreign debt 
obligations are enormous. The refusal to repay or renegotiate any loan 
to a Western bank or multilateral agency would blacklist the country 
concerned from receiving any new loans from the entire Western 
financial establishment. Very soon, the country would run out of the 
foreign currency needed to pay for its imporLs and effectively it would 
have to stop tradi ng. Any assets it held abroad would be seized (as in 
the case of Iran in 1979) against its unpaid debts. As imports dried up, 
the country would find itself short of the inpu1 s needed to sustain its 
industry and agriculture and, in many cases, without sufficient food 
for its population . Such shortages would have profound social and 
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political consequences within the country. 
However, it is not the problems that defaulting countries would face 

lhat has generated near-panic in the Western financial community. 
Rather, it is the fear that a large default would deliver, in the words of 
Tlte Economist, 'a horrendous jolt to the world 's banking system•. To 
understand how Brazil or Mexko could acquire the power to deal such 
a 'horrendous jolt', we need to look more closely a t the nature of the 
world financial system. 

The backbone of the system is the private commercial banks . They 
aim lo maximise 1heir profits by Laking deposits and lending them at 
higher rates of interest. Their security is based on their equity reserves, 
thll is, their shareholders' risk capital, which is available to repay the 
banks' depositors even if loans to customers should fail to be repaid. 
However , in the last 20 years, banks have reduced their ratio of 
reserves to loans from 9 to 2.6 per cent and it is estimated that, for 
every US dollar of equity, banks now have US$17.50 of outstanding 
loans, a figure that rises to US$28 for larger banks. As long as those 
who lend to, or deposit money with, the bank are confident that 
outstanding bank loans will be repaid, the bank is safe. However, if rt 
appears that large loans will not be repaid or will be late in being 
repaid (if a major LDC debtor should default, for example), then 
lhosc who have deposited money with the bank will lose their 
confidence in being repaid and wilJ try to withdraw their deposits or 
will call in their loans. This could in the most extreme situation result 
in a 'run on the bank', which would drain aJI its reserves. The bank 
would then have to cease trading, unable to meet its commitments to 
depositors and lenders. 

This situation is exacerbated by the ' interbank market', effectively 
lbe wholesale market for money. This allows banks to borrow from 
Olher banks and thus transmit money rapidly from areas of excess 
uving to borrowers in other countries. Nearly 70 per cent of the loans 
made in the international money market are in fact made to other 
banks, which in turn lend the money to their own LDC customers. 
This interlocking system can transmit problems rapidly throughout 
the whole market. If any particular bank were to lose the confidence 
of other banks in the interbank market (due to problems with its LDC 
debl), that bank would find it harder to continue borrowing from 
other banks to meet its commitments. As many interbank loans are 
for very short periods. they need to be routinely renewed at maturity. 
This usually automatic renewal process would stop and the bank 
concerned would be unable to meet its obligations to its depositors 
and to other banks from which it had borrowed. These laner banks 
wouJd then have to scramble to borrow funds from other sources to 
meet their own commitments and would cut off funher lending to 
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other banks until their own position were stabilised. This proccs 
would continue on down the chain and could well affect the vas: 
majority of banks in the interbank market, even though they might 
not actually have loans outstanding to the defaulting country. Thus 
panic is caused by the rapid contraction of funds available for lending 
in the market. It is estimated that a previous bank collapse, that of the 
Herstatt Bank in 1974, caused a short-term contraction in the 
international loan market of 50 per cent. It was precisely the 
contraction in the market following the Mexican crisis that caused the 
Brazilian liquidity crisis. 

The stresses within the banking community have become more 
apparent in the wake of the Mexican crisis. The smaller or so-called 
'regional' banks, those whose activities are confined to one country or 
region and whose total loans are worth Jess than US$5 billion, have 
been sucked into large LDC Joans by contributing to the international 
loans organised or 'syndicated' by the large banks. The prestige of the 
larger members of the syndicate gave confidence to the smaller 
regional members. However, debt rescheduling (the process o f 
renegotiating in terest rates and repayment terms on outstanding debt) 
by the large debtor nations has so frightened the regional banks that 
many now wish to pull out of the international loan market and 
concentrate on safer, if Jess profitable, lending business. This would 
greatly reduce the funds available for international lending. 

However, both Mexico and Brazil have required large new bank 
loans as well as renegotiation of old loans, to tide them over their 
current problems. This means that unwilling regional banks have been 
forced to make more international loans in order to save their first 
loans and protect the financial system. One banker's comment, 
reported by the Financial Times, was: 'We were pretty well told by the 
Deputy Governor (of the Bank of England) that, if we did not step 
into line (by agreeing to extra credits for Mexico), ... our standing in 
the market would be prejudiced. For the first time in our history as 
independent bankers, we have been robbed of our freedom of action 
in taking decisions on whether to make a loan or not.' 

And, although the concern of the regional banks is for their own 
survival, policy-makers are equally concerned with the potentially 
devastating effects bank closure can have on their own national 
economies. Not only would bank closures mean substantial losses for 
those holding bank shares or deposits, but they would also cause 
serious loss of confidence in other banks that were not necessarily 
directly affected. These banks could also suffer 'runs on the bank' and 
possible closure, if the situation were to become serious enough. Even 
if they were to survive, they would have to call in loans and cut down 
their new lending to ensure enough liquidity to meet the demands of 
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..... at the Brink 

azilian effort to renegotiate its foreign debt of over USS80 
Br. the wake of the Mexican debt crisis at the end of 1982, has 

flllklll ~ h financially and politically. In a country where 47 per cent 
fdeCI ir t live below the poverty line and 67 per cent of workers earn 
or C: 1~e equivalent of USS80 a month. there is little surplus to be 
~~out to pay foreign creditors. The riots in April 1983 in Sao 
;illustrate the effects of austerity measures on those who have 
nothing left to lose. 

1be first IMF agreement for a massive USS6.6 billion loan was 
otiated at the end of 1982 and accompanied by a rescheduling of 

:' countrY'S loans from foreign banks in early 1983. Brazil needed 
e extra USS4.4 billion in new bank loans to see it over its severe 

;"quidity crisis. The success of the p~ckage hinged both ~n. Brazil 
earning a USS6 billion export surplus m 1983 and on the willingness 
of the banks (especially the smaller regional banks) to continue 
lending and even to expand their loans. Neither of these conditions 
was achieved. Despite severe spending cuts, which exacerbated 
unemployment and reduced gover~ment social services, by May 1983 
the financial rescue package was m tatters. 

There was a violent reaction to the austerity programme imposed 
by the IMF, manifested on the streets of Sao Paulo in April 1983. 
But the IMF decided on 18 May to stop all further drawings by Brazil 
because government spending was still beyond the IMF targets. In 
order to regain the confidence of funders, the government rapidly 
drew up an emergency package of drastic cuts in investment in public 
companies (thus increasing unemployment), increases in the prices of 
petrol and wheat, changes in wage policy for state employees and 
cuts in agricultural subsidies. 

By early July, it appeared that the government felt it had done 
enough to meet the IMF's conditions and was taking a hard line 
against further cuts. It warned the Fund of the political repercussions 
that would follow any further cuts in government expenditure. As 
negotiations dragged on, a large strike by the Oil Workers' Union of 
Campinas, was broken up by the army and the strike leaders were 
imprisoned. Support for the strikers was headed off by the right
wing leadership of the country's other unions because the latter 
feared a complete military take-over if the unions took to the streets. 

Ironically, the hard line military action against the strikers lost the 
government a negotiating card vis-d-vis the IMF. The threat of large
scale social unrest having been repressed, at least momentarily, the 
IMF pressed the Bank for International Settlements to refuse to roll 
over its US$400 million bridging loan in order to force the country to 
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accept further IMF austerity measures. Despite the talk of a 
moratorium on foreign debt repayments, the Brazilian government 
acceded to the Fund's demands. In an effort to reduce inflation and 
government spending, the government ordered wage cuts of 30 per 
cent breaking the link whereby wages had to keep pace with the rise 
in the price index. Time magazine suggested: 'Brazil's military 
leaders may decide to exercise more direct control over the 
government and bring the country's tiptoeing toward democracy, or 
abertura, to a screeching halt'. The conditions now being demanded 
by the IMF are so onerous that the Governor of Brazil's central 
bank, Carlos Langoni, has resigned in protest. He described the 
conditions as 'un-realisable! • 

their depositors. This would mean falling profits. For the country as a 
whole, falling bank credit would lead to falling demand and, at worst, 
to bankruptcies and lay-offs. 

Thus the problems in Mexico City and Brasilia can have a direct 
bearing on the economic welfare of the British High Street. So why 
have the banks exposed themselves to these dangers? According to US 
Senator John Heinz, the banks have only themselves to blame. 'I 
believe', he told a congressional hearing at the end of 1982, 'that the 
banks have been imprudent and more than just a little greedy.' 
Lending in the international money market offers high returns that 
most banks have been unable to resist. Large 'spreads' (that is the 
difference between LIBOR and the rate of interest paid by the 
borrower) and instant fees (up to USSl.25 million on every US$! 
billion lent) have resulted in very high bank profits. Citicorp, one of 
the largest US banking companies, increased its profits from its 
Brazilian lendings by 46 per cent in one year and that one country now 
generates 20 per cent of Citicorp's world-wide profits. Brazil is five 
times more profitable than any of the company's other lending 
operations. Mexico, the Financial Times reported, faces fees of almost 
US$200 million for its rescheduling operation and will end up paying 
so much more for its new bank credit that, 'for many banks, it will 
almost double the return on assets earned from Mexico'. 

Citicorp is by no means an isolated example. Lloyds Bank 
International, in announcing quadrupled profits in the half-year 
beginning in September 1982, noted that a major boost to its profits 
came from countries such as Mexico which were rescheduling their 
debts. The bank's lending to Latin America, some £3.5 billion, earned 
interest charges of £138 million, up from £29 million in the previous 
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F. allY Libra Bank, the largest London bank specialising in 
~~ ratin 'America, reported profits up by 30 per cent in its 

annual report and it now ranks as one of the most profitable 

in the world. 

oUfSTANDING BANK LOANS TO LATIN AMERICA 

US BANKS (USS billion) 

(.'ldcorP . 

Brazil 

4.4 
2.3 
2.4 
2.0 
1.7 

Mexico 
3.3 
2.5 
1.7 
1.7 
I.I 

Venezuela Others+ 

I.I 
2.0 
1.0 
1.1 
0.5 

1.1 
0 

1.0 
2.0 
0.8 

Tola! 

9.8 
6.8 
6.1 
6.8 
4.1 

Tola! IS 

~.of 
Banks' 
F.quity 

203 
148 
222 
245 
150 

JIOk Af11COC3 
Qase Manhattan 
Man· Hanover 
Moraan Guaranty 
+ Includes disclosed exposure of more than 1 o/o to Argentina, Yugoslavia and 

Chile. 
Source: The American Banker (quoted in The New York Times, 18 March 

1983). 

Barclays 
Nat. Westminster 
Midland 
Lloyds 

BRITISH BANKS (£ billion) 

Tola! Loans to 
Latin America 

2.3 
1.8 
3.6 
3.6 

F.qulty 
~serves 

2.9 
2.6 
2.0 
2.0 

Tola! IS~. of 
Banks' F.quity 

79 
69 

180 
180 

Source: Published Accounts and International Bank Credit Analysis (quoted 
in the Financial Times, 31 May 1983). 

According to a report presented to the Conference of Non-Aligned 
Nations in Havana in 1983, the 'export of capital has become the most 
lucrative form of capital investment in the Third World'. Here lies the 
key to understanding the debt crisis. The banks have been pushing to 
expand their lending to LDC customers in order to take advantage of 
the very high profits involved. They have now pushed so hard that, in 
the context of the current world recession, they have left themselves 
without adequate reserves to pay their depositors should outstanding 
loans fail to be repaid, and they have left many LDCs unable to meet 
their loan servicing obligations. Far from fulfilling the normal image 
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of risk-avoiding, conservative bankers, they have taken huge risks in 
order to increase their profits massively. 

It is against this background of imprudent lending and the potential 
threat it poses to lenders that the present fear of default must be 
analysed. Recognising the leverage that being a huge debtor affords 
Brazil, for example, drew up its own rescheduling programme befor~ 
consulting its lenders. As The Sunday Times observed, 'Brazil's 
decision to take unilateral action marks the first attempt by a major 
debtor nation to impose its own terms on creditors rather than Wait 
for a formal debt rescheduling. Bankers fear it could set a dangerous 
precedent for other nations with large debts'. 

It is to resolve this contradiction between what is traditionally 
viewed as the acceptable, individually profit maximising Western 
banks and the unacceptable, the threat to international financial 
stability that their collective action represents, that the role of the 
International Monetary Fund enters the picture. 

The Debt Crisis and the IMF 

The IMF is seen as pivotal to the world economic system and crucial to 
the West's efforts to resolve the current debt crisis. The original 
purposes of the IMF are summed up in Article One of the Articles of 
Agreement under which the IMF was established on 27 December 
1945. Its overaJl aim is to facilitate the growth of world trade, which it 
is argued is fundamental to the need to generate 'high levels of 
employment and real income and the development of the productive 
resources of all members ... ' One of the main ways that this is 
achieved is through IMF loans to those countries that are unable to 
earn enough foreign currency to pay for the imports they need. 

The essence of the debt crisis for the West is that heavily indebted 
LDCs cannot earn enough foreign currency from their exports to meet 
their debt obligations and it is the inability of LDCs to earn such 
foreign currency to pay for their imports and debt repayments that has 
put a strain on the world banking system. It is essential, if the present 
system is to continue, that such LDCs be able to borrow more funds to 
return themselves to solvency in the short term and thus to maintain 
the solvency of their creditors. But they must also make appropriate 
changes to their internal economies so that they wiU generate enough 
foreign exchange to meet their debt service obligations in the long run. 
The banks are unable to fulfill these two conditions. Rather than 
increase their lending to deficit LDCs, many are trying to reduce that 
lending and individually reduce the risk they face in being over
exposed to potentially defaulting debtors. 
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f has the authority to impose con~itions. o~ deficit. LDCs 
IM . . on the private banks ru; well. Frrstly, 1t 1s a multilateral 
• cn~is,up of representatives of 147 nations and charged with 
• ns;. encial stability. When it speaks, it claims to do so on 
I anavernments and therefor1e has the authority to impose 

. of g~ governments that are themselves represented within the 
u~~dly, it is the ' lender of lalSt resort' for deficit countries. 

.tMf. . •t the same sort of power as, for example, a pawnbroker 
~ 11ves c\se over an individual whc:> could no longer obtain credit 
,.:;..1 .. 1o1 exer J' h b k · _..... hi or her bank or local shop. ust as t e pawn ro er unposes 
from 5 

nditions, the deposit of valuables in exchange for the loan 
=~:e default penalties (th~ .forf~it of the valuables)'. so the IM.F 

d mand wide-ranging cond1t10ns m terms of changes m economic "*:· e (reduced government spending, devaluation, reducing imports) 
,a ic~hange for its credit. As the cn~dit provided by the IMF is as 
: ex rtant to the banks (it ensures tha.t their loans will continue to be 
~d) as it is to the LDC, the banks are also prepared to accept some 

=~ee of IMF authority in terms of e:<tending their loans and lending 

new money. .. b'li 1 d B . . 
Thirdly IMF power goes beyond 11ts a 1 ty to en . ecause 1t 1s 

seen as th~ regulatory back-sto~ of ~he .financial s~~tem, the ultimate 
fmancial authority to ~e exercised m times. ~f cns1s, the rest ~f the 
financial community will not lend to a def1c1t country unless 1t has 
received the IMF 'seal of approval'. That seal of. appr~val is on~y 
given to countries prepared to accept: the changes m their economic 
policy that the IMF demands. The IMF is, therefore, the key that can 
open the door to the international loams that most LDCs need to keep 
afloat. 

This crucial role of police-officer of the international financial 
system underlines the power that the UMF exercises. Although it is that 
debt crisis that has made the IMF froint-page news around the world, 
its importance goes beyond the resolution of that crisis. As most 
LDCs face chronic balance of payme:nts deficits due to the model of 
development that they adopt, they have to call repeatedly on the rich 
Western nations for financial support. The IMF is the channel that 
Western nations use to supply that financial support and impose the 
conditions on deficit countries that reinforce those development 
strategies approved by the West. Thus the IMF is one of the key 
instruments in determining how LDCs approach their development 
problems. 

Chapter Two of The Poverty Brokers will look more closely at how 
the IMF works and at the development strategies it promotes. It will 
explain how the IMF is controlled, who exercises that control and who 
benefits from the policies it adopts. 
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In Chapter Three, the IMF view of the world will be examined from 
the point of view of the needs of the poor majority who live in the 
LDCs, and who are usually the most adversely affected by !Mp 
policies . 

This will be followed by three case studies which examine the effects 
IMF programmes have had in Chile, Jamaica and Peru. It is only by 
assessing the long-term impact of IMF policies that their full effects 
on LDC development can be understood. The case studies paint a 
picture of long-term decline in employment, falJing production and 
increased impoverishment for the majority of the people. 

The final chapter looks at djfferent proposals suggested for both the 
resolution of the debt crisis and for reform of the IMF. It argues that 
as the IMF is an important instrument used by the powerful Wester~ 
nations to maintain the exjsting financial order, it cannot be 
instrumental in fundamentally changing that order. The IMF will only 
take on a new role as a consequence of fundamental changes in power 
relations between nations and between different groups of people 
within nations. 
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The IMF's view of the World 

JMF's arrival on the scene has brought a healthy dose of 
~ financial sense to economies whose direction has for long 
...-dictated by local policies. The IMF's three main 
~aomic prescriptions for the Latin American countries have 
._. admirable. They are: 

t 
A reduction in government budget deficits. 

:· IJmlts to money supply growth in order to bring inflation down. 

3• A policy of currency depreciation to achieve balance of payments 
• Improvements without contributing too much to inflation.' 

The Economist, April 1983. 

The organisation of an international monetary system is a complex 
problem. HistoricaJly, all international transactions had ultimately to 
be conducted in gold since the intrinsic value of the metal could not be 
counterfeited or reproduced by a government through control over the 
printing press. The use of gold was also a guarantee to the selling 
country that it was receiving a means of payment which it would 
subsequently be able to use to buy goods from any other country in 
the world. But gold is an expensive and cumbersome form of money. 
It is expensive to produce, and is difficult and risky to transport 
around the world to settle international debts. Nor can its supply be _ 
easily adjusted when growing world trade requires an increase in 
world liquidity. Thus it was desirable that countries should find some 
way of using paper or token money to settle their external debts, as is 
customary with internal transactions. This, however, raised a serious 
problem. People could rely on paper money for internal transactions 
because the state intervened to guarantee the value of the currency and 
to force everyone to accept it. But internationally people were trading 
between countries with different currencies whose value in relation to 
each other could be altered at will by the respective governments. In 
the 1930s, indeed, countries did devalue their currencies to gain 
competitive advantages over each other without consultation. As a 
result, trade became increasingly difficult and both individuals and 
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countries became unwilling to hold foreign currencies for any longer 
than was absolutely necessary. 

Thus, in order to create a reliable system, there had to be some 
means to ensure that countries would allow their currencies to be 
exchanged on a stable basis with the currencies of those countries with 
which they were trading. While this would facilitate bilateral trade, in 
order for multilateral trade to occur it was also necessary to ensure 
that all countries would be willing to allow their currencies to be freely 
converted into all other currencies. Where such convertibility exists, it 
becomes possible for any country to pay for its imports with 
currencies earned from its exports to any other country in the system. 
In this way, it will not have to export directly to any country in order 
to be able to import from it, making much more flexible trading 
relationships possible. 

This system of multilateral trade depends on all countries keeping 
their balance of payments in equilibrium, so as to obviate the necessity 
for access to foreign loans to pay for those imports not covered by 
export earnings. Any country which continues to run a deficit for very 
long would exhaust its supplies of foreign currency and be unable to 
pay for its imports. The value of its currency would decline in relation 
to those of the countries from which it was importing, and it would be 
tempted to impose protective tariffs on further imports. Thus to 
maintain the stability of the international monetary system, and to 
stop countries from adopting trade protection policies because of 
short-term balance of payments problems, it was necessary to create 
some means of supplying foreign reserves to those countries running 
balance of payments deficits. 

The Bretton Woods Solution 

After the Second World War, a number of leading politicians and 
administrators felt that some form of international organisation 
should be set up to avoid a reversion to the protectionism of the 1930s 
and to enable the international monetary system to be organised on an 
agreed basis. Such an organisation would first of all ensure that a 
stable currency which could be used by all countries for their 
international transactions was available. That currency would also 
provide sufficient world liquidity to facilitate the non-inflationary 
expansion of world trade. Secondly, it would ensure that aJI countries 
abided by an agreed set of rules to regulate their monetary relations 
with other countries. Thirdly, it would make available some form of 
financial assistance to countries with balance of payments difficulties 
so that they would not have to resort to protectionism. 

16 

parpose of the IMF 

articles of agreement which brought the International Monetary 
1be ·nto being were agreed on 27 December 1945 at a meeting 
~by representatives of the allied governments in Washington. 
ArUde I which laid out the purpose of the Fund is quoted here in 

fUll. 
'1be International Monetary Fund i~ ~tablished and shall operate in 
llCCOfdanCe with the followmg prOVJSIOns: 

Artldt J purposes 
1be purposes of the International Monetary Fund are: 

i To promote international monetary co-operation through a 
· permanent institution which provides for consultation and 

collaboration on international problems. 
ii. To facilitate the expansion and balanced growth of international 

trade and to contribute thereby to the promotion and 
maintenance of high levels of employment and real income and 
the development of the productive resources of all members as 
primary objectives of economic policy. 

iii. To promote exchange stability, to maintain orderly exchange 
arrangements among members and to avoid competitive 
exchange depreciation. 

iv. To assist in the establishment of a multilateral system of 
payments in respect of current transactions between members 
and in the elimination of foreign exchange restrictions which 
hamper the growth of world trade. 

v. To give confidence to members by making the Fund's resources 
available to them under adequate safeguards, thus providing 
them with the opportunity to correct maladjustments in their 
balance of payments without resorting to measures destructive 
of national or international prosperity. 

vi. In accordance with the above to shorten the duration and Jessen 
the degree of disequilibrium in the international balances of 
payments of members.' 

The full text of the Articles of Agreement was published by HMSO, 
Treaty Series No 21 (Cmnd 6885) 1946. 

The IMF: Time/or Reform, N. Butler. 

Various proposals were made during the latter part of the Second 
World War, the most far-reaching of which came from J.M. Keynes, 
probably the most influential economist of the period. These 
proposals were then debated at a conference which took place at 
Bretton Woods in the United States in 1944. The IMF and World 
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Bank v.:e~e. formally estab~shed a year later. The IMF's prim 
respon~1b1htyffw~ tofdeal with monetary matters and particularly Wi 
countries su enng rom short-term balance of payments problem 
Th~ World Bank was established to provide long-term developmcn 1 

assistance to both developed and developing countries. 
The IMF was br~ught. into existence on ~h~ basis of a set of Articles 

of Agr~ei;nent w~ch laid down the conditions all countries had to 
accept m mternat1onal monetary relationships. The most important of 
these. related to the problems of exchange rates and convertibility 
menuoned above. The original agreements required all countries. 
to endeavour to maintain stable exchange rates. Changes could onl 
be ~ade after pri~r consultation with the IMF. Secondly, th~ 
requ!re~ all coun.t~~s to establish fully convertible currencies to 
max1m.1s.e the possibility ~or unfettered multilateral trade. Further, as 
a cond1t1on of membersh~p, all countries were required to contribute 

1 
quota t~ t~e Fund of which about 25 per cent had to be in gold, and 
the rest m its own currency. These resources provide the basis for the 
'stand-by' programmes which the IMF negotiates with countries in 
balance of payment difficulties. 

Thus, to understand the role of the IMF, we have to understand the 
way in which it deals with: 

a. exchange rate control. 
b. the convertibility of currencies. 
c. the provision of balance of payments financing. 
d. control over the supply of world liquidity. 

Exchange rate control 
At the end of the war the US dominated the world economy. It 
controlled 70 per cent of the world's gold reserves and a major part of 
its functioning industrial capacity. It had by then displaced Britain as 
the central country in the financial system. The dollar had become the 
main currency in which international transactions were made and thus 
the main source of international liquidity. The value of the dollar was 
directly related to gold (at US$35 per oz). The gold price was fixed 
after the US agreed to buy the whole supply at that price, and dollaH 
could be exchanged for gold by foreign bankers who preferred to hold 
gold rather than dollars. Thus everyone believed that they could rely 
on the dollar as a stable currency, partly because they knew that they 
could use their dollars to obtain gold and partly because they trusted 
the US government to ensure that gold would not depreciate in value. 
The value of all other currencies were consequently determined by 
their rate of exchange against the dollar - a rate that governments 
were expected to maintain except in cases of 'fundamental 
disequilibrium'. To maintain such stability they would have to keep 
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15 
and imports in balance, either by maintammg an 

1 rvel of exports, or by borrowing a sufficient amount to 
c e cess of imports. If they failed to maintain this balance the 

asrl:~ir currency would decline and they would be forced to 
~ ir foreign reserves in supporting its value. Once this process 

e certain point, the currency would probably have to be 
ed ain order to increase exports so as to earn more foreign 

to pay for imports. 
'!'ystem of relatively fixed exchange rates (the 'adjustable peg' 

fbls) survived more or less intact until the early 1970s. Immediately 
,1~~'~!1111 ... .._•:nthe war, most countries were part of various colonial empires 

';d did not have their own national currencies. Third World countries 
tflaicb did have such currencies - for example, the Latin American 

ntries - usually tied their value to one or other of the currencies of 
-:;'1cading countries. The industrial.ised co~ntries initially found that 
&Jaeir currencies were over-valued m relation to the dollar, and a 
,eaeral devaluation took place in 1 9~9. Thereafter, stability was 
tustained until the late 1960s. In the Third World, on the other hand, 
a number of devaluations took place during the I 950s (for example, in 
Bolivia, Mexico, Chile and Nicaragua)_ some of them involving very 
Jarge changes. These had to be authorised by the IMF, but were all 
accepted . 

Given that none of these countries played a significant part in world 
trade, these changes could be accepted without affecting the system as 
1 whole. But, in the late 1960s the stability of some of the strong 
industrial countries became doubtful. In 1967, Britain finally 
devalued the pound, realising that it could not control its balance of 
payments deficit by further reducing public spending. In France, the 
crisis of May 1968 led to large wage increases and forced a devaluation 
of the franc. However, even these turned out to be minor aberrations 
when compared to the fundamental problems the dollar was facing. 
The United States had been running an overall balance of payments 
deficit since 1947, due largely to military spending abroad and foreign 
investment by US corporations. This deficit had initially been covered 
by the country's Jarge reserves. But these had been greatly reduced by 
the end of the 1960s, and the escalation of the war in Vietnam led only 
10 a further worsening of the deficit. In 1971, President Nixon 
announced both that the US would no longer be willing to convert the 
dollar into gold and that the dollar would be devalued. The 
subsequent devaluation was not large enough and the deficit 
continued, leading to a further and larger devaluation against other 
leading currencies in 1973. 

Thus, in one single announcement, the US toppled two 
fundamental pillars of the Bretton Woods agreement, fixed exchange 
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parities and gold as the common denominator of the system 
became impossible to maintain stable exchange rates in the face or' 
dollar devaluation and currencies began to move rapidly one agai 
another. The system was out of control. 

The response of the major industrialised countries, which met as t 
so-called Group of Ten was to recognise that 'floating rates• h 
become a reality and suggested merely that central banks sho 1 
endeavour to manage the floating so as to avoid rapid changes. As ~ 
value of the dollar was no longer fixed to gold, its value was no 
measured in terms of other currencies. 

Convertibility of currencies 
The second important area of concern for the IMF relates to t 
convertibility of currencies. Immediately after the war all countries 
(except. t~~ US an~ Switzerl~nd) imposed severe limits on the 
conv.ert1b1hty of their .currencies, making it possible for them to 
restnct access to foreign exchange and thereby to impose close 
controls over trade and the balance of payments. These limits applied 
to the currency required for both capital and current account 
transactions that were needed to make overseas investments or to pay 
for imported goods. Without these controls, the central bank of any 
country could exert no direct control over the balance of payments· 
with them, it could limit the supply of foreign exchange to importer~ 
and thus intervene directly to limit trade when a balance of payments 
deficit seemed imminent. 

Given the basic commitment of the IMF to liberalise trade, the 
founders of the organisation, and the US in particular, wanted to see 
these controls eliminated as soon as possible. On the other hand, it 
was accepted that none of the countries whose economies bad been 
destroyed by the war could afford to allow free convertibility until 
they had rebuilt their industries to the point where they could compete 
successfully. 

Thus the IMF allowed countries in this position to retain currency 
restrictions during a 'transitional period' until they were able to 
compete, but expected that they should then 'take all possible 
measures' to abolish them. Countries still imposing these controls felJ 
under Article XIV of the IMF constitution. Those which had done 
away with them agreed to accept Article Vlll, which ruled out the 
right to 'impose restrictions on the making of payments and transfers 
for current international transactions'. Once a country had moved 
from Article XIV to Article VIII status, there was no right .to revert. 
This regulation did not exclude the use of controls to limit transfers 
for capital investment; Britain, for example, ended convert ibility at 
the end of the 1950s but only lifted capital controls in 1979. However, 
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1 
ding industrial countries adopted full convertibility at 

~;: 1950s, once they felt they were strong enough to 
successfully with the US. 

balance of payments deficits 
th IMF has the power to lend money to countries which need 

• e short-term balance of payments problems. The main 
fll w'::fch such credit is provided ~s throu~h S?·ca~led stan~:by 

llllM!!ll'6i'r'Nh~e size of the potential COntnbut1on IS Oetermmea 
size of the country's 'quota' co · tion to the Fund. Sm~ 1t 
n oua 10ns surroun mg these agreements that ha~n the 
Cl mucn of ~hhcal controversy over the work of the fund 
~ e past decade, it is worth cons1deiTng this issue in some 

~etton Woods, Keynes, leading the British delegation, argued 
tlal& the new international organisation should have the power .to 
borfOW money on a large scale from the reserves of the countries 
wbich had balance of payme~ts s~rpluses .and .t~ lend .it for U 
c11Yelopmental projects to countries which were m def1c1t. In this way, , 
be felt, the possibility of international recessions ~ould b~ avoided and 
weak countries would always be able to avoid having to adopt 
deflationary or protectionist policies. The US (whose surpluses would 

ve een used to prov1 e most o t e credit in the first instance) 
refUsed to accept the full programme outlined by Keynes and instead 
accepted a system in which each country would contribute a quota, 
partly in gold, partly in its own currency. This could then be used for 
short-term lending (not for anything which approximated to 
'development') to help countries adopt policies which would 
overcome their balance of payments deficits without major 
disturbances to their international trade. 

To ensure that these countries did adopt policies which were 
internationally acceptable (especially to the surplus countries whose 
funds were being used to provide them with assistance) the Fund was 
allowed to impose conditions with respect to the economic policies 
which the country would have to adopt before it became eligible for 
the credit. Thus, any country which comes to the Fund for such help 
(after, that is, it has drawn on the first 25 per cent of its quota, which 
it can use unconditionally) is expected to receive an IMF delegation 
which negotiates a 'package' of policies with the government prior to 
the loan being given. Once the loan has been provided, the country has 
10 allow its policies to be inspected every six months and the support 
can be withdrawn if the conditions are not being fulfilled. It is this 
'conditionality' that gives the Fund its power to influence the internal 
economic policies of particular countries. 
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Although the amounts of money provided by the IMF stand. 
loans are not very large, the exercise of its supervisory role over l 
economies is undoubtedly important. Most countries rely on t 
private banks for the bulk of their credit and the banks prefer to le 
to countries which have established an effective relationship with t 
IMF. This serves as a guarantee that countries will adopt polici 
consistent with repaying their bank loans. The banks themselves fin 
it very difficult to impose economic policies directly on government 
a lesson that was brought home to them in the mid-1970s when th 
attempted to force the government of Peru to adopt an austerit 
programme which was so severe as to be unacceptable. They were th 
forced to bring in the lMF, which eventually established an agre 
programme upon which the ban ks were willing to continue lending. 

Thus, there is a real sense in which the IMF performs the role 0 
disciplining countries which fail to keep control over their balance 0 
payments, a role whfoh was formerly performed by one or other of th 
colonial powers. 'Gunboat diplomacy' has now given way to ' IM 
diplomacy', with the threat of an end to the vital borrowing whic 
comes from both the Fund and the private banks once an agreemen 
has been successfully reached. The failure to secure foreign credi 
usually means a period of severely restricted consumption for th 
country concerned and real difficulty in obtaining essential equipme 
and spares for industry, trade and the social services. 

Control over the supply of world liquidity 
One important aim outlined for the IMF at Bretton Woods was that i 
should seek to regulate the supply of internationally usable money t 
the world economy so as to avoid a constriction in world growth (i 
too little world liquidity were available) and international inflation (i 
too much liquidity were available). This meant either controlling th 
US balance of payments deficit, which flooded dollars onto the world 
market, or introducing a world currency that could be used fo 
international transactions and whose supply could be controlled by a 
multilateral central bank. 

However, these ideas were vigorously opposed by the US, whic 
benefited from its ability to run large balance of payments deficit 
without the risk of having to devalue its currency. This was because 
other nations of the world were willing to 11old dollars as, so they 
hoped, a stable reserve currency based 011 the strength of the US 
economy. Therefore, an ever-growing US balance of payments deficit, 
caused by large overseas military expenditure, foreign investment and 
a worsening trade balance, resulted in large quantities of dollars being 
pumped into the world system and thus contributed to the high levels 
of inflation that existed during the 1960s and 1970s. When the US 
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reduce its deficit, world liquidity was reduced dramatically, 
towth rates tumbled. 

*'°JMF was powerless to control the US actions because the latter, 
far more votes within the governing body of the IMF than any 
nation could veto any attempt to regulate the flow of dollars or 
Jace the dollar by a multilaterally controlled alternative source 

i:uidity. Although the IMF did have an alternative source of 
.·:w.Mter11U1tional money, the Special Drawing Rights (a form of credit 
ii:.-....t by the IMF, with which countries could meet their international 
- the quanti ty of SDRs created (the equivalent of approximately 

SS9 billion from 1970 to 1972 and US$12 biUion from 1978 to 1980) 
_.insufficient to make any impact on overall world liquidity. Thus 
die IMF has been unable to influence overall world liquidity. 

ROW tbe IMF Operates 

.Allhough it is usual to speak of the IMF 'lending' money to support 
countries with balance of payments deficits, this is not strictly correct. 
A deficit country is one that has been unable to earn enough foreign 
currency to meet all its overseas commitments. When this happens, 
the JMF sells foreign currency to the debtor nation in exchange for 
tbat nation's own currency. This is the process of 'drawing' from the 
IMF. When the country concerned comes to 'pay back' tbe IMF, it 
has to buy back its own currency, paying for it with the hard 
currencies (or gold) that it has earned abroad. 

The funds tbe IMF has available for members come from three 
sources. The most important source is the contribution that each 
member country makes to tbe fund. Known as the 'quota', this is 
determined for each country according to its gross national product 
(ONP, the value of the goods and services that the country produces) 
and the size of its international trade. The larger the country's 
economy, the larger its quota contribution. Twenty-five per cent of 
the quota has to be paid in either Special Drawing Rights or in hard 
currencies, the latter being the currencies of the economically strong 
nations which are in demand, either to purchase that country's exports 
or to act as a reserve of value which, it is hoped, will not be hit by 
devaluation. The rest can be paid in the country's own currency. The 
number of votes that each country has in the making of IMF decisions 
is determined by its quota contribution. Each country has 250 basic 
votes plus one extra vote for (approximately) each US$100,000 worth 
of quota contribution. Total IMF quotas are soon to be raised to 
about US$90 billion. 

The second source of funds available are those borrowed either 
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from IMF members (over and above their quota contribution) or fr 
non-members. In 1974-75, and again in 1979 and 1983, the I 
borrowed from a range of countries. The earlier borrowings were 
establish the General Agreement to Borrow (GAB) which made fun 
available only to a small group of rich Western nations. Lat 
borrowings, increasing the GAB from US$7.4 billion to USSt 
billion, have now been made available to all IMF members. It is 
becoming an increasingly important source of IMF resources. 

The third type of resources available are the Special Drawing Righta 
(SDRs) that the IMF allocates to members from time to time. Just asa 
country's central bank creates money within that country (the 
quantity depending on the level of economic activity within the 
country and government policy objectives), so the IMF, in 1970-72 
and 1979-80, created a form of international money and distributed it 
to IMF members. SDRs are not money in the sense that the countries 
can spend them directly. Rather, they are credits in the countries' 
accounts with the IMF. They can be used to buy from the IMF the 
hard currencies that a country needs to pay its foreign debts. In IMP 
terminology, this is the right to draw against IMF funds, hence the 
name SDRs. 

The value of an SDR was originally set at one US dollar. However. 
in order to make them independent of the fluctuations in the value of 
the dollar, they are now valued in relation to the average value of a 
range of world currencies. In mid-1980, the total value of SDRs 
allocated was in the region of US$22.5 billion. 

The IMF makes funds available to its members through a variety of 
credit facilities and credit ' tranches' (or credit slices). The limit to 
which a member may draw is worked out according to its quota 
contribution and, at the moment, it is equal to four-and-a-half times 
the quota. As the country draws more heavily on IMF funds, the 
conditions attached to the drawings become more stringent. A country 
may draw up to 25 per cent of its quota without conditions. This is 
called the reserve tranche. The first credit tranche (an extra 25 per cent 
of the value of the quota) is subject to low conditionality, while the 
upper credit tranches (extra credit slices, each worth 25 per cent of the 
members' quota) are subject to full conditionality. These are provided 
in the form of stand-by arrangements; that is, funds to be drawn over 
a period of time subject to the country passing a performance test set 
by the IMF before the next instalment of credit is released. 

While the provision of short-term lending through stand-by credits 
is the main form of IMF funding, several other forms of credit have 
b'!en brought into existence as a result of pressures from potential 
borrowers. In the 1960s a fund was created to lend to countries which 
suffered balance of payments losses as a result of short-term declines 
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in the prices of particular raw materials. The Compensatory Financi 
Facility was set up in 1963 and loaned an average of US$51.4 million 
year from 1963 to 1971. Also in the late 1960s, when raw materi 
prices were low, the IMF agreed to set up a Buffer Stock Facilit)I 
intended to provide the credit needed to build up stocks of prim 
products whose prices were subject to wide fluctuations and for which 
international intervention was seen as the best method of prite' 
control. In this case, it has been very difficult to find commodities for 
which agreed programmes could be created and very little use has been 
made of this facility as a result. 

In the 1970s, further funds were set up. In 1974, the IMF persuaded 
a number of oil exporters to lend it the money to set up an Oil Facility 
intended for loans to countries badly hit by the oil price rise of the 
previous year. This also included a subsidy to the poorest countries to 
enable them to meet the interest costs involved. But this was a 
temporary arrangement which only operated from 1975 to 1977. Also 
in 1974, in response to the demand for an extension of the stand-by 
credits period, the Extended Fund Facility was introduced. Finally, 
during the later 1970s, there was pressure for the creation of a 
Supplementary Financing Facility which would make resources 
available to countries which had reached the limits of their quotas and 
would not otherwise be able to borrow further. The first loans under 
this facility were made in 1979. 

Who Makes the Decisions? 

The IMF has a membership of 147 nations, made up of rich Western 
countries, LDCs and a handful of Eastern Bloc countries including 
Yugoslavia, Romania, Hungary, China, Vietnam and Laos. All agree 
to be bound by the Articles of Agreement of the IMF and by the 
decisions of the governing body concerning policy. 

Overall authority within the IMF rests with the governing body, an 
annual meeting of (usually) the finance ministers of all IMF members. 
These meetings are general consultations on broad policy issues and 
do not exercise effective decision-making power. Real power rests in 
the hands of the Executive Board. At present, the Executive Board has 
22 members. Six are appointed, the USA, France, the United 
Kingdom, West Germany, Japan and Saudi Arabia (a major lender to 
the Fund), 15 members are elected by various country groupings and 
vote on behalf of all the countries in their respective groups. China is a 
permanent member in its own right. 

Although decisions within the Executive Board are normally 
reached by consensus, the weight attached to each member's point of 
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G p0WER JN THE IMF (30 April 1982) 
Percentage 

or Fund 
Voles Total 

States 126,325 19.64 

cd l(ingdom 44,125 6.86 

Ill Germany 32,590 5.07 
29,035 4.51 

~ 25,135 3.91 
tJlplP b. 21,250 3.30 SaUdi Ara ta 

278,460 43.29 _.. 
eosta Rica 865 
11 Salvador 895 

(Jullemala 1,015 

Jlonduras 760 

Mexico 8,275 

NicaJ'&gU8 760 

Spain 8,605 

Venezuela 10,150 

S.b-Total 31,325 4.87 

Brazil 10,225 
Colombia 3, 145 
Dominican Republic 1,075 
13c:Uador 1,300 
Ouyana 625 
Haiti 595 
Panama 925 
Surinam 625 
Trinidad and Tobago 1,480 
Sllb-Total 19,995 3.11 

Argentina 8,275 
Bolivia 925 
Olile 3,505 
Paraguay 595 
Peru 2,710 
Uruguay l,SIO 
Sllb-Total 17,520 2.72 

Total (excluding Spain) 60,235 9.55 

view reflects the votes they command. Four main voting blocks can be 
identi fied . T he first is the US, which alone controls 20 per cent of the 
votes. The second is a group of powerful west European nations, 
which hold about 28 per cent of the votes. The third is an intermediate 
group, which includes many LDCs but which are represented on the 
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Board by rich nations. So, for example, in 1979, Spain represen 
Costa Rica, El Salvador, Guatemala, Honduras, Mexico, Nicar 
and Venezuela on the Board, despite the fact that Venezuela had 
bigger quota contribution than Spain. In fact, it is estimated that 2 
LDCs, with more than 7 per cent of IMF votes, were represented 
northern countries that year. No LDC represents a group whq 
consists of northern countries. The fourth group are the LOC. 
(including Saudi Arabia) which control about 34 per cent of total 
votes. 

LDCs therefore can exercise only a very limited influence on the 
decision-making process, because of their lack of voting strength . .\ 
totally united group of LDCs (in practice very hard to achieve) 
representing nearly 75 per cent of the total population of IMP 
countries can muster no more than 35 per cent of the votes. Also 
because major changes in IMF policy, such as the allocation of votes 
require an 85 per cent majority, one country, the US, has an effective 
veto. 

Although the Executive Board holds decision-making power, the 
managing director and his staff have considerable influence. It is an 
uncontested tradition that the Fund's managing director is a west 
European and that his deputy is a US citizen. Furthermore, the 
Western Hemisphere Department, which includes Latin America and 
the Caribbean, has a US citizen as its director. 

Discussions concerning international financial affairs also take 
place outside the confines of the IMF, between groups of like-minded 
countries. In some cases such discussions, although external to the 
IMF, have considerable influence on the Fund's policy. The main 
developed countries meet monthly at the Bank for International 
Settlements (BIS), which regulates the relations between the central 
banks of the various countries. They also meet at the Paris Club, an 
informal gathering of creditor nations (usually the developed nations 
again), which convene to discuss requests from debtor nations to 
reschedule their loans outstanding to foreign governments. The Group 
of Ten, representing the 10 most powerful western nations, meets 
regularly to decide joint policy on financial issues. Many observers 
argue that this group, together with the Group of Five (the five 
Western permanent members of the IMF Executive Board - the US, 
the UK, France, West Germany and Japan) in fact decides on the 
policy matters that the Executive Board endorses as official IMF 
policy. As The Guardian concluded: 'If the Group of Five can agree 
on something, then it will go through'. 

The LDCs meet in their own Group of 24, a semi-official body of 
the IMF that represents their interests. The Group arose out of the 
Group of 77, the most important LDC forum, which is associated 
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· d Nations Conference on Trade and Development 
- Unite . 
i- d now consists of more than 100 countries. However, 

.t\I)) anthe Group of 24 have very little influence in the IMF, Y d~~: argue that it has also distanced itself from its 
peoc the Group of 77. 

"tuen ~·of the day, the LDCs, no matter how they are organised, 
the en the voting strength to oppose the policies of the powerful 

ll(>thave 
em nations. 
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3 The World's view of the Ii 

'Money is power. This simple truth is valid for national and 
international relations. Those who wield power control money. An 
interoatfooal monetary system is both a function and an instrument 
of prevailing power structures.' 

The Arusha Initiative, 1980. 

The IMF maintains that its operations are politically neutral and 
based on a scientific assessment of the causes of balance of payments 
deficits. Furthermore, IMF conditio!lality, the conditions ;i country 
must fulfil before it receives the IMF 'seal of approval' is said to be 
applied objectively to all deficit countries irrespective of political 
considerations. Yet, behind these claims of scientific justification and 
political neutrality, the IMF subscribes to a particular economic and 
political view of the world. This view argues that free trade and the 
unhindered operations of market forces are conducive to the welfare 
of the international economy. As Article I of the IMF Articles of 
Agreement states, one of the main aims of the fund is to 'facilitate the 
expansion and balanced growth of international trade' because, as 
President Ronald Reagan argues, 'Free trade serves the cause of 
economic progress and it serves the cause of world peace'. 

Such views on how economic progress is achieved (and how 
economic crises are avoided) are not universally accepted. President 
Nyerere of Tanzania stated in 1980: ' I doubt whether ther~: are now 
people who honestly believe that the IMF is politically or ide1ologically 
neutral. It has an ideology of economic and social developm1ent that it 
is trying to impose on poor countries'. The Brandt Commission, in its 
first report, argued that the conditions imposed by the IM F ion deficit 
countries had forced unnecessary and unacceptable political burdens 
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n occasions leading to ' IMF riots' and even the ..norest, o . . . . d . 
..--.. n""ents In addition, the Arusha lnit1at1ve, s1gne in 

of gover .., . . f b . 
mber of LDC representatives, argues that, far rom emg 

8 nu d enerating economic progress, 'the performance tests 
·~u:d imposes lack s:i~nti.fic basis'. and that 't.he Fund 

she · d to achieve stab1hsauon , have m fact contnbuted to conceive . , 
. . · and to the limitation of democratic processes . 
sau~n assess the IMF's claim to political neutrality and the 

order ·u~ci·sms that are levelled against it, it is important to note 
ten · f 1 h 
1 

· sand counterclaims emanate from groups o peop e w o 
she~ 81d~fferent views on why economic crises occur, how they 
quite 1 · Id b h. d b resolved and bow economic development cou e ac 1eve . 

jaouid . e ·s logical within its own framework and has a body of 
,....... view i . . I h 1. __... to support its claims. Most important y, t e po icy 
.tvld~~ions associated with each view •. when implemented, serve the 
:presc ests of the group that holds that view. . . 
IDter e strand of economic thought stresses that economic prospe~1ty 

Onl f om the unhindered operations of market forces. Accordmg 
NIU ts r · l f · th Milton Friedman, mentor of the Chicago schoo o econ~m1cs, e 
CO 1 t d action of supply and demand 'can co-ordinate the 
anregu a e · · · t · h ·vities of millions of people, each seeking his own mteres , ms~~ a 
ICU s to make everyone better off'. Free market compet~t1on, 
~·r :ing unregulated international trade, will ensure the prospenry of 
:; who produce and sell at the lowest price. The profits g~erated 
by these efficient producers will trickle ~own to all levels of soc1e!Y by 
way of increased investment (thus creating more employment)~ ~1gher 
wages and the payment of more taxes to be used for th~ prov1S1?n ~f 
essential social services. This view argues that economic .recession is 
caused by interference with the free market m~ch~sm. - :or 
example, minimum wage legislation, trade protect1omsm •. ~flatJon 
(which , it is argued, is always caused by gov.e~";IJlents prmung ~oo 
much money) and regulations of the acttv1lles of com~arues. 
Development on the other hand, will be achieved by the LDCs 1f they 
adopt those 

1

measures necessary to attract foreign capital and to 
improve their competitiveness in the world market. . . . 

While it is argued that the operation of market forces is p~ht1c~ll.Y 
neutral (and this is the basis of the IMF's claim to neutralit~), it is 
clear that this view of the world favours those who stand to gain from 
successfully competing in the open market, notably the owners of the 
transnational corporations and the international b~nks, wh~s.e funds 
are sought by LDCs in their efforts to improve their compeuhveness. 

However this view of the world is rejected by those who argue that 
unregulated market forces give rise to periodic booms an~ slumps, 
illustrated precisely by the lack of regulation in the international loan 
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market that led to the 1982 debt crisis. Market forces need t be 
ma~aged, it.is ~r~ued, so that boo_ms ands.lumps can be mitigatc':s 
avoided by JUd1c1ous government mtervention. There is a wide ran Gr
of views as to the degree and type of economic management requir le 
but this view would recognise that, for development to occur in ~ 
LDCs, some for~ ?f gove~ent control~ are necessary. These couJ: 
range fron:i providing co.ncess1onary _lendtng to certain sectors of the 
economy, import regulations, regulauons on the operations of foreign 
companies and even the nationalisation of certain industries. If indeed 
it is ~o?r or insufficient ~anagement that is the cause of recession, 
then 1t 1s up to the IMF to mtervene more forcefully if that process is 
to be reversed. 

A th~rd economic viewpoint argues that the above efforts at 
economic management are merely the attempts of those who benefit 
fro~ an inhere~tly unjust worl~ order to patch it up and avoid the 
obvious conclusion that economic slumps are an inherent part of the 
profit maximising behaviour of those who control the system. This 
view argues that the private ownership of productive resources 
concentrates wealth in a few hands and therefore creates poverty for 
the majority. The only solution is a system of economic planning and 
control, operated by and on behalf of the poorest sections of the 
population, that would protect them against the power of those who 
accumulated the wealth created by the efforts of the poor themselves. 
This will only be achieved by radical social changes in every country. 
The status quo cannot be reformed, least of aJI by those who benefit 
from the present situation. This economic view of the world would 
serve the interests of those groups of people currently excluded from 
participating in the benefits of economic development. This would 
certainly include the majority of the population of the LDCs. 

Where Does the IMF Stand? 

It is clear that the IMF tends to accept the first of the three economic 
viewpoints outlined. Its operations illustrate its rejection of any 
notion of LDCs protecting their industry or direct government 
planning and control in the economy, in favour of the unfettered 
operation of market forces. Direct state intervention is seen as 
hindering the successful operation of the free market. The Fund 
favours the use of deflation and then devaluation, rather than direct 
controls over trade as a means of limiting imports, and assumes that 
growth wilJ always take place where governments give private 
enterprise the freedom to make profitable investments. 

The IMF's belief in automatic adjustment by the market has led it 
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e that, if all countries were to observe these basic rules, the~e 
~ue a •natural' tendency for all balance of payments to remam 

~brium over time. Thus it was assumed that countries which 
'CCIU.

1 
surplus for a few years would find that their costs of 

in · · b f h · · d tion were nsmg ecause o t e necessity to mcrease wages an 
ucs of raw materials and other inputs, while those in deficit would 
ble to keep their costs low because their industries would be 

:.,:Oding Jess rapidly. This would lead to a reduction in exports from 
successful country and an expansion of those from the 

dlit ccessful one, with a corresponding tendency for surpluses and 
:=its to be reversed. No. direct government interventi?n wou~d be 

uired to bring about this change. So the role of the mternauonal 
ltQ netary agency would be merely to ensure that all the countries 
::olved observed the rules in order to make it possible for this 

rocess to take its 'natural' course. 
p In these circumstances, countries would find it relatively easy to 
maintain currency convertibility and exchange rate stability and they 
would rarely require any significant amount of balance of payments 
assistance. Yet it was recognised that short-term problems could arise 
which might create such a need. Poor weather conditions might lead 
to a bad harvest and the need for large increases in food imports; a 
sudden decline in the price of exported raw materials might lead to a 
drop in export earnings. In these circumstances a country would face a 
•temporary disequilibrium' of its balance of payments and be tempted 

10 use protectionist measures if some form of short-term credit were 
not available. Thus the IMF saw its power to lend as a means to 
overcome these short-term difficulties, rather than as a means to solve 
8 Jong-term problem resulting from the fact that certain economies 
were internationally less competitive than others and therefore in need 
of long-term assistance in order to be able to survive and expand. 

Most theorists did accept that LDCs would need long-term 
international credic in order to finance their industrialisation 
programmes. This, however, was defined as a 'developmental' as 
opposed to a 'monetary' need and it was to be provided by the World 
Bank (which, like the IMF, was established at the Bretton Woods 
conference of 1944), the private banks and the multinational firms. 
Thus, when an IMF team visits a country in order to negotiate a stand
by arrangement, its primary concern is to reduce the balance of 
payments deficit within a relatively short period of time (usually with 
in three to five years). The team assumes that direct state intervention 
is not necessary for the objective to be achieved and that the balance 
of payments problem is caused by high local inflation, which is itself 
caused by high government spending (funded by a large supply of new 
money), which leads to high levels of local consumption in relation to 
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the level of output of goods which can be sold abroad. Given these 
assumptions, such a team tends to require policies which emphasise 
reductions in consumption rather than an increase in production. It 
justifies its position by the fact that a country with a balance of 
payments deficit is consuming more than it is producing. It does this 
by importing more goods than it is exporting. Unless such a country 
can obtain continuing supplies of international credit or aid for this 
process, it must eventually come to an end. 

Further, the IMF also argues that the money it lends to a country 
makes that country able to continue to import for longer than would 
have been the case if lMF loans were not available. Without the IMF, 
it claims, abrupt cuts in spending and investment would have to be 
made to reduce the deficit. IMF assistance allows debtor countries to 
adopt policies that lead to a more gradual reduction in the deficit. 
Thus, some people would argue that the existence of the IMF makes 
possible a higher level of economic activity for deficit countries, 
especially when it is realised that the negotiation of an IMF agreement 
usually enables the country to also borrow extensively from the 
private banks. 

Given the absence of alternative means of providing assistance to 
LDCs on a concessional basis (and it is well known that the levels of 
aid are now running at less than half the amount recommended by the 
Pearson Commission in the 1960s), these arguments must have some 
validity. However, it is also important to recognise that the 
negotiation of a stand-by arrangement with the IMF (a so-called 
'stabilisation programme') does involve the country in the acceptance 
of a particular kind of policy and one which directly contradicts the 
policies which many of the more radical Third World governments 
were trying to implement in the 1950s and 1960s. 

Policy Implications 

Although the IMF conducts all of its negotiations individually and 
attempts to design programmes to fit the particular needs of each 
country, its programmes have a number of common features. Firstly, 
there is a general assumption that excessive expenditure by the state, 
particularly where this takes the form of encouraging higher levels of 
consumption rather than production, should be reduced. Thus the 
fund will attempt to cut levels of government borrowing and this, by 
implication, will mean a corresponding cut in the services provided by 
the state. In countries with more reactionary governments this can 
mean an attempt by the IMF to limit the exploitation of the state by 
corrupt and incompetent politicians, civil servants and business 
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1 . in more progressive countries, such as Jamaica under the 
peoP

1 
ey government, it will mean a reduction in welfare services for 

Man e or. Subsidies to loss-making nationalised industries will also be 
th~pot to pressure and it is not unusual for the IMF to recommend 
su Jecuch industries be sold off to private enterprise. Furthermore, 
that s b 'di h · f there is likely to be pressu~e to reduce state su. ~1 ~s on t .e price o 
. h r consumer goods or mputs for uncompetltlve mdustnes. 

estS:cond associated with this attack on state spending will be an 
t empt elther to reduce wages or to limit their growth t? le~s !ban the 

at wtb in productivity in industry. Rising wages make 1t difficult for 
r:al producers to compete effectively ~broad and therefor~ to expo.rt 

cessfully. Rising wages are also said to generate an mcrease m 
~~sumption, which can only be met through imports since local 
production cannot usually expand rapidly enough to meet the 
increased demand. . . . 

Third, while it is assumed that these cuts m. wages and s~rv1ces ~11 
reduce imports, it is also assumed that they will lead to an increase m 
the profits of the private sector, since private capitalists wi~ 
subsequently have to pay lower taxe~ and redu~ed lab~ur co~ts. This 
will make it possible for both domestic and foreign capital to increase 
their investment in productive capacity and thereby eit?er ~educe the 
need for imports or increase the overall level of production m the long 
run. In this respect, an increase in the activities of foreign capital is 
thought to be especially useful because the capital which they import, 
as well as the goods which they produce, serves to reduce the level of 
the balance of payments deficit. 

Last, the IMF will tend to discourage the use of direct control~ over 
trade to reduce the deficit. It is very likely to demand a devaluation of 
the currency and will also try to do away with all attempts to use the 
rate of exchange to favour local as opposed to foreign producers. 
Although the Fund will not insist on the elimination of tariffs, it will 
probably resist any attempt to increase them and might even attempt 
to have them reduced. Thus it will be forcing the country concerned to 
secure the improvement in its trade by increasing the competitiveness 
of its goods, rather than by using direct controls to favour local over 
foreign producers. 

Do IMF Policies Work? 

In order to evaluate the role of the IMF, we must consider more than 
merely its own view of the effects of its operations. We have also to 
consider the extent to which its beliefs and the operation of the 
international monetary economy actually work in practice and the 
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extent to which the Fund's programmes attack the underlying causes 
of chronic balance of payments deficits. 

We have noted that the economic theory adopted by the IMF 
assumes that there will be a natural tendency for countries to maintain 
a long-term balance of payments equilibrium, provided that they do 
not interfere with the 'natural' operation of the market mechanism. 
Thus countries are supposed to achieve a balance between surplus and 
deficit over time, with a continuous growth in trade leading to a 
continuous improvement in the productivity and efficiency of the 
world economy. 

But, when we look at the world during the post-war period, we find 
that matters have turned out differently. Some of the strong 
industrialised countries, notably West Germany and Japan, have been 
able to sustain more or less permanent balance of payments surpluses. 
Their foreign reserves have grown enormously and their capitalists 
have not invested a significant part of their surpluses abroad. Their 
very competitive exports are constantly taking over foreign markets 
especially in the LDCs. They are even more competitive in their home 
market, so that few foreign producers can increase their sales by 
exporting to them. Their tendency to save rather than spend their 
foreign surplus, together with their ability to compete more effectively 
than everyone else leads to deflation in those countries which cannot 
find expanding markets elsewhere. This growth in the strong countries 
does expand the market for raw materials, but it inhibits the growth of 
manufacturing in weaker countries, which many people believe is the 
only means to create a balanced growth process. 

Two of the leading industrial countries, the US and Britain, have 
been in almost permanent deficit since the war. The fact that the US 
ran this deficit after the war was largely responsible for the ability of 
the strong countries to grow so rapidly. Marshall aid and defence 
spending by the US provided both capital and markets for European 
and Japanese industry. However, the continuation and growth of the 
deficit now leads to high interest rates, which have led to an inevitable 
reduction in the level of international demand. This will make it even 
more difficult for expansion to take place in those countries which had 
relied on exporting to the US. 

If we look at the Third World, on the other hand, we find a more or 
less permanent tendency to balance of payments deficit. A few 
countries, such as Taiwan, South Korea, Hong Kong and Singapore, 
have been able to maintain high growth rates by increasing their 
industrial exports. Another small group, notably the oil exporters, 
have been able to capitalise on high prices for raw materials. All of 
these countries have been able to sustain very rapid rates of growth, 
especially from the late 1960s through to the late 1970s. On the other 
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band, less fortunate LDCs, and these include the great bulk of the 
world's population outside the Communist bloc, have been faced with 
more or less permanent deficits. 

While world trade was expanding very rapidly from the late 1940s to 
the early 1970s, even these most disadvantaged countries were able to 
maintain reasonable growth rates, albeit at the expense of increasing 
levels of economic inequality. But the intensification of the world 
economic crisis after 1974, coupled with concurrent oil price rises, left 
these countries facing massive deficits which could only be controlled 
through drastic cuts in living standards and in the level of economic 
activity. Although this problem was precipitated by the oil price rise, 
this was not its only cause. The real price of oil declined continuously 
until 1978, as did the surpluses of OPEC members, but the Third 
World deficit failed to go away as the surpluses of the strong 
industrial countries increased. The more recent increases in oil prices 
in 1979-80, stemming from the reduction in Iranian output, greatly 
intensified the problem, pushing West Germany and Japan into deficit 
and making it virtually impossible for the Third World as a whole to 
maintain even its reduced level of imports. 

The combined deficit of these countries reached US$88 billion in 
1981. Thus the real situation faced by these countries is not one in 
which the implementation of a few cuts in wages and services will 
restore the equilibrium while leaving the country undamaged. It is one 
in which restoring the equilibrium will require such massive cuts that 
all aspects of economic progress will be affected. Thus, the idea of a 
system that adjusts 'naturally', automatically balancing deficits and 
surpluses between countries, does not measure up to what really 
happens. Chronic deficits and permanent surpluses have characterised 
post-war development. 

Do IMF Policies Resolve Chronic Deficits? 

In the face of this chronic situation, the IMF has devised policies to 
reduce deficits to manageable proportions. We must now ask if such 
policies, designed to alleviate short-term problems, actually confront 
the underlying causes of chronic deficit. 

On the whole, IMF programmes have succeeded in meeting their 
primary objective, the reduction in the short term balance of 
payments deficit. But they do this at very substantial cost in terms of 
reduced consumption, damage to local industry and increased 
inequality. Given the need to solve the problem quickly, most of the 
improvements have to be secured through a reduction in domestic 
consumption rather than an increase in production for export or in 
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import substitution. The overall effect is therefore likely to be 
deflationary, involving a decline in the overall level of economic 
activity and a corresponding reduction in both local consumption and 
in long-term economic progress. 

During periods when the world economy is expanding, the effects of 
such a programme might not be too severe, since the country might 
well be able to resume its growth rate once it had made the necessary 
adjustments. When, on the other hand, conditions are depressed, the 
results are likely to be much less favourable. In present conditions, 
which are worse than any since the 1930s, the results of such an 
approach can be disastrous. 

First, in trying to increase their exports, the LDCs immediately 
confront the strong capitalist countries, which are attempting to do 
exactly the same. However, the latter have the advamage of producing 
on a very large scale, selling to a huge home market as well as having 
established markets abroad, having direct use of highly-trained work
forces and sophisticated research facilities and having a monopoly 
over many areas of technology and skills. Given all of these factors, 
the possibility of competing with them on equal terms is almost 
negligible. 

The only 'advantage' that most LDCs have over these established 
producers is the very low wages which their workers can be paid. Even 
this, however, is of relatively limited value. On the one hand, the 
existence of low wages means that local markets are very small, thus 
making it difficult to produce on a sufficiently large scale to reap the 
full advantage of modern production methods. On the other, low-paid 
workers tend to be poorly trained and motivated, so their productivity 
is correspondingly low. Furthermore, the advanced countries have 
been able continuously to adopt new technology (the automation 
sec~red through the micro-chip is only the most recent example), 
which has enabled them to pay much higher wages to their workers 
and still produce goods more cheaply than the average Third World 
producer. 

In sectors such as cotton textiles, where cheap labour does provide 
low-wage countries with international competitive advantages, the 
industrialised countries have tended to ignore their professed belief in 
free trade and have adopted protective controls in order to defend 
jobs and capital investment in that sector. Thus by reducing Lari ff 
protection in their home markets and attempting to grow by exporting 
manufactures, LDCs render themselves very vulnerable. Several 
countries have found that established industries in their own countries 
have been destroyed as a result of tariff barriers having been lowered. 

Second, the reduction of state spending, while it might enable 
producers to pay lower taxes, will also have the effect of reducing 
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domestic demand for their products . Thus, producers will l.ose some 
of their home market (this market is usually the most p~of1t~ble for 
them) and this loss of demand may mean a reduction m total 
production. Such a reduction will inevitably mean that the costs of 
producing each unit of output will rise as fixed costs (those that do not 
vary with the level of a company's production, fact?ry re~t f~r 
example) will have to be offset by a smaller total production: This will 
lead to increased selling prices and therefore the firm will be l~s 
competitive internationally. Nor will the lower taxes n~cessar1ly 
encourage producers to invest their increased wealth in local mdustry. 
When demand is being reduced through the reduction in wages and 
government spending, ~hey are m~re likely to s~end i~ on consumer 
goods (which are very likely to be 1mporte~), ?r mvest It ~broad. The 
latter is most likely to happen where a s1gmficant portion of local 
production is already in the hands of foreign capitalists who find it 
very easy to remove their profits from LDCs, either directly through 
tegaJ channels or indirectly by various forms of transfer pricing. Thus, 
unless the reductions in wages and other costs are very large and the 
opportunity for increasing export markets very. favour.able, 
deflationary policies are quite likely to lead to a cut m a society's 
consumption and productivity, without leading to a subsequent 
improvement. 

Third while the effects of these policies might be positive with 
respect to individual countries' balance of payments deficits, their 
effects on the overall world economy are likely to be very harmful. Al 
the moment, a few OPEC countries, together with one or two of the 
most successful industrialised countries, have balance of payments 
surpluses. The rest of the developed world and nearly all the oil 
importing LDCs are now trying to over~ome their deficit~ by cutt~g 
imports and increasing exports. But, smce most of their potential 
customers are attempting to do the same, the result can only be 
intensified competition, in which the most powerful might succeed, 
but at the expense of the weaker nations. It is clearly impossible for all 
countries to increase exports and reduce imports at the same time. 

In this situation, it is suggested that the few surplus countries should 
increase their imports and reduce their foreign reserves. But this is 
highly unlikely to occur. The bulk of these surpluses are in the bands 
of smaJI Middle Eastern countries. What they do is to lend their 
surpluses to the international banks, which then lend them to deficit 
countries. This, however, has the long-term effect of increasing levels 
of indebtedness of the deficit countries. This means they will have 
higher interest and capital repayment commitments and will therefore 
have less resources available to develop their own industrial base. 
Thus, their ability to generate exportable production and improve 
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their balance of payments, will be hindered. Again, we find a short
term solution being adopted which must worsen the problem in the 
long run. 
. The present debt crisis means that many LDCs are so heavily 
mdebted that they can scarcely borrow enough to service their existing 
debts. Despite debt renegotiations, the present burden of debt 
servicing makes growth a remote prospect. The possibility that a 
recess!on in th.e L.Dcs, inspired by debt, could truncate the present 
tentative upswmg m the developed countries has not been discounted 
~he summit meeting at Williamsburg in the US, in May 1983, offered 
little hope of world recovery to stimulate struggling LDC economies. 

The Paradoxical MechanJsm of Feedback 
from the External Debt 

For the oil-importing developing countries, the large disequilibria in 
the balance of payments on current accounts, aggravated by the 
impact of the crisis on their exports, the worsening of the terms of 
trade and the rise in interest rates, were expressed in an annual deficit 
that rose to around US$80 billion in 1979 and 1980, greatly surpassed 
US$90 billion in 1981 and continued to rise in 1982. The result of all 
this was the rapid increase in their external debts, which, depending 
on the method of calculation that is used, are now approaching or 
have s~rpassed US$600 billion. This debt, whose magnitude was first 
deter~ed by. the need to obtain resources with which to pay for the 
deficits m thetr current accounts, bas, with time, become a factor 
adding to the deficit and, in fact, a feedback mechanism that takes 
an increasing toll of the product of people's work more than a third 
of which goes to the transnational banks. ' 
~is may be proved with data from the World Bank, according to 

which debt servicing took US$99 billion (85 per cent) of the US$117 
billion obtained as loans by the underdeveloped countries in 1981 
l~v~ng ~ net transfer of resources of only US$18 billion (USStiOO 
million tn the case of Latin America). Things have come to such an 
extre~e that the underdeveloped countries are incurring new debts 
pra.ct1cally f?r the sole purpose of meeting the obligations created by 
their own indebtedness. Such an absurd, perverted, irrational 
phenomenon as this is unprecedented in the history of international 
economic relations. 

Report to Seventh Summit Conference of the Non-aligned Countries 
(1983), page 90. 

L st a lthough the IMF always presents its policies as non-political, 
and a b~sed entirely on scientific economic theory, the~~ can be no 
d bt that their recommendations correspond to the pohc1es favoured 
b 
0~arge-scale international capital and its supporters in Third World 

c~untries. It is the strong multinational companies which have most to 
· from policies which favour the free movement of goods and 

gam . . h' h 
ey since they are able to move their mvestments to w 1c ever 

mon ' · d h f f't country offers them the greatest concess1~ns an t ~r~ ore, pr.o. 1 
potential. Many of the individuals involved .m l~c~l poht1cal a~uv~ues 
d nd for their own political and economic pnv1leges on their !mks 
~f ~ these corporations and with the governments of the main world 

US Treasury denies bias on IMF loans 

The US Treasury yesterday disputed reports that it had frequently 
sought to influence decisions by the ~ternation~ Monetary ~un,d on 
the basis of political judgment. 'This was a misrepresentation , an 
official said. . 

The issue is extremely sensitive because of an effort m Congress to 
attach new conditions to the US contribution to the !~F's ~uo~a 
increase, which would prevent future loans to the apartheid regune m 
South Africa. . 

A report prepared for the House Foreign Affairs Sub-comnuttcc 
by the Congressional Research Service said that on a numb~r. of 
occasions the US may have sought to influence loans for political 
reasons. One version of the report, which was obtained by The Wall 
Street Journal, says there has been a 'hit list' of countries regarde<l as 
not deserving aid. 

According to the report, the former Secretary of State, Mr 
Alexander Haig, ruled at one point that the left leaning government 
of Grenada should not 'get a penny of indirect aid' from the IMF 
and other multinational institutions. Countries said to be on the hit 
list include Vietnam, Cuba, Afghanistan, Nicaragua and Grenada, 
all of which are assumed by the US to be under the influence of the 
Soviet Union. 

Chile was alleged to have been on the list when the Marxist Allen~e 
Government was in power in the 1970s and Laos, Cambodia, 
Mozambique and Uganda are said to have been put on the l.ist by the 
Carter administration as part of an cffon to get funding from 
Congress. 

Guardian, 19 May 1983. 
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powers.which lie ?ehind them. Many such multinational corporations 
use their econ.om1c power and political leverage to force countries to 
seek IMF assistance and submit to its conditions. Furthermore, the 
powerful western members of the IMF have used access to the Fund's 
resources as an instrument of their own foreign policy objectives. This 
has been clearly demonstrated in the case of the US react.:ion to 
reques~s for IMF assistance from the different Central American 
countnes. (See box page 44). 

If deb~~r nations accept assistance from the IMF, they must accept 
the co.nd1t1ons that.acc~mp:uiy that assistance. The case studies in this 
book tllustr~te ~e 1mplicattons of these conditions for the majority of 
the. population m the countries concerned and show how, even within 
~e1r own terms, IMF policies failed to solve the crises they were 
mtended to confront. 

In the case of Jamaica, Winston James examines the relationship 
be.tween the IMF and the 'democratic socialist' government of 
Michael Manley. The study shows the problems which face a Third 
W?rld g?~ern~ent committed to reform. Manley was first elected 
pnme minister m 1972 and re-elected in 1976 on a wave of popular 
support under the banner 'Better must come'. But his government was 
marked by.a massive fall in the living standards of the urban and rural 
poor, precisely th?se sectors which had voted for him. The Manley 
governme~t effectively abandoned its commitment to reform when it 
agreed to implement IMF austerity measures. But it is also clear that 
Manley was caught in a political contradiction of his own making. On 
the. one hand.. he ~ttempted to appease his popular base through 
ra~1cal rhetoric whtle on the other he tried to appeal to Jamaica's 
pnvate sector to collaborate with him. Jamaica's businessmen were 
alarmed by the rhetoric and they refused to co-operate with the 
~overnment. !?stead they sabotaged its efforts through a virtual 
mvestm~nt strike .an~ capital night. Manley was left with two 
alternatives, to ra.d1cahse his programme toward structural changes in 
the .economy which would involve a confrontation with Jamaica's 
busin~ss and landowning class or to capitulate to IMF policies which 
ess:~t1ally favoured that class and fell most heavily on his own 
poht1cal b~se. Manley .opted for the latter and in the process paved the 
way for his own massive election defeat in 1980 

The irony was that not only did IMF policies c~nflict with Manley's 
own ~rogramm7 of reforms, but they did not actually work. The 
J~m~tcan .experience shows the inadequacy of JMF policies even 
wtt~m. their own teri:ns. Despite the sacrifices they implied for the 
maJ0~1ty of the Jamaican people, they failed to solve the crisis of the 
J~~a1~n economy, pr~cisely because their analysis of the problem, 
nsmg imports and falling exports caused by excessive wage rises, 
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roved to be incorrect. 
p The relationship between the IMF and Manley's successor Edward 
Se ga illustrates the failure of the IMF policies even more clearly. 
~ a has never made even a verbal commitment to reform, but has a 

gonal and ideological commitment to the IMF 'view of the world'. 
~rs willingness to accept IMF medicine, and in turn the IMF's 

1~mitment to give Seaga immeasurably more favourable treatment 
~~an it gave to Manley, is a good test of the .effecti~e~ess of ~ts 

licies. In fact, Jamaica has plunged deeper mto cm1s. Bauxite 
~oduction has fallen, the currency has been effectively devalued, 
~ages have been reduced by 10 per cent since 1980 and unemployment 
has risen over 40 per cent among some sectors of the workforce. 

The experience of Chile under the government of General Augusto 
Pinochet is another example of the failure of the IM~ polici~ to 
work, despite their implementation by a government 1deol~g1cally 
attuned to the lMF's economic view. Pinochet c~e to power in 19?3 
through a coup which overthrew the democratically elected Ma~1st 
government of Salvador Allende. Pinochet collaborat~d closely with 
the monetarist economic technocrats known as the Chicago Boys and 
pursued policies which went beyond any shock tr.eatm:nt which t~e 
IMF had ever dared to impo~e. This could happen tn Chile because its 
repressive military government ensured that. ~opular opposition .to 
these policies were stifled. The IMF facilitated the monetanst 
experiment by giving the Pinochet government its seal of approval in 
1975 which subsequently enabled the regime to obtain the loans from 
the ~rivace international banks which were needed to sustain the 
model. The total collapse by 1981 of the monetarist experiment in 
Chile is a salutary lesson in the failure of IMF prescriptions, even 
when applied in their most rigorous form and by a government totally 
committed to their success. 

The case of Peru highlights the importance of the IMF as police 
officer of the international economy. The private banks attempted to 
impose their own conditions on Peru in return for a loan agreement. 
When they discovered that they lacked the authority to ensure that 
these conditions were fulfilled, they withdrew, forcing the Peruvian 
government to turn to the IMF, which does have the power to impose 
such conditions. 

The Peruvian case, like that of Jamaica and Chile, illustrates the 
tremendous social cost that IMF policies bring with them. The 
Peruvian crisis was only temporarily halted when world prices for its 
exports rose briefly at the end of the 1970s. The collapse of these 
prices in the 1980s put the country once again into the hands of the 
IMF under the government of President Fernando Belaunde. In the 
meantime, the lives of the country's poor have steadily worsened. ln 
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1983, Time magazine spoke of a psychological study of 100 school 
children from a Lima shantytown. No fewer than 60 per cent of them 
had learning disabilities caused by malnutrition: 'In Peru, chronic 
malnutrition and disease threaten to rob the country of an entire 
generation of its young', Time concluded. 

These three case studies give important insights into the present 
crisis facing Third World nations. As successive governments are 
forced to turn to the IMF for assistance in the face of their enormous 
debt burdens and balance of payments difficulties, the experiences of 
Jamaica, Chile and Peru are being repeated . IMF programmes are 
not solving the structural balance of payments problems that 
debtor nations face, the high social costs of IMF restructuring are still 
being paid by the poorest sections of the population and draconian 
austerity measures are provoking political confrontation which in 
some cases, notably Brazil (see box page 9) may have far-reaching 
consequences. 

Growing social unrest, in the form of spontaneous riots or 
organised opposition by workers in key economic sectors, has an 
explosive political potential in Latin America and elsewhere in the 
Third World. Ironically, the IMF may find that, in imposing its 
conditions, it creates a social and political explosion which threatens 
the stability of the countries concerned and makes it even Jess likely 
that governments will repay their debts. Third World governments 
have to consider this risk, particularly in the light of the IMF's sorry 
record in solving their economic problems. 

The lesson of Michael Manley's democratic socialism in Jamaica 
may have the most relevance to the crisis of the Third World. For 
Jamaica raised once again the key question of whether limited reforms 
in Third World countries can really solve the problems of the Third 
World majority. By opposing reform-oriented governments but 
failing to provide solutions through its conservative, free market 
recipes, the IMF may well be paving the way for more radical 
solutions, which have implications not only for internal power 
structures but also for the international economy. 
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Central America: The Financial War 

Not all the war is in the jungles. Since 1981 the Reagan 
administration has fought a bitter campaign in the boardrooms of 
Washington to make the international financial institutions cut off 

• 

their loans to Nicaragua and multiply aid to El Salvador and 
Guatemala instead. By 1983 the campaign had largely succeeded. 

FJ Salvador 
The story begins in July 1981 when El Salvador applied for USS36 
million from the IMPs Compensatory Financing Facility. On July 
27, the execurive board, consisting of representatives of the Fund's 
member countries, met to consider the loan. J.J. Polak, executive 
director for the Netherlands, was the first to speak. 

His speech was a shocker. He contended not onJy that the loan was 
ill-advised but that it would violate IMF rules. The IMF's technical 
staff had refused to recommend the loan for adoption and never had 
the Fund approved any loan without the concurrence of the staff. 
The particular loan facility to which EJ Salvador was applying had 
very clear technical rules which the IMF had scrupulously adhered to 
in all cases. The right to borrow from the Compensatory Financing 
Facility hinged on a forecast of a country's future export earnings, a 
forecast that would demonstrate (1) that the country was suffering 
from an export shortfall and (2) that the shortfall was temporary. 
The staff had concluded that conditions were too unsettled in BJ 
Salvador to permit a realistic projection of future exports and rather 
than make up imaginary numbers had declined to make any 
projection at all. But access to the facility was not allowed without 
the forecast. Without it there was no way to determine whether the 
shortfall was temporary. 

Therefore, Polak told the executive board, routine approval of the 
loan could have 'important - I would say serious - consequences 
for the Fund's relations with its members and for the Fund's 
conditionality'. He warned the board that the lMF 'has a long and 
unbroken tradition that the Board discusses requested transactions 
only on the basis of a staff paper that seeks to establish the validity of 
the request in the light of the Fund's policies. Even a single deviation 
from that principle would set a serious precedent.• 

This authoritative speech made it clear that approval of the loan 
would violate the IMF's rules. J.J. Polak was formerly director of 
research for the IMF in charge of preparing the commodity forecasts 
for the compensatory financing facility. No one was better schooled 
in the rules and precedents. 

Executive board discussion 
In the discussion that followed the West European members of the 
IMF, except Italy, opposed the loan on the grounds that it broke the 
rules. The Third World members supported it, sometimes with 
reservations, because of the basic North-South division in the Fund. 
The Third World members always press for easier conditions on 
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Fund loans, whether compensatory or standby. The US director, 
Richard Erb, despite numerous directives from the Reagan 
administration to tighten the conditionality of IMF loans, in this case 
supported the loan. 

British position 
Speaking for Great Britain, Lionel Price said he did not think the 
request met the requirements for the contemporary financing 
facility. Paragraph six of Decision No.6224 set out clearly the basis 
on which the Fund would establish that the member had an export 
shortfall of a short-term character. In particular, it was necessary to 
establish a forecast for exports in the two post-shortfall years, 
something that had not been done in the present case. 

If data supporting El Salvador's case became available, he could 
support the loan, Price continued. But as of now, it seemed to him 
'that the request had been presented to the Executive Board without 
essential information'. He abstained. 

US position 
US executive director Richard Erb acknowledged that other 
executive directors felt the United States was pressing the Fund to 
bring the El Salvador loan to the executive board and that newspaper 
articles had left the impression that the US was planning to use the 
IMF to serve specific national political objectives in Central 
America. He insisted that 'in fact, the exact opposite was intended by 
his Government'. The United States valued the IMF's economic 
surveillance and adjustment programmes. Both the government and 
Congress had a conviction that the IMF should not be used to serve 
more specific US political and securit)' objectives. The United States 
had 'in no way pressed the management of the Fund in the case of El 
Salvador'. Erb sharply criticised the IMF's management for not 
coming up with the export projections needed to justify the loan. 
The management should have known that international coffee 
prices, not internal conditions, were the reason for the shortfall. In 
the shortfall year itself, Erb argued, that was clearly the case. By not 
making a forecast for the post-shortfall years the management was 
implying that the internal situation would become much worse and 
that the cause of the shortfall in 1982 and J983 would be internal 
developments, Erb argued. 

In short, the staff have erred, the United States contended. Thus 
executive director Erb implicitly adopted a double standard. When 
the staff concurred with US desires, then 'technical' formulae 
reigned supreme. But when the staff's interpretation of those 
formulae differed from the US position, then the staff was in error 
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-
and the United States was free to interpret the formulae to suit its 
desires. 

Erb seemed unaware that this was a precedent that other nations 
could follow as well. 

The United States, with 19 per cent of the vote, plus Canada, Italy, 
and the Third World directors who spoke comprised 57 per cent of 
the vote and the loan passed. It takes a simple majority to pass a 
loan. 

The 1981 loan decision was the most hotly contested in the IMF's 
history up to that time, surpassed only by the 3 November 1982 
argument over the loan to South Africa. It was without precedent for 
a loan to be railroaded through over the protests of so many 
important member countries. For the US had indeed pushed the loan 
through. Although US executive director Erb was correct in saying 
that his government values the general surveillance and adjustment 
programmes of the IMF, he misled the board and later Congress, in 
denying that the United States was pressing the IMF in the specific 
case of el Salvador. Had such a weak case been presented by some 
leftist country the US administration felt strongly about, whether 
Grenada, Nicaragua, Vietnam, Madagascar, or even India, the 
United States would have stressed the technical grounds against a 
loan. In fact it did oppose the loan applications of all these countries 
in the IMF or other international financial institutions. But when El 
Salvador applied with its technically shaky case, the US dropped its 
usuaJ insistence on strict interpretation of the rules. 

Nicaragua 
In the spring of 1979, as Nicaragua was convulsed in civil war, the 
Sandinistas implored the IMF not to make a planned loan of US$60 
million to Somoza. The money would all go into Somoza's pockets, 
they said, yet would add to the national debt which the new 
government would inherit. In the United States, church and human 
rights groups went directly to Secretary of the Treasury Michael 
Blumenthal and asked for the same thing. The IMF made the loan 
anyway, just nine weeks before Somoza's overthrow. As predicted, 
when the new government's financial experts took over they found 
that Somoza had completely cleaned out the central bank. 

But that was not all. Under the lMF's Compensatory Financing 
Facility, a member nation is allowed to offer estimates for the last 
few months of the claimed shortfaJ year it those last few months 
follow the date of the loan application. However, if the estimates 
turn out to be wrong, the country is required to •repay the loan 
immediately .. Sure enough, Somoza's concocted estimated were way 
off and in September 1979 the new Sandinista government was 
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required to pay back immediately the money Somoza had spirited 
away. 

That was enough for the Nicaraguans. The Sandinistas decided to 
exclude the IMF from their delicate negotiations on rescheduling the 
Somoza~ra debt, for which the new government took full 
responsibility. They declined to submit to the onerous conditions the 
IMF would have imposed for any stand-by agreement because these 
would conflict with the government's proposed positive income 
redistribution and plans for reflating the economy. As a result, the 
IMF has contributed nothing to Nicaragua's reconstruction. The 
IMF's loan to Somoza has been one of the most ill-advised in the 
IMF's 35-year history and the Fund was lucky the successor 
government assumed responsibility for it at all. 

The upshot of the Fund's inflexibility and the Sandinista's 
aloofness is that Nicaragua is deprived of the approximately 
US$200-300 million it is entitled to as a member of the IMF. As the 
Central American crisis deepens, IMF money is going to every 
country on the isthmus except Nicaragua. 

International Policy Report, March 1983, published by the Centre 
for International Policy, USA. 

4 The IMF and Monetarism 
in Chile 

Since 1973, Chile has been the subject of widespread international 
attention out of all proportion to its weight in world affairs. Flagrant 
and systematic violations of human rights by the military regime of 
General Augusto Pinochet have done much to attract such interest. 
But the regime has also drawn unprecedented flak and fanfare for its 
radical experiment in economics. During the past 10 years, Chile has 
been a laboratory for those conservative monetarist theories, backed 
by the International Monetary Fund, which have been fashionable 
throughout the West. 

Until recently, Chile's Chicago Boys - the group of Chilean 
economists who studied under free enterprise champion, Milton 
Friedman, at the University of Chicago, and who became Pinochet's 
economic architects - claimed miracle status for their policies. They 
pointed to the high rates of economic growth achieved by their 
economic model towards the end of the 1970s and to their success in 
reducing the annual rate of inflation from more than 500 per cent 

l during the previous government to less than 10 per cent eight years 
later. They_ noted the triumphal advance of.monetarism in other Latin I 4-
American dictatorships and even in industrialised countries such as 
Britain and the US. They enjoyed the respect of the Reagan 
Administration's economic theorists, who praised Chile as a proof of 
the viability of supply-side economics and 'bite-the-bullet', 
government policies. When starting a further nine-year term on 11 
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March 1981, Pinochet declared: 'Seven years ago, we were alone in the 
world with ... our determined advocacy of social market economy, 
in distinction to the socialising statism that dominated the western 
World ... Today, we are part of a world-wide categorical trend. And 
I tell you, gentlemen, it is not Chile that has changed its mind'. 

But today, Chile has lost its miracle status. A severe recession has 
deeply dented Pinochet's historical righteousness and some of the 
conceptual pillars of the economic model have now fallen. But the 
Chicago Boys' experiment in Chile remains a classic case study of the 
application of monetarism. Monetarists themselves have held Chile as 
the purest example and, therefore, the best testing ground of their 
theories. When confronted with the results of their policies in 
democratic countries, monetarists often claim that the prescribed 
medicine has not been properly applied because governments are too 
fearful of the electoral consequences. But the Chilean dictatorship has 
had no such qualms. It bas applied monetarism rigorously, its 
freedom to experiment guaranteed by the brutal actions of the military 
in repressing the freedom of the Chilean people. 

Like most underdeveloped countries, Chile is dependent on the 
receipt of external finance from foreign governments, private banks 
and international institutions. And, as in many other underdeveloped 
countries, the role of the IMF has been crucial and, at times, 
determinant. At one stage, in 1974 and 1975, the Fund directly 
influenced the design of the Chilean economic system; at a later stage 
the IMF supplied indirect but important support for the regime's 
policies by endorsing them before donor governments, aid institutions 
and private bankers. The Chilean model, therefore, in its rigid 
adherence to monetarism and to IMF philosophies, is a unique litmus 
test of the policies and perspectives which the IMF has pressed on all 
Third World governments seeking its financial support and seal of 
approval. 

Inheritance and Legacy: The Allende Government 

When Salvador Allende was inaugurated as the world's first freely
elected Marxist head of state on 4 November 1970, he inherited a 
country in profound economic and political crisis. For two decades, 
the rate of economic growth in Chile had languished well below the 
average for Latin America. The agricultural sector, riddled with 
inequalities in land ownership, had failed to produce the food 
required to support the growing urban population. Manufacturing 
had expanded sluggishly, failing to generate substantial employment 
and geared mostly to an elite market. Income distribution was highly 
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unequal: the average income of the top 1 per cent of the Chilean 
population was nine times that of the bottom 10 per cent and 72 per 
cent of the population received less than the national average wage. 
Government budget deficits and deficits in the balance of payments 
bad become a way of life. External dependence was increasing rather 
than decreasing. Allende inherited a foreign debt of US$3 billion from 
his predecessor, with large debt service payments due in the early 
1970s. Inflation had become endemic, with price increases averaging 
26 per cent during the second half of the 1960s. 

Allende's economic policies were a radicalisation of the changes 
initiated under the previous government of President Eduardo Frei, 
rather than a total break with the past. His immediate concern was to 
capitalise on his electoral victory by pushing through a number of 
fundamental changes as quickly as possible. Within the first year, 
foreign copper corporations were nationalised without compensation, 
having already been paid, it was argued, by the excess profits they had 
made over the years. The iron, nitrate and coal industries were also 
nationalised and a large part of manufacturing, as well as most of the 
banking system, we1e brought under state control. Land reform was 
rapidly accelerated. There was a redistribution of income as 
differential wage increases were decreed, while prices were controlled. 
In one year, salary and wage-earners saw their share of the national 
income jump from 51 to 59 per cent. There was also a huge expansion 
of education and housing programmes for the mass of the population. 

During his first full year in office, Allende was able to claim a 
considerable degree of success by conventional standards. Idle 
capacity in the productive sector was stimulated by demand from the 
expanded purchasing power of lower-income groups and by greater 
public expenditure, which promoted economic growth without 
overheating the economy. Real Gross National Product increased by 
8.6 per cent, while inflation was held to 22.1 per cent. Employment 
grew substantially and the unemployment rate in the capital, 
Santiago, dropped from 8.3 to 3.8 per cent. Chile seemed to be 
demonstrating that it was possible to have a socialist revolution with 
bread and without blood. 

But, by early 1972, Chile's political life had become sharply 
polarised. The economy had begun to flounder and economic output 
had declined. Capital investment fell, as both foreign and national 
investors boycotted the new regime. The government's fiscal deficit 
increased and the country's balance of payments deficit grew 
alarmingly as its income from copper exports plummeted. Consumer 
prices rose by 163 per cent in 1972 and soared to more than 500 per 
cent the following year, according to official statistics. 

Because imports of many goods were reduced and for structural 
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reasons, Chile's own industry was unable to increase production 
quickly enough to meet the growing demand generated by higher 
wages, rationing and shortages ensued. This led to vigorous 
complaints by the middle classes and encouraged shopkeepers to raise 
their prices unofficially. 

The Allende government's ability to manage this deteriorating 
situation was severely restricted by several economic and structural 
factors. During 1971 and 1972, Chile experienced a 20 per cent fall in 
the dollar price of copper, its main export. Combined with a 41 per 
cent increase in the price of agricultural imports, the result was a 50 
per cent erosion in the terms of trade between copper exports and food 
imports. With the foreign debt draining precious foreign exchange 
and foreign exchange reserves themselves depleted and with foreign 
sources of credit drying up (due to the political opposition lo the 
regime by most credit suppliers) Chile could not purchase the imports 
required to sustain and increase production. This devastating situation 
damaged the entire economy and left the government little room for 
manoeuvre. 

But the economic crisis was fundamentally a political crisis. Both 
internal and external political forces impeded the government's ability 
to Hmit the impact of problems rooted in the structure of the economy 
and to correct the financial problems arising from its own policies. 

On the external front, the US government had committed itself to a 
campaign of destabilisation. The aim was to create sufficient 
economic chaos to make it impossible for Allende to govern and to 
pave the way for a military coup. As early as September 1970, after 
Allende's election, but before bis inauguration, President Richard 
Nixon of the US instructed Richard Helms, director of the Central 
Intelligence Agency (CIA) to 'make the economy scream'. The 
campaign quietly but effectively established an invisible blockade of 
Chile. Credits from US agencies and from Washington-based 
multilateral institutions were delayed or denied. Private banks refused 
to renew other credits. Because of fears of nationalisation foreign 
companies operating in Chile postponed new investments, while 
foreign suppliers delayed the delivery of spare parts required by 
industry. Copper companies, which had been expropriated without 
compensation, retaliated by legal harassment through the 
international courts, laying claim to shipments of Chilean copper. 
This international aggression, initiated first by Washington before 
Allende began to implement his programme, forced the government to 
make mobilisation of political support at home one of its highest 
priorities. By providing material gains for its supporters the 
government secured this political support, but at the expense of 
causing inflation. 
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OFFICIAL LENDING TO CHILE FROM WASHINGTON BASED 
AGENCIES 

(miJUons of US dolJars) 

US Government Agencies' 
World Bank/ Inter-American 
Development Bank 

1968-70 
236 

136 

1971-73 
44 

30 

1974-76 
433 

304 

1. AID. PIA80, Eximbank, Commodity Credit Corp., Housing Investment Guaranty. 

Source: Laurence Whitehead, ' Inflation and Stabilisation in Chile 1970-77', in 
Rosemary Thorp and Laurence Whitehead (eds.), Inflation and Stabilisation in Latin 
America (Oxford: The Macmillan Press, 1979), p.73. 

Also on the internal front, opponents of Allende, encouraged by 
Washington, badgered the government at every turn. Private capital 
stopped investing and cut production. It also promoted hoarding, 
black-marketeering, illegal capital transfers and widespread acts of 
economic sabotage, including the now-famous shopkeepers' and 
truck-drivers' strike. Allende's supporters had failed to win a majority 
of the seats in the Chilean Congress, so opposition parties were able to 
deny the government the use of some major instruments of economic 
management, including anti-inflationary devices such as legislation to 
curb the black market. Allende's coalition government also had to 
deal with divisions among its own supporters over the pace and 
direction of poHtical change, a dynamic which diverted attention from 
the so-called battle of production. 

By mid-1972, the executive branch of government had virtually Jost 
control over the management of the economy. It should be recalled, 
however, that the Allende government had agreed to discuss a 
stabilisation programme with an IMF mission scheduled to visit Chile 
on 15 October 1973. How those negotiations would have turned out 
will never be known. Four minutes before noon on 11 September 
1973, two Hunter Hawk jets streaked across the skies of Santiago for 
the first of eight bombing runs on the presidential palace. Within 
hours, as Allende Jay dead in the burning palace, Pinochet stepped 
forward as leader of Chile's new military junta. 

Adopting IMF Doctrine: The New Dogmatists 

Hours after the news of Allende's death had reached New York, US 
corporations whose Chilean subsidiaries had been nationalised 
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indicated readiness to resume operations 'if (the new) government 
were receptive to investment'. The expectations of foreign capital were 
not disappointed. The military government quickly announced it 
would re-open the copper industry to foreign investment and 'would 
pursue liberal economic policies based on private enterprise'. The first 
economic management team assembled by Pinochet was largely 
comprised of officials whose views were closely compatible with 
international financial institutions such as the IMF. Pinochet was 
pointedly playing to the international market place. 

On seizing power, the military junta took absolute control of state 
and country. Political parties were banned, Congress dissolved, 
national trade unions suspended and severe restrictions imposed on 
professional associations. Nearly all organised groupS" and forces 
which traditionally exercised influence over Chilean economic 
policies, and in particular, nationalist and progressive voices, were 
suspended or destroyed. As Sergio de Castro, the Minister of Finance, 
later admitted, political repression gave the government an open field 
for economic policy-making: it 'allowed the economic management 
team absolute independence in pursuing precisely the policies they 
wanted'. Allende, on the eve of the coup d'etat, had been virtually 
unable to control spending, raise taxes, contract foreign loans, punish 
economic crimes and subversive strikes, or sack a single public 
employee. After 11 September, by contrast, all obstacles to the 
exercise of executive authority were erased. 

But the new administration at first presented no coherent economic 
policy. During the first months after the coup, the regime laid more 
emphasis on denouncing the financial problems it had inherited than 
in defining even a short-term economic programme. The junta's 
uncertain approach to the task of economic stabilisation was due in 
part to its determination to consolidate the dictatorship, a process 
which was initially aided by the resumption of foreign credits and by a 
70 per cent rise in export revenue due to a boom in copper prices. 
Some measures were adopted at the outset, however, to reduce the 
country's financial imbalances. These included a substantial 
devaluation and the freeing of a wide range of goods from price 
controls. At the same time, the junta moved to reduce inflation both 
by slashing public sector employment (with the exception of the 
military, which was expanded by 20 per cent between 1973 and 1974 
and whose budget was almost doubled) and by reducing real wages 
through a deliberate understatement of the inflation figure by which 
wages were periodically adjusted. 

Even though international capital was already predisposed to the 
new government, Chilean authorities bent over backwards to elicit 
international confidence in their policies. They publicly indicated their 
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wish to enter into a stand-by agreement with the IMF in the Fund's 
upper credit tranches. The strict conditionality that accompanfos such 
requests is usually avoided at all costs by Third World countries. But 
the junta wanted a high level of conditionality in order to obtain 
international financial support and to strengthen the government's 
domestic position for the adoption of draconian economic measures. 

Discussions with an IMF mission began shortly after the miHtary 
takeover. There were important initial disagreements between the 
mission and the Chilean economic team: the Chileans resisted IMF 
arguments for a further devaluation and also objected to the mission's 
insistence that real wages be further reduced in 1974. But the IMF's 
approach was accepted as the basis for Chile's stabilisation 
programme. The junta accepted ceilings on government spending so 
that the Fund's targets for reducing real wages would be met. The 
exchange rate policy and measures to reduce state subsidies for items 
of popular consumption were aJso shaped in accordance with Fund 
recommendations. However, the Fund did not seem to exert 
significant direct influence over structural changes undertaken by the 
regime. These measures, denationalisation of expropriated industries, 
the return of land to previous owners and the drastic liberalisation of 
trade and tariff policies, were much more Chilean initatives than those 
of the Fund. 

On 15 January 1974, the Chilean government signed a stand-by 
agreement with the IMF. Despite the regime's desire for discipline 
from outside, the US$94 million credit only engaged Chile's first 
credit tranche in the IMF. Nevertheless, the IM F's 'seal of approval'. 
cleared the way for substantial inflows of loans during 1974. The 
credit blockade by Washington-based bilateral and multilateral 
agencies dissolved. And, with the solid backing of the IMF, Chile had 
no problem in rescheduling more than 95 per cent of its debt payments 
due for 1974 and 1975. The debt renegotiations provided Chile with 
substantial relief on its obligations, equivalent to US$560 million, 
more than 70 per cent of all the bilateral official aid received by Chile 
in 1974. Coincidentally, this amount nearly corresponded to the 
US$550 miUion in debt incurred by the junta to pay generous 
compensation to foreign companies nationalised under Allende. 

Shock Treatment 

By the end of 1974, the military junta was secure in its seizure of state 
power. But serious economic problems remained. Economic growth 
had recovered during the year, but inflation remained at more than 
375 per cent, four times the target set by the IMF and the 
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administration's freeing of prices had erased the effects of reductions 
in real wages and cuts in government spending. By the beginning of 
1975, the external aspects of the economy were critical. With imports 
continuing to rise, the projected balance of payments deficit for 1975 
was extremely high. 

The government's prospects for obtaining credits from private 
banks to cover this deficit were bleak. With international capital 
markets very tight during 1975, private banks were favouring only 
their prime customers. Looking at Chile's expected balance of 
payments, aware of its low level of foreign exchange reserves and 
feeling less th an confident in the political stability of the regime, 
private bankers still considered Chile a high-risk country and were 
only willing to commit limited amounts of capital. 

Once again, the military government turned to official foreign aid 
sources, both bilateral and multilateral, for external finance . Another 
postponement of payments on its foreign debts was crucial. But, in 
1975, renegotiations of the debt encountered opposition in the Paris 
Club. Before the creditors in the Club met, several governments, 
including those of Britain and Scandinavia, announced they would 
not attend the meeting because of the junta's gross violations of 
human rights. In these circumstances, the authorities felt obliged to 
sign another agreement with the IMF in order to argue better their 
case at the Paris Club. The Club even postponed its meeting officially 
to let negotiations between Chile and the IMF be completed first. 
Once a stand-by agreement had been signed, in March 1975, the Paris 
Club granted Chile debt relief of US$232 million, equivalent to about 
three-quarters of total bilateral aid received during 1975. 

lo this way, the IMF came to play a pivotal role in defining the 
course and content of Chilean economic policy. In an interview in 
Euromoney (July 1978), de Castro left little doubt about the 
determinant impact of the Fund's hard-line position in negotiations 
with Chile: 

After the price of copper went down in '75 we projected a deficit in the 
balance of payments of US$1.2 billion. In conversations with the IMF, we 
were told we could not have a bigger deficit than US$50 million because we 
could not get financial support for more than that. After a lot of haggling, we 
came to an agreed deficit of US$240 million. The only way to do that was to 
cut down drastically. 

The drastic cuts imposed by the Fund directly affected wages and 
government spending. Excessive demand was still blamed by the Fund 
experts for Chile's galloping inflation. Even though the government's 
own programme of wage restraints meant a reduction of real wages in 
1975 and by the end of 1974, they were already 35 per cent Jess than 
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their 1969 level, the Fund insisted on even lower real wages. On 
government spending, the Fund set rigid quarterly limits so that the 
authorities were forced to institute even more severe trimming io the 
government budget. The stand-by agreement reached between the 
IMF and Chile in March 1975 dipped into Chile's second and third 
credit tranches and consequently obliged Chile to respect the IMF's 
conditions . 

However, the external influence of the Fund was not the sole 
determinant of a shift to more hard-line economics in 1975. A re
established economic elite was now secure enough to push ahead with 
stringent policies, consistent with its own view of a new economic 
order for Chile. Its members were prepared to disregard the domestic 
social consequences. By l 975, this entrepreneurial elite had grown 
increasingly critical of the limited and gradualist approach to 
economic management carried out in 1974. It gained very strong 
backing and encouragement by the visit, in March 1975, to Chile of ~ 
two world-famous advocates of monetarist ultra-orthodoxy: Milton 
Friedman and Arnold Harberger of the Economics Department of the 
University of Chicago. Friedman impressed Pinochet with his clear-
cut prescription for Chile's economic malaise: 

The immediat · · · s · · A-the.-ffl6Bey 
SU :in m. output;...this is clearly the Chilean ~· The first need is to 
e!1ffimate mflat1on and the only way in which Chile can finish with inflation is 
by eliminating drastically the fiscal defis& preferably by reducing public 
expendTture . . . gradualism seems to me to be impossible. --- ..- -- -

To make a clear break with gradualism, as suggested by Friedman, 
the military junta named a new, more doctrinaire economic team in 
April 1975. Symbolic of the new team was Jorge Cauas, appointed 
Minister of Economics with a 'superminister' mamtafe'lo siipervise all 
other economic ministries and government agencies. Trained at the 
University of Chicago and~nticed as a high-ranking official of 
the World Bank, Cauas was weTrl<nown in international fmanctal 
cirde_!i a qualification which facilitated his ability to negotiate tQ..e 
l 975 agreem_ent with the IMF under difficult political circumstances. 
Men like Cauas, many of them also Chicago Boys, displaced members 
of the armed forces, career civil servants and economists linked to 
political parties (such as the National Party and the Christian 
Democrats) which had originally supported the coup d'etat. 'We want 
only technical experts', Pinochet declared as he purged from 
government the last representatives of nationalist economic thinking. 

In mid-April 1975, the new economic team announced the drastic 
austerity measures which became widely known as 'the shock 
treatment' . Following the IMF diagnosis that the ailment in Chile's 
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economy was excessive demand, the authorities applied the Fund's 
recessionary remedy, a painful bleeding of the economy by 
intentionally contracting output. Public sector employment was 
frozen. Government spending was slashed with a one-third cut in 
subsidies to public enterprises and a two-thirds cut in government 
spending on housing and public works. Wage cuts sugge~ted _by the 
IMF were also implemented, resulting in a further dechne in real 
incomes. And, in their zeal, the new dogmatists in charge of managing 
the economy went beyond IMF recommendations. They further 
reduced tariff protection for Chilean industries and generally moved 
towards opening the economy to foreign competition. 

This shock treatment delivered a body-blow to the economy. The 
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Gross Domestic Product decreased by 11 per cent. Industrial 
production plummeted by more than 25 per cent and capital 
investment fell below its already low levels. Small and medium-sized 
enterprises protested against the treatment which was sending many of 
them into bankruptcy. But it was the Chilean people who bore the 
brunt of the new measures. During 1975, real wages were almost 40 
per cent less than their J 969 level and the share of wages and salaries in 
the national income fell from a high of 63 per cent in 1972 to 41 per 
cent in 1976. The biggest sacrifice was made by those who lost their 
jobs. Unemployment, which averaged 5 per cent in the 1960s and 
which had fallen to 3.1 per cent in 1972, grew dramatically to 9.2 per 
cent in 1974, 14.5 per cent in 1975 and peaked at 20 per cent in March 
1976, according to official figures. The recession caused by the shock 
treatment was the worst for 45 years and the decline in output, 11.5 
per cent, greatly surpassed the 3.6 per cent fall in output registered in 
1973 immediately after the upheaval of the coup. 

A December 1975 World Bank report glowed with satisfaction with 
the new Chilean economic model: 
The Chilean government has made the hard policy decisions required, given its 
precarious balance of payments and intematfonal reserve positions and _has 
met its international debt service obligations, while at the same time 
introducing certain fundamental reforms that lay the basis for resuming 
economic growth. It has gone a long way t0wards rationalising the public 
sector budgetary process and opening the domestic economy to the 
opportunities and competition of the world economy ... These measures are 
consistent with the recommendations made repeatedly by the Bank and other 
international institutions over the past decade. 

After describing in detail the government's economic goals and 
directions, the same report concluded categorically: 'These objectives 
and policies, essentially consistent with the recommendations of both 
the (World) Bank and the International Monetary Fund, have been 
steadfastly pursued since September 1973'. 
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AJUance for Profit 

Jn I 976, Chile's Chicago Boys changed their strategy for meeting the 
country's external financing needs. 

The debate about the junta's gross abuses of human rights had 
spread throughout the multilateral and bilateral agencies of the 
industrialised countries. Some northern nations had already cut off 
official development assistance for human rights reasons. The regime 
was dismayed and alarmed when the Carter Administration in the US, 
provoked by the assassination in Washington of a former Chilean 
ambassador, also began to apply human rights restrictions against 
Chile. 

Instead of relying on official ajd flows, including debt rescheduling 
and lMF credits, the authorities beg_an to court private capital 
m~The goal w:rs to preserve the dictatorship'Siutonomy from 
external protests against its continuing humaJLtight.s vialatiQ!!s. 

As a result, since 1976, net official financial flows_ to_C..hile haye 
been ne_gative. For the same reasons, Chile decided not to ask for 
anOilier rescheduling of its debt payments in the Paris Club, where it 
expected further resistance. No~as the IMF approached for another 
stand-by agreement. Not only did the regime want to avoid a 
contentious debate at the Fund, but the projected balance of payments 
deficit for 1976 was not so large as to require a new seal of approval, 
especially since the private banks were willing to fill the breach. 

Chile was able to turn to the banks because of changing conditions 
in international capital markets. In the wake of the 1974-75 recession, 
and thanks to the flood of petro-dollars recycled from OPEC through 
international banks, private bankers found themselves with surplus 
capital in search of credit-worthy borrowers. But there were only so 
many prime borrowers to be found and the banks began to lend to 
countries which only recently had been unacceptable risks. lo Chile's 
case, the credit-rating criteria that mattered to bankers, particularly 
financial indicators relating to the balance of payments and foreign 
exchange reserves, were improving by 1976. Perhaps more important, 
the military government had proven to international financiers its 
commitment to make any sacrifices (or rather to demand any 
sacrifices from its population) to repay its foreign debt. Pinochet's 
political grip now seemed more secure (at least in the medium term, 
the operative horizon for bankers) and bankers reasoned that a 
government dedicated to a free market and an open economy and not 
subject to scrutiny and opposition from domestic political sources, 
would be likely to be able to pay back its debts, even if times were 
difficult. Such a risk assessment was, of course, a political as much as 
a financial judgment. 
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In May 1976, Chile obtained its first important medium-term loan 
on the private capital market. The loan was originally contingent upon 
the junta entering a new agreement with the IMF. But when no 
agreement was forthcoming, the banks agreed to go through with the 
loan anyway, deeming the seal of approval unnecessary. From this 
point of view, the sources of Chile's external finance shifted radically 
from public to private entities. In 1975, two-thirds of Chile's total 
foreign indebtedness stemmed from credits from multilateral 
institutions and official organisations. By 1978, these same sources 
provided only 8.8 per cent of the new net foreign debt incurred and by 
1980, two-thirds of the total foreign debt of USS 11.2 billion came 
from private banks. 

Dependence on private instead of official sources meant that Chile 
had to borrow money at higher interest rates and to repay it within 
shorter periods. This made foreign borrowing more costly to the 
regime when international interest rates started to rise. But the 
economic management team was willing to pay the price. Private bank 
capital effectively allowed the junta to escape embarrassing debate on 
its human rights record in international forums. The inflows of 
private capital, more than US$5 billion from 1976 to 1980, also 
reinforced the authority of the Chicago boys within government and 
helped them impose their laissez-faire model. 

The economic team claimed that these inflows of private funds 
confirmed the wisdom of their policies (although, in this period, 
communist regimes such as those of Poland and China also obtained 
considerable loans from the Euro-dollar market). The Minister of 
Finance went so far as to boast, in 1978, that 'our excellent image in 
the world financial markets allows us access to foreign credit'. In fact, 
the reverse was true: the junta's propaganda made use of private bank 
support for Chile in order to improve the regime's tarnished image 
abroad. In this way, the alliance between the banks and the junta 
granted a mantle of respectability to an internationally isolated 
dictatorship. 

Miracle or Mirage? 

From 1977 to mid-1981, Chile's economy registered impressive results 
in expanding the Gross Domestic Product, reducing inflation and 
diversifying exports. International business publications lauded the 
achievements, monetarists claimed them as fruits of their lheorie~, 
and the Pinochet junta seized upon them as evidence of an 'economic 
miracle'. The Chilean authorities also used selective data on the 
cou ntry's economic performance to r:ounler international 
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ndemnations of the junta's human rights abuses. If political and 
c~vil liberties were not abundantly enjoyed in Chile, at least Chileans 
Clere thankful for the government's restoration of economic stability 
wnd growth. It was an argument that impressed some international 
~bservers. Time magazine noted in January 198l; '.Eot. many 
cooomists who deplore its authoritarian government, Chile remains a 
~Oclei()f what can be achieved in restructuril'!& an ageing, prostratr. 
economyl!i'§. a streamlined machine'. ~iracle status, i? .other words, 
be~e one of the junta's foremost arguments for legmmacy. 

B d of 1981 however the 'miracle' was over and the Chilean .A 
eco.n.wro:._plunged into recession. T e government am t e ~ 
dowmurn on glQ!>aL ecQ.no.mic. CQ.Qditions and claimed ~open 
market' model was still viable. But the weaknesses in the so-called 
miracleCOUld be assessed even before the onslaught of the recession. 

Fundamental flaws had appeared in the mrukl aUhe..zenith_oi itJ 
application. The recession hit Chile especlaUy hard b~se of these 
flaws.An examination olmajor social and economic indicators, 
beyond the superficial data advertised by the junta or the narrow 
range of indicators of importance to private banks, reveals that 
Chile's economic model was more mirage than miracle. 

The expansion of economic output during the late 1970s must be 
put in penl)e_illve. l'he 7 .2 per cent average annual growth of the GDP 
from 1977 to 1980 was in great part a recovery from the shock d!f
treatment of T975~e.Dll-l.9SO _period as a whole is considered, 
Chile's ecOhotmc ,J.rowth was much less than the Latin t\!llerican 
avC'rage:" On 3.J!.er cwta basis~ne ofilpllt oT &QQCls and sc;f".i~e ~ 
rerumed to its 197~e.Yel...bY th.end c&f-1979. -J-

Bul this recovery of prodoc&ioA was accoaipaaied by a regress.ive 
redistribution of wealth and by a faulti' ill!!:Ucturill£ of the eco~my. 
Both processes were reinforced .b~e inflow of large amounts of 
foreign capital. 

One of the main features of the economic model after 1973 was the 
growinuoncemration of wealth. Government decrees favoured the 
rapid expansion of financial enterprises by granting them freer access 
to foreign capital. Virtually every important economic grouping in 
Chile owned one or more large financial corporation which the new 
elite used to expand control over a large part of the country's 
industrial, mining and agricultural assets. Bankrupt firms and what 
used to be nationalised enterprises, since sold off by the junta at i 
bargain prices, were brought up by these financial groups, often with 
the use of foreign loans. One study of post-coup corporate 
concentration shows how, by 1978. the toe. six ~on~1!!!£_c~s 
controlled two-thirds of the total assets of Chile's largest 200 - ---=----- -
entei'~ 
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This concentration of wealth contributed to increasing economic 
inequality. By 1978, the richest fifth of the population enjoyed more 
than half of total national consumption, while the poorest 60 per cent 
of the people shared only 28 per cent. The fortunes of the rich were 
won directly at the expense of the bottom 60 per cent of income
earners. 

In addition, the junta's decrees on wage controls, reduction in 
government employment and cuts in government spending, reinforced 
the unequal income distribution and even deepened impoverishment. 
By 1980, real wages and salaries were stiU inferior to their 1969 level 
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Distribution of Consumption by fifths of the Population 

1969 1978 

Poorest 7 .6% Poorest 5.2% 

Source: INE. 'Encuestas de Presupuestos familiares', (1969 and 1978); 
El Mercurio, February 25, 1979. 

Index of Minimum Family Incomes, 1973-80 
(Sept. 1973 = 100) 

100 

1973 1974 1975 1976 1977 1978 1979 1980 

Source: ODEPLAN, Jose Aldunate and Jaime Rulz-Tagla, 'La casera y su economia 
de mercado'. Menuje, No. 294, November 1980. 

and almost a third below their 1971 high. The poorest were especially 
hard-hit. Since 1973, the real value of the minimum family income 
earned by a fifth of the population had been cut in half. The 'social 
wages' of Chileans have also been squeezed. By 1979, both 
government expenditure as a whole and outlays for social programmes 
in particular, were 10 per cent less in real terms than in 1969. Spending 
on education , housing and heallh services remained well beneath the 
historical highs recorded under the previous government and as a 
result, serious social problems in these areas remain unsolved. 

63 



Unemployment has remained at unprecedented levels since the 
military coup and official statistics consistently underestimate 
unemployment by at least 5 per cent due to the exclusion of almost 
200,000 persons engaged in a minimum employment programme at 
less than subsistence wages. While the national unemployment rate 
declined to 11 per cent in March 1981, it soared again a year later to 20 
per cent. 

A restr · f the economy bas indeed been achieved much of 
it with the aid of extern mance. rowth in the tertiary ~r service 
sector (up from 52.5 per cent of the economy in 1970 to 58 per cent in 
1980) has been registered at the expense of the mining, agriculturaJ 
and industriaJ sectors of the economy. Goods production as a whole 

\ d~d from-l-973 ta 1279 while finance and _bankin_g_activit.Y. "iiam. 

I
I} sectors enjoying access to foreign credit were the main contribut~ lo 

ecQnomic expansion. The manufacturing sector suffered most. Many 
manufacturers never recovered from the shock treatment. A large 
number cut output and simply became importers. By 1980, industrial 
emPfoyment was 10 per cenness than in 1970 and 20 per cent below its 
1973 level. Some diversification of exports was achieved, dependence 
on mineral exports declined from 83 per cent of the total exports by 
value in 1974 to 60 per cent in 1980. But the nation's export earnings 
remained highly dependent on natural resources and semi-processed 
materials, leaving Chile still very vulnerable to fluctuations in price 

\ 

and demand on international markets. Apart from the growth of the 
service sector, Chile has virtually become a 'hewer of wood and 
drawer of water.' 

SJu. ihe Achilles heel of the Chilean m 0 del is its failute to generate a 
sufficient amount of capitaJ investment. If a country does not invest 
enol!,.&ll each .1...ear ~J).1ace-»'.Q[Jl-ouL.o.r_obsolete producrion 
facilities, the nation's productiv~c~a~ill..dtte.riotate. If it fails to 
in~dayJ.n its produc~on base, it wfil.not have thc.abili1y lO create 
new wealth l.omorro.w. Chile's capital investment levels, a traditional 
weakness in the economy, were about half of the Latin American 
average for the 1974-79 period and the recession dealt them a further 
setback. 

This low level of capital investment points to a failure of the free 
market's 'invisible hand'. Part of the problem is due to the junta's 
intentional shrinking of the state's role in public works investment. It 
is also due to investors to put their savin s into 
non-produ~tjye jncludm an n 
corporate concentration. It is also because of the pattern of direct 
f~eign inv~stro~nt: although the junta bent over bac_kwards to att[.jlct 
cli.r£ct (ore1gn mvestr]ll!!ll, actual inflows have not lived up to 
expectations and most of the investmentthat haTmarerlallsed has - -64 

. 
1 

d use of existing enterprises or supported commercial activities 
invo ve . I. 
instead of contributing to new capita mvesdt1~1e~L. . h d 

1 
. 

Above all, the capital investment contra rction m .t e mo e is a 

W 

fl fon of fiQw large ipflows of borrowed capital have been 
~~~ Chile's new · Rich Chileans used foreign lo~o 
:lron_~interna 1onal u_ymg spree. Imports of n~n-essentJal 
g:nsu~oods (in<(luding furs, alcohol, carpets anano~e 
~~tertrunmentJQ.UiQment) ~ore than doub~ea.lr£!!! 1970 to 197.B_m 

\ ---I terms and increased their share of total imports from 14 to 21,_per 
~~ring the same period, capital go~ds img_or: ~em~e~ 
5~inal terms. The mooel's pr~~1~owar J.:lm...QO e 
consumption at the expense of c~pital inves~ment and ca_Q.1gtl__g~o.ds 

~ 
imports worsened in the 1979 to mid-1982 period, when the.fil!ihO!}t1es 

\I aintained a fixed exchange rate and, in so doing, caused further 
\ ;amage to Jin alread,y b~uered ~anufa~uring.. s~ctor. As t.he 

international investment review Business Latm Amertca noted.r ~ 
capital goods im.Q_orts less than half of the value of non-essential 

~a imports, 'the purchasing binge will not translate Ill 0 a powerfii1 

\ proattenve tm~e m The Jt~'.IY. y_s:ars~ 
'"Tile "tli1Tean economy was on a dangerous debt treadmill. 
Pinochet's economic planners had hoped the opening of the econo~y 
would bring in foreign capital for investment. Instead, foreign 

(

borrowing bas been mandator sim I to cover a rowin current 
accoun e 1c1t resulting from importe consum12tion arui .m.OL: 
borrowin&Jias peen needed toJ?_ay bactth.e-Lesultant...sh<U:.L:lli"m d_~s. 
In the 1975-79_yeriQc!... the economy had .to c~ver a US$2.~ ~1~0 
current account deficit and at the same time fmd US$5.J I 
foreign currency to pay o o extern ebts. By the end of 1981, 
chile'S gross external debt stood at Os$15 billion, making ii the 
secOriOmost indebted country (arter Panama}per C'!JJita in the en.Yre 

Th~ 
Smee 1~6. Chile's debt-service ratio has fluctuated betwee~ 40-50 

per cent of its annual export earnings. The IMF usually considers a 
Third World country to be encountering a debt crisis when its debt
service ratio is consistently more than 20 per cent. In 1981, an 
unprecedented s8.4 per cent of rore1 n exchange earned b. c · 's 
exports had to be allocated to service the r 1gn e ~· But, w1~h a low 
level of ca.12ital investmen~e country was not generatmg the 
pf0cfutt1ve-ca_.Pac1ty to pay off its debt in the f_ul,ure. . 

Chile's situation was comparable to that of a deeply indebted and 
short-sighted businessman who was already burning up .half of his 
income to pay past debts. He did so by gross and soi:net1rnes brutal 
exploitation of his labour force. But, because he continued to spend 
more money than he earned, this entrepreneur had to seek new loans 
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CHD..E'S FOREIGN DEBT, 1970-81 
(millions of USS) 

Gross 
Net 

Foreign 
Debt 

Debi 
Service 
Ratio" Foreign 

Debt Oess reserves) (per cent) 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981• 

3,123 
3,196 
3,602 
4,048 
4,774 
5,263 
5,195 
5,435 
6,911 
8,463 

11 ,239 
15,000 

2,618 
2,906 
3,331 
3,657 
4,239 
4,836 
4,379 
4,563 
5,314 
5,671 
6,537 

330Jo 
NA 
NA 
12% 
18% 
39% 
45% 
50% 
46% 
49% 
500Jo• 

a. net in1erest payments plus amortisation as percentage of expori~ of goods and 
services. 

e. estimate. 

Sources: Central Bank; CEPAL; Juan Guillermo Espinoza, 'Endeudamicnto external: 
Cuanto, como y a que cost6", Analisis, September-October 1980. 

from the bank each year to maintain his bloated life-style and keep 
other creditors happy. Besides, because he invested little of his income 
or new loans in improving his business or upgrading bis equipment, 
his future capacity to produce was deteriorating. He would soon face 
the prospect of bankruptcy. 

IMF Policy versus Integral Development 

Chile's experience shows that dependence on external finance is a key 
factor innuencing government policies. Part of this dependence 
derives from the underdeveloped status of the Chilean economy, in 
particular, its character as a producer of minerals vulnerable to the 
nucruations in international markets. The ideology of Chile's rulers 
has also determined the country's degree of independence. Despite 
external campaigns against it, the socialist and nationalist coalition 
formed by Allende resisted foreign financial pressures. In contrast, 
the military government which ousted Allende soon purged and 
repressed nationalist and progressive forces and made Chile open and 
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vulnerable to the influence of international financial institutions. The 
price paid by AHencleJ.or striving for indep.ende~JUVas ~~tremely 
high, but not uncom.mon in lh.e_Ihlrd_World. As a government 
dedicatecf"to socialism and electoral democracy, the Popular Unity 
coalition had great difficulty in managing an economy in transition 
while trying to sustain both domestic political support (by providing 
material gains for its supporters) and access to international credit in a 
hostile international environment. 

Under the military government, the monetaristJ~.h!!osophy of the 
IMF became official deetr~. At times the near-religious commitment P
of the junta to ultra-orthodoxy even surpassed the fervour of the 
Fund. But, throughout the 1974-1981 period, the model's relationship 
to, and dependence on, the IMF and private sources of capital was 
central to its existence. The IMF was able to exert direct and 
determinant innuence on economic policy in 1975, the year shock 
treatment was applied and the model took on its complete shape. IMF 
seals of approval subsequently allowed the regime to wean the 
economy from official sources of external finance towards a 
heightened reliance on private bank sources. This change of sources 
allowed the junta to avoid external pressures because of its human 
rights record . After 1975 , the continuing IMF approval of the Chicago 
Boys model plus the blessing of international banks, strengthened the 
position of the economic managers in the government. In this way, 
continuing international financial support for the junta sustained the 
regime's economic model. And, because the model required 
repression, the conclusion can be drawn that external finance has been 
instrumental in consolidating and perpetuating the gross violation of 
human rights in Chile. 

The results of the Chilean model show how free market monetarism \ 
represents the antithesis of integral development. Instead of 
enhancing national sovereignty and self-reliance, the model made 
Chile more and more dependent on and subject to outside forces and 
innuences. Instead of promoting social justice, the model widened 
inequalities and the divisions between social classes. Instead of 
increasing economic, social and political participation in society, the 
model reduced it, concentrating economic and political power in small 
wealthy groups, while the poor were excluded from economic as well 
as political decision-making. 

Collapse of a Development Model 

Today, Chile's showcase is in tatters. In~ February 1983, the 
government announced that it would stop repaying the principal on its 
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US$17 billio~ f?reign ~ebt while it worked out a rescheduling 
agreement with its foreign bank creditors. This move followed a 
US$900 million agreement with the IMF in anticipation of 
rescheduling US$3.5 billion of the foreign debt. A further US$1 
billion of new loans was also being sought. 

This financial impasse followed a year in which the Chilean 
economy recorded a massive J 3 per cent fall in output, by far the 
worst result for any Latin American country. Unemployment reached 
25.2 per cent in Santiago in 1983, although that figure does not 
include the thousands of people employed on meagre wages by the 
Government's emergency work programme. A total of 431 
ba~kruptcies was recorded during 1982 and, by the end of the year, 
Chile had accumulated a US$4.8 billion trade deficit. 

Although the world recession has compounded Chile's problems 
low commodity prices (copper, Chile's main export, fetched the sam; 
~rice in mid-1983 in real terms as it had 15 years previously) and high 
interest rates are not solely to blame. The government's insistence on 
mai~taining an. overvalued currency made foreign borrowing 
relatively attractive, but also led to dramatic falls in reserves and 
hindered the country's exporters, whose products were overpriced on 
international markets. By mid-1982, the ever-worsening trade deficit 
forced the government to devalue the peso. Dollar debtors were hard
hit as they now had to come up with more pesos in order to meet their 
dollar obligations. 

The devaluation forced many producers into bankruptcy because 

r
they were unable to service their large foreign loans. These 
bankruptcies created a severe liquidity crisis in the country's banking 
system. In January 1983, the government stepped in to take over five 
banks. This move, which included the country's two biggest banks 
the Banco d~ Chile and the Banco de Santiago, was 'made necessar; 
by the magnitude of the anticipated loan portfolio losses', according 
to the government. The banking sector, which had benefited from the 
overvalued peso during the previous two years, was badly hit by their 
customers' inability to repay their debts at the devalued exchange rate. 
To forestall a total collapse of the national banking system, the 
government was forced to undertake a massive imervention which ran 
totally against its free-market philosophy. 

Furthermore, Chile's foreign creditors were anxious that the 
governme~t should take over responsibility for the country's private 
sec~or foreign debt (about 64 per cent of the total). This had long been 
resisted as the government argued that taking over such a debt would 
violate sacred economic principles. However, those foreign creditors 
with loans outstanding to Chilean companies feared their Joans would 
not be repaid if the government did not help. Using Chile's need to 
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enegotiate its debt as a lever, these foreign creditors forced. the 
r ment to take responsibility for more than half of the private 
govern . f b kr . . f . 

debt in the wake of a series o 12 an upt1c1es o companies 
sector • T · · belonging to the country's two largest conglomerates. his again 
re resented a big break with the past. . 
~n March 1983, the governmen~ began to l~nd to other companies 

which had fallen behind on their debt service. A total of US$~5 
'Ilion was loaned to eight companies to enable them to avoid 

~~uidation. The government's decision to .interv~~e in the ~onomy 
a a dramatic departure from its monetanst policies. The failure of 

~r~odox, free-market policies to provide a stable basis for growth, 
much less a basis for equitable development, has devastated the 
doctrines of the Chicago Boys. Paradoxically, the mod.el has been 
breached at the behest of international private sector creditors, whose 
interests are supposedly served by such a ~odel. .. 

It is the Chilean people who bore the social and political cost of the 
Chicago experiment; the Pinochet regime "".'ill also expect them t? bear 
the cost of its collapse. But, by 1983, It was clear that this was 
unacceptable to the majority of Chileans. Th~oughout the year, 
opposition grew rapidly into a mass movement aimed at the r~moval 
of the Pinochet dictatorship. It soon became apparent t~at P1.n?chet 
was destined to fall, following the collapse of the economic pohc1es he 
had done so much to sustain . 
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5 Peru: The Bankers go 
it alone 

In 1968 a military coup with a difference took place in Peru. In Latin 
America the military normally intervenes to defend the ruling 
oligarchy, but the Peruvian armed forces stepped in to overthrow such 
an oligarchy. So as to understand the reasons for this, we must briefly 
look at the structure of the Peruvian economy and society at the same 
time. 

Peru is a country five times larger than Britain, with a population of 
18 million people. It is divided into the desert Pacific coast (with 43 
per cent of the population), the barren mountains of the Andes (47 per 
cent of the population) and the Amazonian rain forest (10 per cent of 
the population). The country shows the classic features of a 
developing country that produces primary commodities. For 
centuries, it has been integrated into the world economy through the 
changing foreign demand for a series of primary products. This export 
demand, rather than internal demand based on the needs of the bulk 
of the population, has constituted the main engine for economic 
growth. As a result Peru's economic fate bas always been highly 
dependent on forces beyond its control. Whenever overseas demand 
bas slumped or a natural resource bas become exhausted, growth has 
slowed down until accelerated by a revival of foreign demand . 
Peruvian economic history has been one of cyclical periods of booms 
and slumps. 
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This extreme dependence on exports has given rise to a dual 
economy in which a high-productivity, capital-intensive and export
oriented modern sector generates about 60 per cent of total 
production yet employs less than a quarter of the labour force. The 
bulk of the labour force is absorbed by a low-p roductivity, 
subsistence-oriented traditional sector. This dual structure of the 
economy also determines the low income of the majority of the 
population in the traditional sector and the concentration of earnings 
in the modern sector. So, by the 1960s, Peru had one of the least equal 
distributions of income in the world, with the poorest 20 per cent of 
the population receiving only 3.5 per cent of personal income. Because 
investment took place overwhelmingly in the modern, export sector, 
there arose a chronic local food supply problem as crop production 
stagnated through lack of investment. This stagnation stimulated 
rapid migration from rural to urban areas in response to the demand 
for petty services generated by the modern sector. At the same time, 
the industrial sector remained relatively underdeveloped, based on a 
very small market. 

By the late 1960s, the country's economy was running out of steam. 
Although it exhibited a very diversified export structure by 
comparison with many developed countries (copper, zinc, iron, lead, 
silver, fishmeal, sugar, cotton and wool together comprised 95 per 
cent of total exports), the growth rate of exports slowed through the 
1960s. Th is in turn led to a decline in the rate of investment and a 
growing balance of payments deficit, and thus to a reduction in the 
overall rate of economic growth. The main reason for the slowdown in 
exports was the fall in raw material production resulting from poor 
prospects for export demand. Local exporters were reluctant to re
invest profits to bring new production on stream (for example, in 
irrigation schemes to increase agricultural production) and increasing 
output in the important fishmeal industry was hampered by ecological 
factors . Furthermore, during the 1960s, mining exports came 
increasingly under the control of foreign companies which were 
unwilling to invest in new mining ventures, given the poor demand 
forecasts. 

All this led to growing dissatisfaction with both the role of the 
landed oligarchy and with that of foreign companies. Both were seen 
as exercising a stranglehold over the development potential of the 
economy. In the case of agriculture, according to the 1961 census, 
three-quarters of the land were under the control of less than 1 per 
cent of the land-owners. Foreign capital, on the other hand, 
controlled more than half of total exports by 1968, including three
~ua~ters of mining exports, two-thirds of sugar exports and half of 
ishmg, cotton and wool processing. While some critics advocated 
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reforms in order simply to regenerate the growth of exports, more 
radical critics called for structural reforms in order to overcome the 
basic dualism of the economy by re-orienting it away from its 
dependence on exports. This was seen as the only way to bring about 
rapid improvement in the living standards of the bulk of the 
population in the traditional sector. 

The Velasco Government 

The military reformers, led by General Velasco, who came to power in 
1968, proposed a radfoal restructuring of Peruvian society by a 'third 
way', which was neither capitalist nor communist. Their stated aim 
was to create a society which would be 'pluralist, humanistic and 
based on social democracy with full participation'. They attributed 
the sluggishness of exports and the general lack of dynamism in the 
economy during the 1960s to the excessive power and influence of 
foreign companies and their allies in the landed oligarchy. They 
attempted to remedy this by asserting greater state control over the 
profits earned by exporters and by opening opportunities for local 
industrialists. New tax laws were passed to encourage the import of 
machinery in order to promote industrialisation and subsidies were 
offered for the export of non-traditional manufactured goods. 
Industrialists also benefited from price subsidies designed to keep 
down the cost of food and public transport to workers. The key role 
of the state was to build up a heavy industrial sector, making the 
economy more self-reliant and less vulnerable to the vagaries of 
international demand for its exports of products. 

Despite the vague rhetoric of the new regime, decisions were taken 
which gained it a measure of support from the political left in the 
country. Six days after the coup, the government nationalised the 
International Petroleum Company (IPC), a subsidiary of the 
Rockefeller family's corporate empire, based in the US. The refusal to 
meet the demands by the parent company for compensation soon gave 
the regime an international image as anti-imperialfat. Expropriation of 
IPC was followed by the creation of a giant new state oil company, 
Petroperu, which immediately began exploration in the Amazon 
region. In 1969, the military launched an agrarian reform programme 
under which the large private sugar estates of the northern coast were 
taken over. By 1975, almost all of the landed oligarchy had been 
expropriated and their large holdings turned into state co-operatives, 
nominally under peasant control. The reform affected nearly half of 
the arable land and, by 1975, about five million hectares of land had 
heen re-allocated to nearly 200,000 families. 
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In 1970, US mining companies were depr!ved of t?eir und~veloped 
ncessions and a new state company, Mmeroperu, was given the 

co nopoly of mineral export marketing and development of new 
m?ning projects. By the mid-1970s, the state had assumed the role 
mi viously held by foreign capital in mining and petroleum. The state 
~~~ taken over an importa~t p~t ~f the banking sect.or, virtually all 
export marketing, the e~t1~e fishing se~tor, the railways ~d the 
country's international airlines. According to one calculation, the 
hare of foreign capital in the economy was reduced from 21 to 8 per 
~enl of GNP during the period 1968-75, while the share of the state 
rose to 26 per cent. . . 

The traditional landed oligarchy was the most hard hit by the 
reforms. On the other hand, the military also suppressed strikes, 
closed leftist publications and deported trade union and leftist leaders. 
The regime, however, was not opposed to foreign investment in 
principle. While nation.alisations took place in industri~s. involved. in 
the exploration of basic natural resources, such as mmmg, foreign 
capital was encouraged in new joint ~entures where prospects of l~ng
term profit were high. Al the same time, because the state was rapidly 
becoming the principle investor, it was more interested in foreign 
loans than direct foreign investment. 

The reform programme required a massive increase in public 
investment. Since the military was not prepared to squeeze the rich to 
pay for it through reforms in the income tax system, it turne~ to 
foreign borrowing as an easy way out. A number of grandiose 
development projects were started with large imported components -
an oil pipeline across the Andes, extensive irrigation projects and 
several new fishing ports. 

The growth of the public sector was reflected in the construction of 
the new ministerial and state corporation buildings needed to house 
the expanding public sector bureaucracy. 

Because of the nationalisation of IPC and the anti-imperialist 
rhetoric of the regime, the US government cut off all aid loans to Peru 
after 1968 and reduced World Bank and Inter-American Bank loans 
to a trickle by using its voting power in those institutions. However, 
the regime was able to overcome this official credit blockade by 
forging links with international private banks. Because of the 
stagnation in the traditional loan market in the developed countries, 
and because of the rapid growth in supply of deposits following the oil 
price increases in the early 1970s, bankers were showing an 
unaccustomed interest in lending to less-developed countries. As a 
result of this fortuitous coincidence of interest, in 1972 Peru was able 
to borrow US$147 million on the eurocurrency market, and US$734 
million in 1973, making it the third largest borrower among 
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developing countries in the latter year. These loans dramatically 
increased the Peruvian public sector foreign debt, which trebled in six 
years to total US$3 billion in 1974. 

For a number of years, the economy appeared healthy, growing at 
an average rate of 5.5 per cent from 1969 to 1973. Industrial output 
grew at a rate of 7 .1 per cent a year, the trade balance remained 
positive and the annual inflation rate was kept down to about 7 per 
cent. But this impressive performance masked the underlying 
vulnerability of growing dependence on external finance - a 
vulnerability which would soon come to the surface and precipitate an 
economic crisis. External financing of the massive public investment 
programme was defended in the belief that it would generate a rapid 
expansion of exports, which would be sufficient to repay the original 
debt. In this respect the military placed great store on what turned out 
to be over-optimistic forecasts of future oil and copper production. 
The heavily subsidised industrial sector was consuming massive 
amounts of foreign exchange, which had to be paid for by export of 
primary products or by foreign loans. At the same time, the trade 
unions fought for and won an improvement in real wages, which 
reached a peak in 1972. Meanwhile, domestic food supply was not 
keeping pace with demand, giving rise to inflationary pressure. The 
situation was made worse by a growing public sector deficit, as income 
tax revenue failed to keep pace with the boom in public spending. 

The impending crisis was triggered off in 1974 by a sharp 
deterioration in the balance of trade which showed a deficit for the 
first time since 1968. While the value of exports increased by 35 per 
cent between 1973 and 1974, that of imports almost doubled. The 
fishmeal industry, a major foreign exchange earner, collapsed in 1973 
as a resuJt of over-fishing and exports only held up thanks to a short
lived boom in world commodity prices in the wake of the OPEC oil 
price increases in that year. The massive increase in imports was 
largely due to the rapid expansion of public investment, which rose by 
56 per cent in 1974, in a wide range of mining, agro-industrial and 
petroleum projects. 

The appearance of a trade deficit was made worse by the 
commencement of repayment obligations on previous foreign 
borrowing. The country's payments deficit in 1974 soared to US$725 
million compared to only US$174 million the previous year. This 
deficit was financed in turn by more borrowing from the euromarket 
as well as by a resumption of official credits from the US, foJJowing 
the signing in February 1974 of an agreement with Washington under 
which the Peruvian government agreed to pay compensation of 
US$150 million for the assets of the 11 US companies expropriated 
since 1968. This compensation payment would itself be financed by a 
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Joan from the US banks, thereby deepening Peru's indebtedness. 
In 1·975, the economic crisis worsened as the country's balance of 

payments deteriorated and the budget deficit doubled. Workers 
struggled to maintain their real living standards against rising 
inflat ion. Shop-floor dissatisfaction with the main trade union body, 
the CGTP, grew as its moderate leaders continued to lend tacit 
support to the Velasco regime because of its progressive character. 
Emergency economic measures taken in June included a 20-30 per cent 
increase in the price of basic consumer goods as subsidies were 
reduced in a vain attempt to cut the budget deficit and the rate of 
inflation. The economic growth rate faltered as demand fell and 
unemployment rose. 

By now it was apparent that in fact the reforms had only benefited a 
small part of the population. The agrarian reform bad converted the 
large landholdings into state-controlled production units but the vast 
bulk of the poverty-stricken rural population, who survived as 
independent producers remained unaffected. Industrial workers had 
gained little from the marginal participation in the management and 
ownership of companies under the participatory schemes of the 
regime. Even domestic industrialists, who were being fostered by the 
regime, were divided in their loyalty. As a result, Velasco was unable 
to consolidate a strong political backing for his programme. 

As the onset of the economic crisis revealed the inherent weaknesses 
of the Velasco model, the coalition which he had held together since 
1968 disintegrated. Divisions appeared within the military, with 
rightists fearing the increasingly independent political mobilisation of 
workers and peasants in defence of their Jiving standards. In August 
1975 Velasco was ousted by General Francisco Morales Bermudez, the 
Prime Minister. The military presented this new 'second phase' of the 
regime as a mere continuation of the 'first phase'. Yet the change was 
clearly to the right, as leftist military officers were forced to retire and 
more orthodox economic policies were introduced. 

Going It AJone 

Despite the coup within the coup, the economic crisis continued to 
worsen. The total value of exports fell in 1975 as the expected oil 
bona112.a failed to materialise, the anchovy schools virtuaJJy 
disappeared from the fishing grounds and world copper prices 
tumbled. Nor could imports be drasticaJJy cut in line with the decline 
of exports, in order to reduce the trade deficit without bringing the 
economy to a standstill. On top of a massive trade deficit, expected to 
be US$740 million for the year, debt service obligations for 1976 were 
already US$500 million. The balance of payments crisis was so serious 
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that new foreign borrowing was urgently required to avoid a default 
on outstanding debt obligations. In January 1976, another round of 
austerity measures was announced and in February, during a visit to 
Lima, Henry Kissinger, the US Secretary of State, told Morales 
Bermudez that future US aid would depend on Peru showing a more 
friendly attitude to the US government and US private investors. 

The normal way for Peru to proceed in such a balance of payments 
crisis would have been to borrow from the IMF. By signing a letter of 
intent with the Fund, Peru would have gained renewed access to 
credits from international agencies and private bankers. However, as 
the price for granting its seal of approval, the IMF would have 
demanded the implementation of a drastic stabilisation programme 
which the military leaders of the 'second phase' were loathe to 
implement, given their still shaky political foundation. 

Instead, in March 1976, the government turned to the same US 
banks which, in the early 1960s, had been competing with each other 
in the rush to lend to Peru and requested a major balance of payments 
loan. In July, in an unprecendented move which attracted 
international attention, a consortium of six US banks, led by 
Citibank, agreed to a five-year loan of US$200 million without Peru 
having signed a prior agreement with the IMF. The banks behaved in 
this unusual manner because of their growing fear of an imminent 
Peruvian default. The outstanding foreign debt already stood at US$3 
billion, one of the largest among developing countries, half of which 
was owed to private banks, including US$1.5 billion to US banks 
alone. A default on this scale would have set an extremely dangerous 
precedent, just when the banks were increasing their lending to 
developing countries. Bankers reasoned that Morales Bermudez had 
to be supported at all costs against the mounting strength of the trade 
union movement and the political Left, which advocated a debt 
moratorium. After all, 1975 had been the most conflictive year so far 
in Peruvian labour history. Nearly a third of aU the wage labourers in 
Peru had been involved in 779 strikes, which had cost industry 20.3 
million working hours. 

In order to lessen the risk inherent in further lending to Peru 
without the protective shield of the IMF, the banks imposed their own 
set of conditions in an attempt to ensure that Peru would generate 
sufficient foreign exchange to pay service obligations arising from 
past loans. The agreement between the banks and the Peruvian 
government covered the following areas: 
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i. reduction of state intervention in the economy and selling off 
some state companies, beginning with the anchovy fleet: 

ii. increased efforts to assist the private sector; 

iii. more favourable treatment of foreign investment, including the 
re-opening of Peru to exploration by foreign oil companies; 

iv. an austerity programme including devaluation, price increases 
and spending cuts. 

The most controversial aspect of the agreement, however, was the 
provision that the banks would monitor the performance of the 
government to make sure that it met the various economic targets. 
This was the first time since the 1920s that private banks had 
interfered so directly in the domestic affairs of a Latin American 
government. The loan was to be disbursed in two halves. The first 
would be released immediately but the second would be dependent on 
the banks agreeing, after a few months, that the government had kept 
to its economic targets. 

The Peruvian government may have believed that it was lessening 
the ties of financial dependency by borrowing directly from the 
private banks and avoiding the IMF, but in fact its future room for 
maneouvre was being even further circumscribed. For the banks 
which had organised the loan cleverly ensured that the risk was spread 
very widely among the international banking community. The six US 
banks placed half of their own share with smaller US banks and they 
made the US$200 miUion loan itself conditional on a further US$200 
million being raised from private banks in Europe, Canada and 
Japan. In this way, the opportunity for Peru to play off one part of 
the banking community against another in the future would be 
minimised. Given such a wide involvement in Peruvian foreign debt, 
the doors of the international banking community would be 
completely shut to Peru if it ever tried to effect a partial default. 

As a result of the contradictions of the development strategy 
pursued by the military, the rate of economic growth slowed down 
from an average of 6.3 per cent in 1972-74 to 3.5 in 1975 and 2.8 in 
1976. The slump in output was heaviest in industry and construction; 
the biggest losers were wage and salary earners. On 28 June 1976 the 
government announced its most drastic austerity package yet as part 
of the conditions agreed with the private banks. It included a large 
devaluation, cuts in government spending, a freeze on the hiring of 
staff and cuts in subsidies to state enterprises. Food prices were 
allowed to rise by another 25-30 per cent and the purchasing power of 
wages fell back to the 1968 level. The gains to workers' living 
standards won during the first phase bad been completely wiped out. 
Spontaneous protests mushroomed throughout the shanty-towns 
which surrounded Lima. The government retaliated by imposing a 
night curfew and closing down leftist newspapers. In July, three 
leading military leftists in the cabinet were dismissed and, on August 

77 



13 the right to strike was abolished and the dismissal of workers who 
violated the 'national emergency' was permitted. These measures, 
which were renewed every month, greatly reduced the level of strike 
activity. 

The unfavourable image of 'Wall Street Imperialism', which the 
banks were creating for themselves through their direct involvement in 
Peruvian economic management, led to their growing reluctance to 
risk further political involvement, especially as it became clear by the 
end of the year that they had still been unable to solve Peru's 
economic crisis. Morgan Guaranty was the most vocal bank in arguing 
that they should retire to their traditional seats in the wings and let the 
IMF get on with the job of doing the dirty work for them. The 
unsatisfactory experience of 'going it alone' in Peru did more than 
anything else to persuade the banks of the pivotal role of the IMF as 
the institution best suited to impose on debtor countries in the Third 
World those harsh economic conditions needed to ensure the 
profitability of the international banks. 

Returning to the Fold 

By the beginning of 1977, the situation had still not improved. The 
banks refused then to release the second half of their loan unless the 
government were to come to an agreement with the IMF. The banks 
knew that the Fund would demand more stringent conditions than 
they had been able to impose the previous year, when they had been 
fearful of forcing the government to the wall. The success of the 
government in quelling the protest provoked by the austerity measures 
of the previous June suggested that the political climate was not as 
explosive as they had believed. These measures reflected a definitive 
shift in the balance of political power and the banks became confident 
that, in any showdown, the right would come out on top. 

The Peruvi!Ul government agreed, therefore, to receive a mission 
from the IMF, which arrived in March 1977. In classic IMF fashion, it 
diagnosed Peru's illness as a misallocation of resources caused by 
excessive state intervention. The treatment proposed was drastic -
the country's balance of payments crisis was to be corrected without 
further international loans and inflation was to be kept to a maximum 
of 15 per cent during 1977. In order to achieve these objectives, the 
mission proposed: harsh spending cuts in all public enterprises, 
leaving them to balance their books by price rises; an increase in 
petroleum prices to eliminate the deficit of Petroperu and to provide a 
surplus for central government; a sharp cut in the purchase of 
machinery, mostly imported, for public sector investment projects; 
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elimination of all import quotas, a 30 per cent devaluation of the 
currency and, finally, wage rises were to be restricted to 10 per cent a 
year. 

The programme was a recipe for zero growth, the political 
implications of which were intolerable, even to officials of Peru's 
conservative central bank, who threatened to resign if the programme 
was accepted. They proposed an alternative set of more flexible 
proposals which would not have had such a traumatic effect on the 
economy, while the minister of industry put forward a plan to expand 
the economy. 

Months of political indecision followed. Luis Barlua, the finance 
minister, resigned and was succeeded by Walter Piazza, the first 
private sector businessman appointed to a cabinet post since 1968. 
Piazza negotiated a modified agreement with the Fund, involving a 
higher budget deficit and inflation rate, but this was rejected by the 
cabinet and he too resigned. 

Nevertheless, substantial price rises were implemented, arousing 
strong popular protest which culminated in the first general strike in 
Peru since 1919. As dawn broke on 19 June 1977, workers in the 
squatters' settlements which surround Lima had already blockaded 
highways that lead to the city centre, threatening to burn any bus 
which tried to pass. Despite the strike's success in the capital, the 
communist-dominated CGTP labour confederation decided 
unexpectedly to call off the planned second day of the stoppage. The 
hard-won unity was broken, leaving workers confused and exposed to 
government repression. The police and army dispersed protestors the 
following day, killing 10 workers. Hundreds were arrested and laws 
suspended so as to allow factory owners to sack strikers. Because of 
that, 6,000 workers lost their jobs in the succeeding weeks, a blow 
which momentarily weakened the trade union movement. 

By now the revolutionary and nationalist rhetoric of the military 
regime had a hollow ring to it. Corporate schemes for worker 
participation were in disarray, while the prestige of the military, 
whose economic policies had contributed to the radicalisation of the 
labour movement, had reached an all-time low. Its non-aligned and 
anti-imperialist stance had been replaced by subservience to the IMF. 
So few were surprised when, in November 1977, Morales Bermudez 
announced plans for a gradual return to civilian rule, starting with 
elections to a Constituent Assembly in June 1978. Sensing the lull in 
trade union militancy, the government signed a stand-by agreement 
with the IMF which differed little from the Piazza proposals the 
cabinet had rejected. Peru would receive a US$100 million loan, 
released in bi-monthly instalments over two years. The IMF exacted 
harsh conditions. The 1978 budget deficit was to be cut to a third of 
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that of the previous year and the corresponding rate of inflation by a 
half. 

The first instalment was handed over in December, but, in February 
J 978, a Fund mission returned to Lima and declared Peru in gross 
violation of the agreed targets. The IMF refused further 
disbursements under the loan. This was a signal for the private banks 
to call off a proposed US$260 million loan, then under negotiation, 
and for the US government also to refuse further assistance. 

The failure of the stand-by agreement placed Peru in an even tighter 
strait-jacket than before, since the withdrawal of the IMF's seal of 
approval cut it off from the international finance required to service 
its foreign debt. Peru was scheduled to pay debt service obligations in 
I978 of US$1 billion on an outstanding debt of about US$8 billion of 
which US$4.8 billion was owed by the public sector. The debt service 
burden was so high then that, for every dollar coming into the country 
from export earnings, 55 cents were already committed to payments of 
interest and principal on foreign debt. There were no foreign reserves 
left in the central bank, the IMF having effectively cut off all foreign 
credit lines at a stroke. As one commentator put it at the time, 'the 
government of Morales Bermudez is now squeezed from aJJ sides. On 
the one hand, without IMF support the country cannot obtain the 
credit needed to meet its existing debt obligations and pay for 
expensive food imports. On the other hand, the steps demanded by the 
IMF have led to the riots, general strikes and upheavals that 
jeopardise the nation's planned return to civilian democratic 
government'. 

Without quick action, imports would have to be cut drastically, 
throwing thousands out of work and cutting food supplies. The banks 
and the IMF tightened the screws, insisting on further austerity 
measures as a condition for extending emergency relief. The 
government had survived the riots and strikes of 1977 and, by May 
1978, felt itself strong enough to push through a further series of 
austerity measures which could lay the foundation for a new 
agreement with the IMF. So, on May 15, the most draconian austerity 
package yet was announced. Overnight, the cost of fuel, public 
transport and such basic foodstuffs as milk and cooking oil were 
doubled as government subsidies were ended in an attempt to reduce 
the budget deficit. Coming during already galloping inflation, the 
measures quickly provoked street clashes in Lima and strikes 
throughout provincial cities. After more than a dozen people bad been 
killed, martial law was imposed and hundreds of leftist leaders were 
arrested and deported to Argentina. Popular sympathy swung 
decisively behind the more class-conscious and militant unions, which 
forced the CGTP leadership to call a second two-day general strike for 
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May 22 and 23. The strike was far more effective than that of the 
previous year. Lima was brought to a complete standstill as shanty
town dwellers again blocked every main road to the city centre. Work 
stopped throughout the country, from the mining centres of the Andes 
to the fishing ports on the Pacific coast. At least 30 people were killed 
in various parts of Peru during clashes between police and 
demonstrators. 

Within days of the new austerity measures and with the sound of 
strikes and rioting in the streets, the banks agreed to roJl over about 
US$200 milJion in repayments owed them during I978, although 
interest was still to be paid. The deal itself was subject to a new stand
by arrangement being agreed with the IMF (which in fact was signed 
in September) and involved further cuts in government spending and 
another devaluation. This agreement opened the door to the complete 
rescheduling of the official foreign debt through the Paris Club, when 
foreign governments agreed to postpone 90 per cent of the debt service 
payments owed them by Peru in 1979 and 1980. These were turned 
imo seven-year loans with a three-year grace period. Similar 
arrangements were made with the private banks. 

Despite the tense political situation, the Constituent Assembly 
elections took place as scheduled on 18 June 1978. They provided a 
dramatic indication of the growing strength of the Left, which had 
never been considered as an electoral force to be reckoned with. For 
despite internal divisions and despite having been forced underground 
a month before the poU took place, the Left won 30 per cent of the 
vote. Many of the leaders arrested in May were elected to the assembly 
and the government was forced to allow their release from jail or 
return from exile. 

The dramatic increase in the organised political support for the Left 
was a direct consequence of the economic policies imposed by the IMF 
- policies which were denounced during the election camapign. The 
elections took place during what had been officially declared 'The 
Year of Austerity' (although workers called it 'The Year of Misery'). 
This was a formal recognition by the government that solving the 
economic crisis meant cutting someone's income. The question was -
whose income? The IMF ostensibly washed its hands of the whole 
problem, blandly taking the view that it was up to the government to 
decide the appropriate burdens of adjustment for various sectors of 
society. Yet a class bias was built into the IMF conditions themselves. 
When the IMF called for prices to be 'freed' while wages should be 
'frozen', those who sold only their labour power and owned no capital 
would suffer the consequences. 

In a society like that of Peru, already characterised by great 
inequality and social injustice, it was evident that the poor would bear 
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the economic cost of meeting the crisis. In 1977, the GDP declined by 
1.2 per cent and, in 1978, by a further 1.8 per cent. From 1975 to 1979, 
wage earners in Lima lost up to half of their purchasing power. One 
hard-nosed banker was forced to admit: ' lo a country as poor as Peru, 
an austerity package often means pushing people into the starvation 
zones'. That this happened as a result of the implementatjon of IMF 
policies has been graphically and extensively documented in numerous 
scientific surveys, which have shown how the fall in the purchasing 
power of incomes and increases in unemployment had resulted in a 
reduction in calorie intake, a rise in infant morality and a growth in 
the reported cases of tuberculosis. Yet no amount of statistics can 
hope to transmit the enormous personal suffering imposed on a 
people who were already living on the breadline. Researchers in two 
Lima squatter settlements revealed that 88 per cent of those who bad 
drunk milk regularly in 1972 no longer did so by 1978. Evaporated 
milk, once the mainstay for weaning small children, had become a 
luxury and instead mothers resorted to weak tea. By 1979, Nicovita, a 
chicken feed containing a number of toxic substances but costing less 
than 9p a kilo, was being eaten by squatter dwellers and peasants 
alike. Most dramatic of all was the growth of under-employment, 
which rose to include 50 per cent of the economically active 
population. The number of street hawkers swelled in the city centre, 
jamming the pavements as the wives and children of unemployed 
factory workers sought desperately to make ends meet. On the main 
highways in the city, the number of small children selling magazines 
and sweets, and cleaning car windscreens in the few seconds before the 
traffic lights changed, rose alarmfagly. Petty crime escalated anti a 
flourishing second-hand market developed in car lights and 
windscreen wipers stolen from parked cars. Such activities could do 
little, however, to ease the overwhelming burden that IMF austerity 
measures imposed on the already poor majority of Peruvians. 

History repeats itself 

Following its impressive result in the Constituent Assembly elections, 
the United Left collapsed in the run-up to the presidential elections of 
1980, which marked the full return to civilian rule. Five different left
wing candidates competed and their combined vote totaUed only 16 
per cent. The election was won by the leader of the centre-right Accion 
Popular (Popular Action) party, Fernando Belaunde Terry, who had 
been overthrown as president by the military reformers in 1968. 

As a result of the harsh deflationary policies imposed by the IMF in 
the wake of the crisis of 1977-78, the unemployment rate by then 
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s.tood at IO per cent, and under-employment at 50 per cent, of the 
Jabour force. Nevertheless, the foreign trade situation had improved 
markedly by the time Belaunde re-assumed the presidency. The 
balance of trade had gone into surplus after four years of deficit. 
Exports bad expanded, thanks to a surge in world copper and silver 
prices, the completion of the trans-Andean oil pipeline and new 
mining output coming on stream. Meanwhile, growth in imports was 
still held down by the effects of the economic recession. For the time 
being, the foreign debt could be ignored, although it had climbed to 
US$9 billion, of which US$1 billion was short-term. 

Encouraged by the favourable foreign trade situation and following 
clearly in the footsteps of his military predecessors, Belaunde 
launched an ambitious plan for massive expansion of production of 
primary commodities for export during 1981-85, which would 
reinforce the dualist model of the Peruvian economy. lo May 1981, 
Manuel Ulloa, the Prime Minister, led a mission to Paris to seek 
finance for no fewer than 88 investment projects with a total cost of 
US$1 l.5 bi1Uon, of which US$4.7 billion was required in foreign 
finance. Economically, the sale of public corporations to the private 
sector continued. Measures were enacted to attract foreign private 
investment and reduce the level of protection for domestic industry 
against competing imports. 

But, by the end of 1981, Peru's balance of payments was under 
severe pressure. Export revenue had fallen due to the slump in raw 
material prices caused by the world recession. Rising interest rates 
meant that debt servicing was consuming 55 per cent of export 
revenue. Once again, the IMF was called in because of what the 
cabinet described as 'unmanageable external disequilibrium'. In a vain 
attempt to head off the barrage of criticism that an approach to the 
IMF (and acceptance of an austerity programme) would cause, central 
bank President, Richard Webb, argued, ' it is important that the 
stabilisation programme is seen as ours not theirs!' 

The agreement signed in April 1982, and formally approved three 
months later, made a little more than US$1 billion available to Peru 
foom the Extended Fund and Compensatory Financing Facilities. Yet 
the austerity measures that accompanied this agreement failed to 
compensate for the essential contradiction which the open-market 
economic policies of the Belaunde government imposed on the 
economy. This contradiction is illustrated by the fortunes of two 
important export industries - mining and textiles. The falling world 
prices of metals (over which Peru has no control) cost the country 
US$400 million in lost export revenue in 1982. The national mining 
companies therefore demanded an extra US$200 million in extra credit 
so as to survive the recession. They also planned to lay off 33 per cent 
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of their workers. The emphasis on exports of raw materials thus 
forced the country into further foreign borrowing, while jobs were 
lost even so. The Belaunde government had tried also to encourage 
exports of manufactured goods but even this was fraught with 
problems. In November 1982, the US imposed a 30 per cent tariff on 
imports of Peruvian textiles. This effectively closed the US market to 
Peruvian exports - a catastrophic blow for the textile industry in 
Peru. 

In the first five months of 1983, the Peruvian economy was 
contracting at an annual rate of 9 per cent. As local companies went 
bankrupt and repudiated their debts to local banks, a chain of bank 
collapses ensued. Ironically, it was left to the government to step in to 
mitigate the worst effects of such bankruptcies in the financial sector. 
This conflicted directly with the government's laissez faire policies. 

By March 1983, Peru had joined the international debt queue as it 
attempted to re-finance US$2.2 billion in short-term foreign debts and 
to obtain US$400 million in new long-term loans. As for the new long
term loan, the cost was described as, 'an astronomical Libor plus 2.25 
per cent'. 'It's a very reasonable package', commented one New York 
banker. 

Although Peru has successfully re-financed its foreign debts, the 
present open-market economic policies offer little hope for improved 
employment opportunities or increased living standards for the 
majority of Peruvians. In fact, according to Merrill Lynch, a New 
York financial consultancy, Peru's attempts to attract foreign 
investment (the lynch-pin of the model) is hindered by precisely those 
pieces of legislation that defend the rights of Peruvian workers, 
notably the system of worker participation in management, as well as 
laws on job security and the activities of transnational corporations in 
Peru, especially with regard to sending profits abroad. As the 
Belaunde government dismantles these safeguards, the plight of the 
poorest sections of the population will continue to deteriorate. 

Only a different strategy could reverse this situation. It would have 
to overcome the basic dualism of the Peruvian economy by giving 
priority to the basic needs of the population, rather than to foreign 
demand for primary commodities, and by stressing domestic rather 
than external accumulation as the engine of growth. Such a strategy, 
however, would have to relegate the role of foreign trade to a 
secondary factor in the process of development, and would thus meet 
the determined opposition of the IMF, the international bankers and 
the transnational corporations. 

84 

6 The IMF and Democratic 
Socialism in Jamaica 

The 1980 general election in Jamaica marked the end of the 
'democratic socialist' government of Michael Manley. Following a 
bloody election campaign, his government was thrown out in a 
landslide defeat that was unprecedented in Jamaica's 38 years of adult 
suffrage. There is no doubt that the IMF, in conjunction with the 
international banks, played a major role in bringing down Manley's 
'progressive' government. 
Ho~ever, it _is insufficient to focus only on Manley as a victim of 

IMF mtervention. Such analysis leads inevitably to a sense of 
ho~elessness wit~ regard to the prospects of radical regimes in the 
Third World. This chapter will therefore examine the contradictions 
of the ~anley government itself, which paved the way for the 
devastation the IMF was to bring upon the Jamaican people. 

The Era of Growth 

During the 1950s and J960s, the Jamaican economy experienced 
unprecedented growth. Annual growth rates averaged 6.7 per cent and 
real <?DP ~ore _than doubled from 1959 to 1972. This growth was 
~ombmed with high levels of capital investment (23.3 per cent of GDP 
m 1968). Although the balance of payments remained in deficit, this 
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could be financed by inflows of foreign investment, mainly in the 
mining sector. 

However, if one looks beyond the aggregate economic indicators, at 
the details of the economic edifice, major cracks can be found in the 
economy which would lead to the economic crisis of the 1970s. 

One of the most important features of the Jamaican economy 
during the 1950s and 1960s was its remarkable dependence upon the 
bauxite and alumina industry. This sector grew at a faster rate than 
the growth of GDP itself. From 1950 to 1971, the mining sector grew 
at an annual rate of 16.3 per cent while GDP grew at only 10.4 per 
cent. Bauxite and alumina came to account for aproximately 75 per 
cent of Jamaica's expon earnings. An examination of the relationship 
between the bauxite industry and economic growth in the economy as 
a whole shows that very high levels of foreign investment in the mining 
sector stimulated other areas of the economy. For example, 48 per 
cent of total capital investment from 1960 to 1971 was accounted for 
by the construction industry which supplied the bauxite industry with 
the processing plants, roads and other infrastructure needed. Such 
construction, in its turn, had a multiplier effect on the rest of the 
economy. Thus it created demand for local building materials and 
construction supply industries, and financed a high level of consumer 
demand through the wages paid to the construction workers. 

In addition, the bauxite industry was a major supplier of the 
precious foreign exchange that the economy needed to meet its 
persistent balance of payments deficit in the current account (that is, 
the deficit in the export and import of goods and services). Of the net 
capital inflows to Jamaica from 1950 to 1956, 59 per cent was for 
investment in the bauxite industry. By 1964 US$650 million had been 
invested in that industry from abroad. The importance of this source 
of foreign exchange cannot be underestimated. It was used to finance 
the import of plant and machinery for other non-bauxite industries; it 
financed the import of raw materials and intermediate goods needed 
in local manufacturing, construction, transport, power generation 
and other services and, by encouraging foreign trade, it generated 
higher tax revenues for the government. In the longer run, the 
government hoped that, by investing this foreign exchange in the 
export sector, future foreign exchange earnings could be further 
increased. 

However, this process made growth in a range of sectors totally 
dependent on continuing foreign investment in the bauxite industry. 
Once that investment slowed down or stopped, the effects would be 
felt throughout the economy. By the beginning of the 1970s, such a 
slow-down was occurring and growth in the bauxite industry fell to 30 
per cent of its previous levels. This precipitated a deep crisis in the 
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Jamaican. economy. Contrary, therefore, to the stable appearance of 
the Jhamd aican ~conomy during the 1950s and 1960s, it was in fact 
perc e precanously on the growth of one sector d · h - an a sector 
wh1c ~as totally . owned and controlled by five transnational 
corporat1~ns, based in North America, which ranked among th t 
powerful in the world. e mos 

AJ~hough the . bauxite industry may have been important as a 
provider of foreign e~change to the economy, it offered few other 
benefits. It made no impact for example on the chr · I l f 

I . . • • oruc eve s o 
u~ei:np oyment rn Jama1~a. The ratio of capital to labour in the 
mmmg sector. was, and still is, very high due to the capital-intensive 
nature of the industry. Thus as one author Owen J ff 
'ln 1960 th I ff' ' • e erson, wrote, 
. , . e va ue ~ 1xed assets per man employed in the (rninin ) 
industry in Jamaica was US$33 817 For most t ~ uf · · . . • · sec ors m 
man actunng mdustry at this time, the equivalent figure ranged from 
US$1,096 to US~5,480' .. In 1968, the industry employed only 5,000 
workers and, while contributing as much as JO per cent to the GDP, it 
accounted for a mere 0.8 per cent of the island's work-fo I d d 
h d t . ·1 f h. rce. n ee , 

t e pro uc 1v1 y o t ts sector was clearly illusrated in 1960, when the 
gro~s output per worker was J$9,236, while the equivalent figure for 
agricultural workers was a mere J$219.60. The contrast could ha dl 
be more stark. r Y 

Despite the phenomenal growth in real GDP and the development 
of the productive forces -. and in spite of the fact that, from 1950 to 
1968, about 270,000 Jamaicans (and this figure ~0 b · d , , r o v1ous reasons 
e~clu es tens of thousands of illegal immigrants) entered the United 
Kmg~om, Canada and t~e Unite~ States - the rate of unemployment 
remamed enormously high and increased quite dramaticaUy (albeit 
unevenly) from 15 to 20 per cent in 1952 to 25 per cent in 1971 

From 1960 to 1968, while the rest of the economy was experie~cing 
spe~tacular rates uf growth, agriculture virtually stagnated and 
registered an annual grow.th rate of 3.2 per cent for the main export 
crops an~ 2.1 per cent in the production of crops for domestic 
~onsump~10~. As was to be expected in the circumstances, the food 
import bill mcreased dramatically, from US$26 85 m·tr · 1950 
to US$158.65 million in 1968. Even more alarmi~g wa~ tf:e" f~~t that 
the.amount of foo~ imported over the same period as a percentage of 
national consu?1pt1on mcreased from 16.2 per cent to 32.2 per cent. 

The underlymg causes of the crisis in Jamaican agriculture are 
~l~se~ related to the extremely uneven distribution of land on the 
;s an and the pervasiveness of idle and under-utilised agricultural 

7~nd on large estates. Th~ agricultural census of 1968-69 indicated that 
·3 per ~ent of all Jamaican farms were those of less than five acres in 

area, while only 0.15 per cent of all farms were of more than 500 
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acres. These figures mean that 78.3 per cent of all farmers (a total of 
151,705) occupy a mere 14.8 per cent of the land. In addition, one 
authority estimates that there are about 500,000 acres of idle land to 
be found on the large estates, out of a total of 1,508,000 acres of 
agricultural land. 

A comparison of the agricultural and mining sector gives a clear 
indication of what Samir Amin has called 'disarticulated 
development'. While bauxite boomed, stimulating the manufacturing 
sector, agriculture was facing a deepening crisis. From 1950 to 1968, 
when mining's share of total investment was 17 .2 per cent and that of 
manufacturing was 12.6 per cent, agriculture accounted for only 9 per 
cent. In 1968, manufacturing contributed 14. 7 per cent to the GDP 
and employed 11.5 per cent of the labour force. Mining contributed 
12. 7 per cent to the GDP and employed a mere 0.8 per cent of the total 
labour force. Agriculture, however, contributed 9.9 per cent of the 
GDP and employed a disproportionately large 34.9 per cent of the 
total workforce of the island. In other words, more than a third of the 
labour force was concentrated in a sector which was declining in 
relative importance to the rest of the economy. Not surprisingly, with 
the relatively low level of investment in this sector and its resulting low 
level of productivity, the disparity of income between the sectors 
became even wider. Thus, while from 1957 to 1963, the lowest-paid 
workers in the mining sector received wage increases of 96 per cent, 
their counterparts in agriculture received a mere 31 per cent. In 1965, 
the average weekly wage of agricultural workers was J$7 .80, while 
that of workers in mining was J$42.40. 

This widening in income disparity can be seen in the economy as a 
whole during this period. In 1958 the top 10 per cent of income earners 
received 43 .5 per cent of the total income of the island. By 1971, this 
figure had increased to 49.5 per cent. There was a corresponding fall 
in the income of the poorest 40 per cent of workers from 7.2 per cent 
to 5.4 per cent of total income. This resulted in rises in the levels of 
absolute poverty as the poorest 30 per cent of the population saw their 
weekly incomes fall from J$32 to J$25 between 1958 and 1968. By 
1962, about 62 per cent of the labour force was earning less than J$20 
a week. 

This situation gave rise to growing social tension. The number of 
strikes increased from 37 in 1965 to 187 in 1970, and were 
accompanied by rising levels of violence on the streets. Against this 
background and in the face of mounting charges of political 
victimisation, corruption and police harassment, the government of 
Prime Minister Hugh Shearer was heavily defeated in the 1972 
elections by Michael Manley's People's National Party (PNP) and its 
programme of 'democratic socialism'. 
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The PNP and the Manley Government 

The People's National Party was founded in 1938 during the workers' 
and peasants' uprising of that year. At that time, it was dominated by 
middle-class professionals. However, this basis of support gradually 
shifted so that, by 1952, it had become as much a party of the 
Jamaican business class as a party of the less-privileged groups in 
Jamaican society. Members of Jamaica's business class held 
influential positions within the party itself. Eli Matalon, a member of 
one of the wealthiest Jamaican families was Minister of National 
Security in Manley's first cabinet (of 1972). Thus, there is a high 
degree of tension within the party between its apparent base of 
support among Jamaican workers and the wealthy leadership of the 
party, committed not to equality but to the sanctity of private 
property. 

During the 1972 election campaign, the PNP never used the word 
'socialism'. There was talk of 'popular participation' and 'social 
justice' but never was there any talk of socialism by Manley and his 
colleagues. Indeed, on coming to power, he reiterated time and again 
that he did not believe in 'isms'. Jn his recent book, however, Manley 
tells us that, at the first national executive committee meeting of his 
party after the victory of 1972, he urged his party to return to its 
socialist roots and re-examine systematically its ideology. The final 
product of this long process of self-reflection on the part of the party 
came in late 1974: the PNP declared to the public that its ideology was 
'democratic socialism'. However, the document published by the 
party in November 1974, Democratic Socialism: The Jamaican 
Model, is more a declaration of principles than a call to action. The 
document reads: 

'Socialism is first an ideal, a goal and an attitude of mind that 
requires people to care for each other's welfare. Socialism is a way 
of life. A Socialist Society cannot simply come into existence. It has 
to be built by people who believe and practise its principles. 

Socialism is the Christian way of life in action. It is the 
philosophy that best gives expression to the Christian ideal of 
equality of all God's children. It has as its foundation the Christian 
belief that all men and women must love their neighbours as 
themselves'. 
This good-intentioned but very vague formulation is characteristic 

of the whole document. Little or nothing is said about how this new 
society is to be achieved. It talks about the 'mixed economy' without 
really specifying what the mixture will be of the private and the pubLic 
sectors. It speaks about the quest for equality, but at the same time 
clings to the importance of private property. The question of how this 
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equality is to be achieved, without seriously challenging the 
profoundly unequal distribution of wealth and income based on the 
inequalities in the possession of private property, is not addressed in 
this pamphlet. Moreover, the PNP states quite categorically and 
indeed in italics, 'This Government rejects any form of 
expropriation'. The document also made it quite clear that capitalists 
have a permanent place and role in the new democratic socialist 
Jamaica. All that they needed to do in their quest for profits was to be 
'responsible' and operate 'within the bounds of the national interest 
and the rights of the people'. Foreign capital was promised a warm 
welcome and was 'assured a fair return on investment and fair and 
consistent treatment', provided that the investment was in accordance 
with the 'national interest' and the investor did not object if he or she 
was required to enter joint ventures with the state and/or Jamaican 
capital, and he or she was willing to operate in Jamaica on a basis of 
an undefined conception of 'good corporate citizenship'. 

The Manley government reflected these vague formulations in its 
programme aimed to relieve the poverty and social tension the cou~try 
was facing. His government initiated crash programmes to alleviate 
the chronic levels of unemployment. Free education was introduced, 
campaigns against illiteracy were inaugurated and a limited land 
reform programme was begun. The minimum voting age was lowered 
from 21 to 18 years, food subsidies were introduced, a national 
minimum wage level was set, the Rent Restriction Act was revised in 
favour of tenants and plans for worker participation in industry were 
also announced. In addition to these measures, several public utilities 
- such as electricity, certain sectors of public transport and the 
telephone services - were nationalised. 

Stale expenditure increased dramatically. In 1970, public 
administration accounted for 8.4 per cent of the GDP. By 1974, that 
figure had almost doubled to 14.3 per cent. In 1962-63, there were 
8,570 civil servants; in 1975 the number (excluding teachers, police 
and judges) was 15,570. Expenditure on education rose from J$44. 73 
million in 1972-73 to J$150.7 million in 1976-77. Similarly, 
government spending on agriculture rose from J$34.8 million in 
1972-73 to J$105 million in 1976-77 as a result of the land reform and 
the extension of the co-operative system to the sugar industry. But the 
economy was unable to cope with such expenditures and the public 
debt soared. From 1972 to 1974 it increased by 56.7 per cent from 
J$332.6 million to J$520.8 million. More significantly, the percentage 
of foreign loans in the public debt over the same period increased by 
75.6 per cent. Ln 1974 the foreign debt was equivalent to 48.9 per cent 
of government revenue. During the 1972-74 period, the Jamaican 
economy was adversely affected by the down-turn in the world 

90 

economy, and the deteriorating terms of trade with the country's main 
partners. However, the straw which finally broke the back of the 
Jamaican economy was the spectactular 359 per cent increase in the 
price of crude oil, which increased Jamaica's import bill from J$44 
million in 1972 to J$ l l 7 million in 1974. The crisis took a dramatic 
turn for the worse and drastic action was required to aven economic 
collapse. 

In the face of such an adverse international situation, the 
gover~ment looked to the bauxhe industry as a source of revenue to 
fund w:reased government expenditure. In mid-1974, the Bauxite 
Pr~du~t1on Levy _Act was passed. It obliged the bauxite producers to 
mamta10 production at 90 per cent of capacity, increased the tax rate 
on ~a~h ~on . produ_ced and committed the government to greater 
partic1pauon 10 the 10dustry by way of nationalisation or partnership 
with the producing companies. 

For the first few years the bauxite levy paid handsome dividends as 
revenue per ton increased from J$2.50 to J$14.51. From 1972 to 1974 
the revenue from the bauxite industry rocketed from J$22. 7 million to 
an astronomical J$170.34 million, an increase of more than 650 per 
cent. 

The offe~sive did not stop there. Inspired by the spectacular success 
of OPEC, 10 March 1974, Jamaica emerged as a leading light in the 
struggle to form _the Int~rnational Bauxite Association (IBA), which 
e~entually came_ mto being on 29 July 1975, with its headquarters in 
Kingston, Jamaica. 

As was to be expected, the North American companies operating in 
the bauxite industry retaliated. They went to the International Centre 
for the Setl~ement of l~vestment Disputes to contest the legality of the 
levy. B~uiute _production was drastically cut in Jamaica while the 
~omparues switched to other sources of supply. The US reduced its 
unpo~ts of Jam~can bauxite and one company, Revere, closed its 
Jamaican operatJ~ns aJtogeth.er .. In concrete terms, this meant that, by 
1976, t~e production of bauxite m Jamaica had fallen by 32. l per cent 
from ~ts 1974 level. State revenue from the bauxite industry 
accordmgly fell, from J$170.34 million in 1974 to J$1l9.01 million in 
1976._ Jamaica's position in the league of bauxite producers 
detenorated dramatically, reflecting the companies' switch of 
production out of Jamaica, particularly to Australia and Guinea 
~onakry. Jamaica's sha!e of world production fell from 18.9 per cent 
m 1973 to 13.8 per cent m 1976, while Guinea increased its share from 
3.9 per cent to 15 per cent. 

.Ja~aica's other main export crop, sugar, also ran into djfficulties at 
this time. In 19?6, the sugar harvest failed because of an epidemic of 
smut and rust disease as well as a drought. At the same time, the world 
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price of sugar plummeted. In June 1976, the price of sugar in 
Jamaica's largest market, the EEC, stood at £260 per tonne. By June 
1977, the price had fallen to £188 per tonne. 

The country's economic difficulties were compounded by the 
hostility of the United States to the Manley government. Relations 
reached a new low after Manley had supported the sending of Cuban 
troops to Angola in 1975. The US government launched a campaign to 
discourage tourists from visiting the island. Articles in the US press 
portrayed the country as dangerous and violent. ln 1974, US visitors 
accounted for 78.4 per cent of the total number of tourists to the 
island. By 1976, this had fallen to 70 per cent. Receipts from tourism 
collected by the Bank of Jamaica fell from US$133.2 million in 1974 

to US$7 l. 7 million in 1977. 
One of the problems of the Manley regime in its early years, 

especially after 1974, when the PNP declared its commitment to 
democratic socialism, was its use of fiery rhetoric far out of 
proportion to the concrete policies Manley was prepared to pursue. 
This rhetoric, together with the close ties established with Cuba 
greatly antagonised the wealthy Jamaicans but did nothing to curtail 
wealth and influence. The elite were thus able to undermine the 
government's economic plans by cutting production and spiriting 
capital out of the country. The first major wave of capital flight took 
place in 1976 and involved an estimated US$300 million. In addition, 
the rate of investment fell dramatically and there were large-scale 
redundancies. Members of the professional and upper classes began to 

leave the country in large numbers. 
In 1976, Jamaica entered one of the bloodiest elections in its 

history. A right-wing coup attempt was foiled shortly before it could 
take place. Proof of US government involvement in an attempt to 
destabilise the Manley regime was provided by ex-US secret service 
agent Philip Agee, who visited the country in 1976 and identified 11 
CIA agents in the US embassy in Kingston, and found evidence of 

their activities. 
Despite these efforts however, Manley was re-elected with an 

increased majority. The poor had recognised the real gains they had 
made under the Manley government. But, despite this victory and 
Manley's determination to proceed with bis democratic socialist 
alternative, Jamaica was starved by then of the foreign exchange 
needed to meet its balance of payments deficits. Negotiations with the 
IMF, which had begun shortly before the elections, now took centre 

stage. 
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The IMF and the Fall of the PNP 

The disagreements between the IMF and h . . 

:~~~;:f ;·:.:~;.!i9J~· ~~:.i~~.~,~~~ b•:k ::J.'.i/~~;~~h:~·~:.ctr::i: 
policy in Jamaica. lo the ann r certam ~pects of government 
to a wide range of policy iss:e~ s_~ft ~~nsultatio? report, it referred 
deficit, monetary expansion and, I c _u _mg wage mcreases, the fiscal 
considered had contributed to r~stnc~1o~s on trade and prices that it 
qualms were to become more wide~ma~cads proble~ .. These private 

The PNP government's call ro/ I~re as_ negot1at1ons advanced. 
solely by the pressures on the Ja . F assistance was not caused 
of the government's own lack of~~1can ~cono~y: It was also a result 
was caught by the limits of "ts ernau~; pohc1es. The. government 
unwilling to seek a radical tra~sf own _se -imposed options. It was 
because this would have involve~r~oat}on of ~he Ja_maican economy 
capital-owning class. This was d -~ ro~tat1on with the Jamaican 
which had given the government esp1 e t e result of the elections, 
policies. The results showed al strong mandate for such radical 
Jamaican capital-ownin l a c ear clas.s polar~sation, with the 
with the conservative ~a~a:i~aan~ ~rofess1onal middle class voting 
working class voting for the PNP a our Pa.rty and the poor and 
the Jamaica~ political sociologis~,T~=r~o~lt~~~gort~~lt\~~; study, by 
general elections, shows this clearly: • e and 1976 

Unemployed and 
unskilled 

Manual wage labour 
White collar wage 

labour 
Business and 

management class 
and high-income 
professionals 

Farm labour 
Small peasants 

PNPvote PNP vote 
1972 (II/•) 1976 ('lo) 

52 60 
61 72 

75 57 

60 20 
52 56 
47 45 

Source"'J . • 1980 . . amaica s Elections', Caribbean Review, Vol.x, No.2, 1981, p.40. 

However' the PNP was unpre a d t . . . along an alternative path of d p ~e o mobilise this base of support 
IMF. In October 197 . ~ve op~ent to that advocated by the 
the conditions dema~d;deg~~1~1~ns w401th the IMF were postponed as 

' s a per cent devaluation of the 
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currency, were felt by Manley to be unacceptably harsh. Nevertheless, 
talks were resumed in December. 

However, these negotiations soon ran into difficulties over the ~eed 
for devaluation, over the extent of cuts in government expe!1diture 
which would be required, and over the incomes and wages .pobcy t~at 
should be followed. The trade unions and radical forces m Jamaica 
would not agree to IMF demands so Manley and his cabin:t had to 
break off discussions once again. Manley declared to the nat10~, on 5 
January 1977: 'This gover?ment, on behal~ of our people, w!ll not 
accept anybody anywhere in the world telling us ~bat to do m our 
country. We are the masters in our own house and m our house the~e 
shall be no other master but ourselves. Above all, we are not for sal~ · 

In early 1977, however, the Carter administratio~ had taken office 
in the US. It promised to be more accommodatmg to t~e Manley 
regime than its hawkish predecessor had been. But one tmportant 
condition would have to be met by the Jamaican government before 
the US would forward financial assistance - agreement would have 
to be reached with the IMF. . . 

In April 1977, the Manley government announced i.ts own auster~ty 
programme, which included an Emergency Producti~n Plan •. a s~x
month wage freeze and a new petrol tax. At the same time, em1ssanes 
of the government were sent in search of. n~w sources of loans. 
Ministers visited Venezuela, Cuba and Tnmdad and Tobag.o. to 
borrow the money needed to cover the expected US$250 m1lhon 
imbalance in external payments. Because the government had n_ot 
reached an agreement with the IMF, the international commercial 
banks refused to make any loans to the country. The PNP did not 
seriously explore the possibility of widening Jamaica's trade n.etwork 
to include the socialist countries until the crisis came to a head m early 
1977. Only then did the government send representatives to seek loans 
from eastern Europe. By that time, it was clearly too late and 
Moscow, in any case, was reluctant to help. Manley was told bluntly 
to get aid from the culprits of his country's plight, the West. 

The IMF Medicine 

By mid-1977, the Manley government had .run ou~ of alternatives and, 
in July, an agreement with the IMF was finally signed. The resu.lts of 
this agreement for the majority of Jamaicans were catastrophic. In 
less than two years, the Jamaican dollar was devalued from an 
exchange rate of US$1.10 to US$0.56, a reduc~on .or ~9 per cent. The 
impact of this on Jamaica's ope~ ec?nomy which ~s.highly dependent 
on imported goods, was a rapid nse m the cost of living: the consumer 
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EXCHANGE RA TE ADJUSTMENTS 1973-1979 

Date 
17.1.73 
24.4.77 

24.10.77 

13.1.78 

9.5.78 

9.6.78 
13.7.78 
10.8.78 
14.9.78 
12.I0.78 
9.11.78 
7.12.78 
8.1. 79 
12.2.79 
12.3.79 
9.4.79 
7.5.79 

Revised Rate 
JSl.00 = USSl.IO 
Basic: J$1.00 = US$1.10 
Special: JSl.OO = USS0.80 
Basic: J$1.00 = US$1.IO 
Special: JSl.00= US$0.78 
Basic: J$1.00 =USS0.95 
Special: J$1.00 = US$0.74 
JS 1.00 = USS0.645 

JSl.00 = US$0.636 
J$1.00 = US$0.626 
JSl.00 = USS0.617 
1$1.00 = US$0.608 
JSl.00 = US$0.602 
JSl .00 = USS0.595 
J$1.00 = USS0.589 
JS 1.00 = USS0.584 
J$1.00 = US$0.578 
JS 1.00 = USS0.572 
JS 1.00 = USS0.566 
JSl.00 = USS0.560 

OJo Change 
15.6 

- 27.3 

-2.5 
- 13.6 

- 5.1 
-47.3 
-14.7 
-1.5 
-1.5 
-1.5 
- 1.5 
- 1.0 
- 1.0 
-1.0 
-1.0 
- 1.0 
-1.0 
-1.0 
-1.0 

Source: National Plannjng Agency (Jamaica), Economic and Social Survey 1979. 

price index jumped from an annual increase of 14. l per cent in 1977 to 
a phenomenal 49.9 per cent in 1978. The price of food and drink alone 
increased in 1978 by 54.1 per cent. Real wages fell in 1978 by as much 
as 35 per cent in some sectors. The rate of unemployment, which 
stood at 24.6 per cent in April 1977, increased to an all-time high of 
31.1 per cent by October 1979. 

According to the calculations of the Department of Statistics 
published in 1981, real disposable income per capita by 1980 had 
fallen to 1967 levels. From 1974 to 1980, there was a decline in the 
actual consumption of basic items, such as food (by 31.3 per cent), 
non-alcoholic beverages (by 76. 7 per cent), clothing and footwear (by 
59.3 per cent), furniture, furnishings and household equipment (by 
22.5 per cent). 

Behind the IMF measures was the assumption that the Jamaican 
government would encourage foreign investment at the same time as it 
would provide security and incentives to local business people. 
However, foreign capital kept its distance from the island. In June 
1978, the international commercial banks agreed to re-finance only 
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seven-eighths of Jamaica's debts as they fell due and refused to make 
any additional loans. Domestic capital owners also refused to invest. 
Gross capital investment, as a percentage of GDP stood at 35. l per 
cent in 1969 but fell to 12.5 per cent in 1977. The bulk of investment 
during this period was in fact carried out by the state, as it was evident 
that Jamaica was facing a virtual investment strike. At the same time, 
capital continued to flow out of the country, legally and illegally. 
Private net capital outflows were J$5.l million in 1975. By 1978, this 
drip had turned into a veritable flood, reaching J$145.8 million, about 
28 times the 1975 figure. 

It was clear that the IMF recipes were not working even in their own 
terms. Michael Manley said as much in his address to the 1979 annual 
meeting of the Board of Governors of the Inter-American 
Development Bank: 'We have found that, having met all the terms 
and conditions which the situation demanded, and having worked to 
mobilise the nation to rise to the central challenge of production, we 
continued nevertheless to stagnate ... It was as if the medicine could 
arrest the disease, but the diet could not provide the foundation for 
recovery'. 

In December 1979, Jamaica failed to meet the international reserve 
targets laid down by the IMF. Sixty per cent of the shortfall in foreign 
exchange reserves was due to factors beyond the country's control. 
Floods in 1979 had destroyed US$20 million worth of export crops, an 
increase in the cost of oil imports had added US$33 million to the 
import bill. International inflation was higher than IMF projections, 
adding USS 18 million to the import bill and a sharp rise in interest 
rates added a further US$31 million. 

The IMF ignored these extenuating factors and refused to allow 
Jamaica to continue drawing credit from the Fund. Furthermore, it 
laid down even harsher conditions for the credit facility to be 
reactivated. It demanded a major reorganisation of the structure of 
state administration, a trimming and streamlining of the public sector 
and sweeping cuts in public expenditure. Of these, the last was the 
most devastating and draconian. The Fund demanded a J$300 million 
reduction in state expenditure in the financial year 1980-81. Manley 
and his collegues would have bad to implement 50 per cent of this 
reduction (J$150 million) before the IMF would agree to disregard the 
failed December 1979 performance tests. This would have meant a 
J$50 million cut in the wage biJI of central government through the 
dismissal of 11,000 public sector workers. Moreover, despite the 
implications of such a step in a country with very high levels of 
unemployment, the IMF waiver would only entitle Jamaica to one 
tranche of credit, a mere US$30 million. The release of the remaining 
tranches would be conditional on Jamaica taking resolute action to 
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achieve the remaining J$150 million reduction in state expenditure. 
The fund also made clear that it would not augment the lending 
programme to take account of higher import prices and interest rates. 

The response of the PNP government, however, was only further 
appeasement of the IMF, the motive of its entire encounter with that 
institution. The number of cabinet ministries was reduced from 21 to 
14; auditing and management improvements in the state-owned 
enterprises were accepted; the government also agreed to invite local 
businessmen to lease some state-owned hotels and some state-owned 
land, the latter in order, it was claimed, to increase the production of 
export crops. Although the drastic reduction in the budget was 
somewhat unpalatable to the PNP, in the end, Manley and his 
colleagues conceded an immediate cut of J$ l 00 million. However, 
pressure from the trade union movement forced the government to 
refuse the extra J$50 million which the IMF had demanded, in order 
to save 11,000 public sector jobs. Despite the big concessions the 
government had made the IMF refused to modify its initial position. 

Nine months later, at the 35th annual meeting of the Board of 
Governors of the IMF, held in Washington in the autumn of 1980, 
Jamaica's Minister of Finance Hugh Small made an ingenious but 
vain attempt to bring home to the bureaucrats of the IMF what their 
measures meant for Jamaica: 

'According to our calculations, if the United States was asked to 
make an 'adjustment' of this relative magnitude, it would need to 
reduce the federal budget for 1980-81 by some US$103 billion. 
There would also have to be retrenchment of some I, 700,000 
employees from the federal and state administrations. We cannot 
think of any better way to dramatise the assymetry of adjustment 
and the problem of condi1ionali1y as it affects the developing 
countries, in real human terms.' (author's emphasis). 

The IMF, was, as usual, totally impervious to this plea. Indeed, it 
rejected the PNP's entreaties by curtly dismissing Jamaica as merely 
another ungrateful 'spoilt child'! (sic). Its own evaluation of its 
treatment of Jamaica given in an official document illustrates its view 
of the situation: 

'An objective evaluation of the Fund's role in Jamaica must 
conclude that the Fund had been generous in terms of financial and 
technical support; co-operative in efforts to mobilise assistance 
from other external sources; liberal as regards the time allowed for 
the adjustment of demand; mindful of the external shocks and 
mishaps over which Jamaica has had no control; and sensitive to 
the social and political realities of the country'. 
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The IMF sincerely holds such views and, moreover, by its yardstick, 
it was, in fact, 'generous' to the Manley regime. It taxes the brain to 
imagine what the IMF does when in a parsimonious mood! 

In any case, the National Executive Committee of the PNP, at its 
famous 22 March 1980 meeting, rejected the IMF proposals by a 
margin of two to one. This has often been recorded by commentators. 
However, what has been seldom reported is the fact that, along with 
Eric Bell, the Minister of Finance (who resigned two days after this 
meeting) and his Minister of State, Richard Fletcher, Michael Manley 
urged the PNP to accept the IMF conditions and voted for their 
acceptance by the party. 

On one level this shows the inconsistencies and demagogy of 
Manley: in the public domain he was very outspoken against the IMF, 
but when it came to the crunch, behind closed doors, he buckled under 
its pressures. 

On another level, however, it illustrates a certain consistency in 
Manley's practice, since he realised that the pre-condition to any 
alternative to IMF policies was a radical transformation of power 
relations in Jamaica. The government would have had to contemplate 
the expropriation of the 500,000 acres of idle land held by Jamaica 's 
powerful landowning class. Instead of pleading with and bribing 
businessmen to keep the factories open, the PNP would have had to 
seriously consider the possibility of the workers taking over these 
factories to save their jobs and protect their livelihood. 

The PNP never considered such a radical rupture of social relations 
within Jamaica. Since its birth, during the working class and peasant 
uprisings of 1938, the PNP has always been a party dominated and 
financed (albeit somewhat inconspicuously) by middle-class 
professionals and, since 1952, by a powerful section of the Jamaican 
business class. Reliable sources claim that, even in the run-up to the 
October 1980 elections, one of Jamaica's most powerful families and 
long-standing supporters of the PNP donated J$100,000 to the 
impoverished party. Furthermore, although most leading members of 
the PNP have been members of the liberal professions, its 
programmes and policies have reflected the party's role as defender of 
Jamaica's capitalists. 

The PNP is, by its nature, unable to challenge the capitalist system 
in Jamaica and effect radical social change. This helps explain the 
party's capitulation to the IMF. But the PNP faced a huge dilemma. It 
was unwilling to seek a radical transformation of society, but nor 
could it win over Jamaica's business class to its policies. Frightened by 
the PNP's rhetoric and its mass following, business people refused to 
invest in the country. Although the PNP government gave 
unprecedented subsidies to industry and pursued an alliance with local 
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capitalists, this was to no avail. Factories were left idle and workers 
were made redundant. Despite all this the PNP made no attempt to 
deal with what was, in effect, economic sabotage in a bid to bring 
down the government. There was no attempt to nationalize companies 
which were refusing to co-operate with government plans and 80 per 
cent of the economy remained in private hands. 

It was this impasse between Jamaica's capitalist class and the 
Manley government which resulted in the balance of payments crisis 
and the country's economic ruin. With all radical options foreclosed, 
IMF recipes emerged by default as the only option for the PNP, the 
only way to break the deadlock. However, the prescriptions of the 
IMF, as we have seen, spelt disaster for the Jamaican urban and rural 
poor. Thus, in the end, Manley managed to alienate not just the 
dominant classes, but also the working class and oppressed who had 
to suffer the consequences of IMF policies. It was therefore not at all 
surprising that, in the elections of 30 October 1980, Jamaicans voted 
Manley out and placed in power the right-wing Jamaican Labour 
Party of Edward Seaga. 

The Manley Period in Retrospect 

'The masses of Jamaica are not for sale', declared Manley to an 
overflowing and cheering crowd at the National Stadium in Kingston 
on 19 September 1976. 'Above all', Manley reminded the Jamaican 
people on 5 January 1977, 'we are not for sale' . But in fact, under the 
Manley government, Jamaica succumbed to the IMF's demands. 
Nevertheless, despite the government's acceptance of IMF austerity 
measures, they failed to work. From mid-1978 to March 1980, 
Jamaica fulfilled all the requirements of the IMF programme, but the 
economy did not recover. Real GDP fell by 2 per cent in 1977, 1.7 per 
cent in 1978, 2.2 per cent in 1979 and 5.3 per cent in 1980. From 1976 
to 1980, manufacturing output declined in real terms by 34.8 per cent. 

The failure of the IMF policies is a reflection of the way the Fund 
had diagnosed the Jamaican problem. The IMF diagnosis of the 
country's balance of payments difficulties suggested that exports had 
been reduced and imports increased by the government's wage policy. 
On the import side, the IMF suggested that the value of imports had 
increased as a consequence of excessive' consumption generated by the 
increase in wages and an excessive deficit in the government's budget, 
which il financed by expanding the money supply. The IMF claimed 
that wage rises generated higher costs, which eroded the 
competitiveness of Jamaican exports on the world market. 

But the evidence does not support the IMF conclusions. The 
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increase in the country's import bill for instance, had very Little to do 
with an increase in the volume of imports. Rather it was a reflection of 
the increase in the cost of imported items, which was being generated 
by an inflationary spiral in the capitalist world economy at the time. 
In fact, from 1972 (the year the PNP came into office) to 1976 (the 
year of the Jamaican crisis), while the volume (i.e. the actual quantity) 
of imported items experienced a cumulative decline of 31.3 per cent, 
the value of these same items increased by 65.4 per cent. Nor is it true 
that excessive wage increases were responsible for the erosion of the 
competitiveness of Jamaican exports. During this period, there were 
substantial increases in real wages. Indeed, from 1973 to 1976, real 
average wages had increased by 28.9 per cent, an increase which had 
markedly improved the quality of life of the Jamaican working class. 
But these wage increases arose from a very low base. The average 
weekly income in October 1976 was a mere J$27 (at that time J$ I was 
worth about £0.50), while the national minimum wage stood at J$20. 
In 1973, the average weekly income stood at an abysmally low J$12. 
Therefore, it is clear that the wage increases during the early 1970s, 
though significant in relative terms, were far less significant when one 
takes into account their absolute values. 

Jamaica's principal export commodities, bauxite, alumina, sugar 
and bananas, accounted for 83 per cent of the island's exports in 1973 
and 1974. The bauxite and alumina industry, which alone accounted 
for 71 per cent of Jamaica's export earnings in 1974, experienced a big 
decline in output in the two subsequent years. This was partly due to 
the recession in the world economy, especially in the United States, 
which was by far the largest market for Jamaican ore, and partly due 
to the switch to Australian and Guinean ore. This switch, according to 
the bauxite companies, was a reaction to the lack of competitiveness 
of Jamaican ore. However, the companies could not snipe at wage 
levels in claiming a lack of competitiveness, but rather were aiming at 
the Bauxite Production Levy Act of 1974. 

ln that year, the transnational corporations operating within the 
bauxite enclave paid taxes of J$144 million, compared to only J$21.07 
million in 1973. This was a direct consequence of the levy. The cost of 
local salaries and wages amounted to a relatively small 1$55 million. 
In fact wage costs in the industry in 1974 comprised a mere 11.5 per 
cent of the declared value of bauxite and alumina exports, itself an 
underestimation of the true value of those exports. The idea that wage 
increases could account for the fall in competitiveness of Jamaican 
bauxite therefore, is not supported by the evidence. 

The two other main Jamaican exports, sugar and bananas, had 
fixed export quotas for the EEC and North American markets, with 
negotiated prices denominated in foreign currency. Jamaica failed to 
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fulfil its quotas in 1975 and 1976, but all concerned were agreed that 
the underlying causes of these failures were not wage increases, but the 
old technological and organisational backwardness of these sectors. 
Also in 1976, Jamaica's sugar crop, as has been noted above, was 
afflicted by diseases. 

Manufacturing and certain sectors of agriculture made up the only 
exports which operated on a relatively open market. But such 
products account for less than 20 per cent of Jamaica's total exports, 
and moreover, imported raw materials, not wages, are the most costly 
element in the manufacturing sector. Indeed, according to one study 
in 1977, imported raw materials accounted for no less than 39 per cent 
of the gross value of production of selected manufactures, while wage 
costs amounted to a relatively smaJI 21 per cent. It is obvious that 
wage increases here would invariably push up costs. But, when one 
takes into account the relatively small proportion of production costs 
which the wage bill comprised, and the fact that the non-traditional 
exports accounted for a relatively small percentage of total exports, it 
becomes clear that the argument that wage increases explain the 
balance of payments crisis of the Jamaican economy at the end of 
1976 does not stand up. In the crisis years, 1975 and 1976, it was not 
this non-traditional sector of the economy which registered reductions 
in exports, but rather the traditional bauxite/ alumina and agricultural 
sectors. 

Not only, therefore, were the prescriptions of the IMF disastrous 
for the Jamaican people, its diagnosis of the Jamaican problem was 
also fundamentally flawed. So, as Girvan, Bernal and Hughes wrote, 
there is much in the analysis and methodology of the IMF 'which one 
could find amusing from the intellectual standpoint, were it not that 
so much damage has been caused by the imposition of policy measures 
which assume the validity of the diagnosis'. 

The experience of the encounter of the PNP regime with the IMF 
leads us to the following conclusions: 

i. The diagnosis of, and the prescriptions proffered by the JMF for 
the alleviation of the balance of payments problems of Third 
World governments - especiaJly those committed to reform 
rather than radical change - end in disaster. Instead of a cure, 
IMF medicine exacerbates the illness of the patient not only 
socially but {assuming for the moment that we can distinguish 
between the two) economicaJly as well. 

ii. For Third World regimes committed to reform, acceptance of 
JMF policies means the abandonment, and indeed reversal, of 
the various reforms being implemented. Living standards fell 
dramatically under the Manley government. The real average 
weekly income of those fortunate enough to find employment 
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declined by 52 per cent from April 1975 to November 1980. 
iii. The IMF is not, as it maintains, 'above politics'. During 

sensitive negotiations with the PNP regime in Jamaica, for 
instance, the IMF held meetings with Edward Seaga, the 
opposition leader, and bis colleagues, and divulged to the latter 
confidential details of its talks with Manley. It is a lso by no 
means far-fetched to say that, by the end of 1979, the IMF had 
hardened its position during the negotiations to facilitate the 
early faJI of Manley in the light of the PNP's growing 
unpopularity in Jamaica. Ironically, this unpopularity of the 
government was largely due to the hardship caused by the PNP's 
adherence to the very measures proposed by the IMF itself. The 
second and more fundamental sense in which the IMF is 
politically biased is in the overall thrust of its policies when it 
encounters reform-oriented regimes. Its objective is to realign 
the government's policies according to a defined package of 
economic and political priorities suited to the needs o f western 
capitalist nations. Thus the IMF demanded wage freezes, the 
end of price controls, redundancies, de-regulation of the 
economy, a de facto minimum guaranteed rate of return on 
capital and cuts in redistributive state expenditure. In short, 
these demands represented a series of measures which shifted the 
balance of power away from labour and in favour of capital, 
and undermined any commitment to social justice and 
redistribution of wealth. 

iv. Although it is generally thought that an agreement with the IMF 
is a 'seal of approval' which enables the country concerned to 
borrow from international commercial banks, in Jamaica's case, 
this was far from being the truth. Despite the several agreements 
struck by the IMF with the PNP regime, from 1976 and 
especiaJly after the first failure to agree in 1977, the commercial 
banks were extremely reluctant to reschedule debts and natty 
refused to provide the PNP regime with new loans. 

v. We should not blame the IMF for the fall of Michael Manley, 
except perhaps in the most immediate sense, because the IMF's 
activities in Jamaica, far from being aberrations, were totally in 
character with its previous treatment of similar regimes. 
Therefore, such actions by the IMF should have been expected. 
Blame resides more with the PNP itself, which refrained from 
taking adequate actions to deal with Jamaica's long and 
conspicuous crisis. The primary factor which led to the 
government's turn to the IMF was the fall in production in both 
agriculture and industry. This began as early as 1974 when 
Jamaican business people made it clear that they would not 
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invest. Closures and redundancies increased. The PNP had two 
choices - either to abandon its promises of reform and its 
radical rhetoric or, especially after its massive mandate of 1976, 
to change power relations radically in Jamaica. The latter policy 
in conjunction with a concerted diversification of trade relations 
to break Jamaican dependence on the US economy would have 
offered some hope for the majority of Jamaicans. As it turned 
out, the standard of living of that majority could hardly have 
deteriorated more than it did at the behest of the IMF. 

The IMF and 'Deliverance' 

'Deliverance is near' - Jamaican Labour Party slogan in the 1980 general 
election. 'For God has sent us a deliverer, who is going to deliver us out of 
this wicked Babylon'. 'AH we need in this time is deliverance'. - Lyrics 
from two of the JLP's campaign songs. 

With the staccato sound of M l 6 rines still echoing in the streets of 
Kingston, the JLP won a landslide victory in the 1980 general election. 
The election was marked by unprecedented levels of violence and 
terror, and it soon became clear that the promised deliverance and the 
path to the New Jerusalem was to be provided by the operation of 
unencumbered market forces. 

The economic programme of the JLP coincided exactly with the 
views of the IMF. In fact, negotiations between the two had 
effectively begun in June 1980, a full four months before the election. 
Long before they took office, therefore, Seaga and his colleagues were 
quite clear what the IMF expected, if the loans the new government 
needed were to be forthcoming. The JLP acted accordingly and the 
institutional framework for the realization of the strategy of exporr
oriented growth, the Puerto Rican model, was rapidly moved into 
place. 

Opening the economy to foreign competition and reducing state 
spending began immediately. Public employees were laid off in their 
hundreds. Privatization of nationalized industries began and many 
state entities were closed down or reduced in size. Restrictions on 
foreign trade and tariff barriers, behind which Jamaican farmers and 
industrial producers had developed their output, were removed as 
both agricultural and consumer goods nooded into the country. The 
result was the alienation of small farmers, unions and local producers 
from the Seaga policies. 

In April 1981, an agreement was signed with the IMF. Over a three
year period, Jamaica was allocated US$650 million from the Extended 
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Fund Facility and US$48 million from the Compensatory Fund 
Facility. 

The conditions imposed by the IMF did not appear to be onerous. 
No devaluation was demanded, no more redundancies in the public 
sector were caJled for and no curtailment in government programmes 
was needed. In addition, the IMF assistance was to be 'front loaded' 
- that is, Jamaica was to be permitted to draw 40 per cent of funds in 
the first year of the programme, compared with the more usual 30 per 
cent in the first year of an agreement. This meant that Jamaica would 
be entitled to US$308 million in the 12 months to March 1982. 

However, to ensure that the government stayed on course, the IMF 
laid down certain conditions. Domestic bank credit to the public 
sector was limited so that funds would remain available for the private 
sector, inflation was to be reduced by the control of bank credit to the 
economy, foreign exchange reserves were to be increased as exports 
dropped, foreign borrowing by the government was to be limited, and 
there were to be no currency restrictions introduced that would hinder 
the ability of either the government or the private sector to meet its 
overseas commitments. 

Seaga, who is minister of finance and minister of mining as well as 
prime minister, proudly proclaimed to the Jamaican parliament that 
the deal was 'positive' for the local economy: 'It does not contain 
provision for devaluation of the Jamaican dollar, (nor) cutbacks in 
public sector employment or curtailment of specific programmes. All 
these were features of the previous agreements between the IMF and 
the government of Jamaica'. But then came the bad news for 
Jamaican wage-earners. For those employed in the public sector, 
Seaga explained, 

'To maintain current expenditure, wagt: restraint in the public 
:>t:ctor is inevitable inasmuch as compensation to employees 
accounts for 76 per cent of every dollar of revenue. The public 
sector, therefore, and public enterprises supported by the budget, 
will be subjected lo a three-year pay plan'. 

This plan was to result in the reduction of the real income of public 
sector workers. It based pay increases, not on the movement of prices 
as Manley had attempted during his period of office, but rather on 
'the availability of budgetary resources.' Needless to say, the 
budgetary resources were strictly limited by the government and the 
IMF. 

As for the workers in the private sector, the government, in its 
memorandum to the IMF, after pointing out that 'employers and 
employees should settle pay claims by free negotiation', effectively 
qualified this stipulation out of existence when it stated, 'parties to 
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industrial disputes should be encouraged to settle claims based on the 
ability of the enterprise to pay, having regard to the implications for 
production costs and prices, the generation of company earnings for 
investment in production expansion and the creation of employment 
opportunities'. As the Workers' Party of Jamaica asked: 'Which 
employers ever state that they have the ability to pay higher wages?' 

In addition, the government made quite clear that it intended to 
increase its powers of compulsory and binding arbitration. To back up 
this move, the chief of staff of the Jamaican Defence Force had 
pointed out that the army was ready to deal with any workers involved 
in industrial disputes. As one policeman told a group of striking 
workers: 'It's management's time now'. In addition to the de facto 
wage restraint, no less than half of the items that were on the 
government's price control list, implemented by the Manley regime, 
were removed. As was to be expected, the prices of these items 
increased sharply. 

It has been suggested that the conditions demanded of the Seaga 
regime by the IMF were generous. Such a judgment fails to 
understand the nature of the relationship between the Fund and the 
Seaga government. Nor do the terms of the agreement reflect the 
financial wizardry that the prime minister was supposed to have 
exhibited during the negotiations. Rather, the terms of the Jamaican 
agreement are based upon the traditional logic of the IMF. Take, for 
example, the question of cuts in public expenditure and the resulting 
unemployment that such cuts produce. Three reasons can be 
suggested as to why the IMF did not demand such reductions in state 
employment. First, from November 1980 to April 1981, the Seaga 
regime had already made inroads into public sector employment. 
Most notably among these was the disbandment of the Youth 
Employment Scheme, which meant the shedding of 12,500 workers 
from the state's wage bill. Thus, Seaga had already done the dirty 
work for the IMF. Secondly, as Jennifer Ffrencb pointed out in the 
Weekly Gleaner of 6 May 1981, to have demanded such reductions at 
such an early stage of the new government's period of office would 
have been asking 'the new administration to commit political suicide'. 
This would clearly have been against the interests of the IMF. Thirdly, 
implicit in the limitations placed on public spending was the shedding 
of more jobs in the future. There was no need to make this explicit and 
thus evoke public opposition. 

As far as devaluation was concerned, by the time the IMF 
agreement was signed in April 1981, the Jamaican dollar had been 
devalued by more than 60 per cent from the level four years before. 
The problem of the 'over-valued exchange rate', as Ffrench rightly 
noted, was no longer an issue. 
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~~------------------·---------------------------
La~t. and most important, the apparently favourable JMF 

cond1t1ons were granted to Jamaica precisely because the economic 
perspectives of Seaga and his coUeagues coincided with those of the 
IMF. Both believed in the de-regulation of the economy so that 
mark~t forc~s co~ld have fuU rein. Both accepted the need for wage 
restraint while prices were aUowed to rise without hindrance. Both 
a~r~ed that state int.en:ention in the economy should be kept to a 
minimum. Suc.h. a coincidence of economic perspectives, compared to 
th.e open hostJl~ty that characterised the Manley regime's relations 
wuh the Fund, 1s far more important in understanding the nature of 
the IM~ conditions imposed on Jamaica than any idea of IMF 
generosity. 

Sin.ce the IMF agreement was signed the performance of the 
Jamaica~ economy has not improved, as compared to its perform
ance dunng the Manley years. Certain aspects, in fact, have been 
worse . 

. There were, however, some early successes. In 1981, real GDP 
increased by 3.3 per cent, which broke a run of six years of falling 
GDP. Inflation.declined from an annual rate of 28.2 per cent in 1980 
to 6:2 per cent in 1982. At current prices, investment in fixed capital 
~as mcre~sed from a rate of minus 7.8 per cent in 1980 to 37.8 per cent 
m 1981 With further increases in 1982. By IMF standards these results 
look impressive. Moreover, for the first two years 
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of the IMF 
agreement, the J amaican economy passed all the IMF quarterly 
perfor~ance .tes.ts. However, these macro-economic figures and 
success m achieving IMF targets give no indication about the welfare 
of the Jamai7a.n people. They say nothing about employment or the 
standard of hvmg of the majority of Jamaican people. 

When ~eaga came into office in November I980, unemployment 
was running at 26.8 per cent of the labour force. By October 1981 , it 
h.ad declined to 25.6 per cent. However, by October I982, the official 
figure had risen to 27.9 per cent. Furthermore, bad though the official 
figures are, there are claims that they have been manipulated by the 
go~ern~ent t~ cover up the severity of unemployment. Indeed, an 
article. in Busmess Week in October 1982 quoted a trade union leader 
as say1.ng: ' It m~st be the new math they are using to come up with 
these figures. It JUSt doesn't add up to what we see'. Economists of the 
w.orkers' Party of Jamaica estimated unemployment in 1982 as one 
third of the labour force. Figures for certain sections of the 
workforce, notably women and young workers (those under 29 years 
old) are even more revealing. By October 1982, no less than 40.2 per 
cent of women ?n? 44.6 per ce?t of young workers were unemployed. 

Even t~ose still in ~ork contmued to suffer falling living standards. 
Average incomes, which have faUen by over 50 per cent between 1974 
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and 1980, fell by a further 6.2 per cent in the two subsequent years. As 
government investment in social services and welfare ~ayments we~e 
also falling, it is clear that the lot of the average Jamaican worker 1s 
deteriorating rapidly. 

Even before the IMF deal was struck by Seaga in April 1981, loans 
had begun to flow into the country. Within the first five months of the 
JLP government, the country had received more foreign loans than 
the Manley regime received in the whole of its final year in office. A 
large percentage of the foreign currency received was spent on. the 
import of consumer goods which flooded the market and undernuned 
domestic producers. Importers were making large profits while local 
producers, as early as May 1981 , were facing bankruptcy. The 
Jamaican Manufacturers Association (JMA) declared that the free 
flow of foreign goods into the domestic market 'meant the death knell 
for local industry'. Thus, the very producers who were meant to lead 
the export drive were being forced out of business. 

The situation facing local producers did not improve in the 
subsequent months. In a remarkably frank pronouncement, Mr A. 
Anthony Williams, the President of the J MA declared 'Manufacturers 
demand that those riding on their back get off ... ' and that his 
members were no longer prepared to take ' the licks (blows) while 
others were laughing all the way to the bank'. It was clear that those 
laughing all the way to the bank were local importers who had made a 
killing when import restrictions were lifted, and the banks themselves. 
Between March 1982 and March 1983, the nine largest banks (seven of 
which are foreign controlled) had increases in pre-tax profits of 125 
per cent. One bank in particular, the Eagle Merchant Bank announced 
a massive 600 per cent increase in its assets after only one year of 
operation. It is interesting to note that the Chairman of that bank was 
Mr Ossie Harding, the JLP Senate President and a major shareholder 
is Paul Chen Young, a close economic adviser of Prime Minister 
Seaga (Struggle, 25 April 1983). 

The new private investments that have been received have generated 
a mere 3,000 of the 90,000 new jobs that the Seaga government 
promised it would create by 1984. Nor had the celebrated Caribbean 
Basin Initiative much to offer Jamaica. Of a total of US$350 million 
allocated for the scheme, Jamaica received only US$50 miUfon in aid. 
Furthermore, the supposed opening up of the US market to Caribbean 
products will affect a miniscule 3 per cent of the exports of the region. 

T hus, despite the plans and promises of the Seaga government and 
their IMF backers, the Jamaican economy continues to stagnate. 
Bauxite production has fallen to its lowest levels since the 1960s and 
the country's visible trade deficit increased by 47 .6 per cent in 1982. 
The Jamaican dollar has been effectively devalued by the introduction 
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of a parallel market for foreign exchange. This means that many 
importers have to buy US dollars at a parallel rate of up to J$3.50 to 
the US dollar as compared with the official exchange rate of J$ J. 78 to 
the US dollar. This has considerably increased the costs of many 
imported items. 

The outcome of the country's growing economic crisis was reflected 
in April l 983 when it failed to meet the IMF performance tests and its 
allotted US$160 million of Fund resources were frozen. Further 
austerity measures in the form of cuts in government spending, 
reducing imports by a further US$l50 million, taxation increases and 
price increases encouraged the IMF to waive the failure of the 
performance tests and allow the country to draw another US$40 
million immediately. Despite this however, Jamaica is finding it 
increasingly difficult to borrow from international commercial banks 
as servicing its US$2.3 billion external debt gets more expensive. 
Furthermore, direct foreign investment is also falling and many 
investment proposals are being withdrawn as the crisis deepens. As the 
foreign debt grows, to rival that of Mexico on a per capital basis, and 
US military aid to the regime expands alarmingly to counter the rising 
levels of social tension on the island, Jamaica's future could not be 
more uncertain. 

Conclusion 

Since the first IMF loan was granted in 1977, the social condition of 
the mass of the Jamaican people has markedly deteriorated and the 
economy has cumulatively declined. However, the social and 
economic crises of contemporary Jamaica cannot be simply 'blamed' 
on the IMF as many have tended to do. What can be said however, is 
that unviable economic measures were prescribed by the IMF, but 
were not executed by it. The measures were put into effect by the 
indigenous Jamaican ruling class, albeit not under circumstances 
totally within its control. It is nevertheless, undoubtedly the case that 
the economic medicine prescribed by the IMF, has, even by the latter's 
own limited criteria of 'success', palpably failed in Jamaica. Indeed, 
the effects of the IMF measures upon the vast majority of the 
Jamaican people have been far more disastrous than the calamities of 
droughts and floods that nature has seen fit to inflict upon them in 
recent years. 
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I Proposals for Reform 

'Whatever in fact happens to interest rates or to Latin ~e~can .tra~e, the 
debt is now so huge that it devours all improvement, reqwrmg s_tilJ bigger 
improvement the following year. The debt is a black hole, growmg ~arge on 
the money it absorbs. Far from being the main symptom of the Laun 
American malaise, the debt has become the malaise itself.' 

The Economist, April 1983 

The effects of IMF stabilization programmes on the poor and 
underprivileged of the Third World have led to repeated calls for 
fundamental changes in the way it operates. On the o~her hand, t?e 
threat posed by the present debt crisis to the internahonal financial 
community has led to proposals for I~F refo~m from ~es~ern 
bankers and policymakers. There are widely different ob1ect1ves 
behind these calls for reform of the IMF. 

Ringmaster of the International Banks 

The concern of the Western financial establishment is to ensure that 
deficit nations continue to meet their commitments to Western banks. 
The present crisis has underlined the importance of the IMF to ~he 
financial community in achieving this objective and thu~ gua~ante~ing 
the stability of the financial system as a whole. The Fmanc1al T1m~s 
remarked recently: 'The Fund is generally conceded to be the ~~m 
remaining pillar propping up the world banking system a~d su~ta1~mg 
hope that general depression can be prevented from detenoratmg t~to 
all-out recession . It has overtly emerged as ringmaster of the ma1or 
international banks'. Yet there is still no unanimity of view on how the 
IMF should exercise this role. 
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The hard-line, free market view suggests that bailing out the debtor 
nations amounts to little less than the socialization of their losses by 
forcing Western taxpayers to pay for the extravagance of LDC 
governments. Furthermore, 'improvised, piecemeal rescue packages 
to protect debtor nations from financial collapse could lead to 
renewed world inflation and are a waste of resources', according to 
Professor Karl Brunner of the University of Rochester, New York. He 
argues that the debt crisis will be resolved by the operation of market 
forces and that the predicted upturn in the world economy will enable 
LDCs to meet their debt commitments. He does, however, concede 
that IMF resources could be increased 'temporarily' to meet the 
present severe liquidity crisis, but he warns that any permanent 
increase would be inflationary and would thus reduce the possibility 
of future growth. As far as the banks are concerned, as it is their own 
imprudence that has led to the present crisis, they will just have to 
accept the losses any LDC default will imply. 

However, a more moderate view appears to have gained the 
agreement of most Western decision-makers. This view suggests that 
leaving the banks to accept heavy losses due to LDC default would 
place too great a strain on the international financial system. Thus, to 
enable LDCs to get back on course, a large and permanent increase in 
IMF resources is called for. Any inflationary pressure that this entails, 
it is argued, is outweighed by the unacceptable implications of bank 
collapses under the burden of LDC defaults. The IMF has agreed 
therefore, a major increase in quota payments (although not all 
member governments have the approval of their respective legislatures 
to pay the increases as yet). The increase wiJI give the IMF nearly 50 
per cent extra usable funds by the end of I983. It has also borrowed 
from member states to increase the GAB to US$1.7 billion. Finally, 
there are suggestions that the IMF should borrow from the 
international financial market if it requires still more funds. All these 
extra resources, when taken up by debtor nations, will enable them to 
repay the bridging loans they received from the various central banks 
in the early days of the crisis and to reduce the level of private bank 
lending to LDCs to a more manageable proportion of their total debt. 

Furthermore, it is being suggested that regulation of the private 
banks, either by the IMF or by their own central banks, is essential if 
the present crisis is not to be repeated. This could include forcing the 
banks to agree to country lending limits for their LDC customers, 
ensuring that extra reserves are put aside to cover possible bad debts, 
and that loan periods are extended and interest rates reduced. 
However, because all these measures would affect their profitability, 
they are being vigorously contested by the banks. For their own part, 
the banks are trying to improve their ability to predict a country's 
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future capacity to repay its loans. To this end 35 US, European and 
Japanese banks have recently founded the Institute of ln.ternational 
Finance to collect data on debtor nations and report to its member 
banks. It is planned to offer the services of the institute to hundreds ~f 
banks throughout the world. There are also discussions of ways. m 
which private banks might better co-ordinate their actions when ma1or 
rescheduling of bank debt is under djscussion. A 'Paris Club' for 
private bankers has been mentioned. . 

Despite these efforts by the banks, the IMF fac~s the charge that its 
extra resources will do little more than help the pnvate banks out o~ a 
comer of their own making. The New York Times reported potential 
congressional opposition from both right and left to the c~ to 
increase the US quota contribution to the IMF by US$8.4 billion. 
Some congressmen see only a bail-out for bankers and demand th~t 
they be made to suffer for their sins. They argue that the IM~ ts 
effectively taking taxpayers' money from around the world and usmg 
it to increase the profits of the private banks. Even .Johannes 
Witteveen, a former managing director of the lMF, has adm1tted.: 'W,e 
lent them (various governments) the money, but instead of staying m 
the country, the private banks got all their interest out ~nd so~e got 
out their capital as well'. In fact, capital flight from Lattn Amenca to 
the US and Europe during 1981 and 1982 was estimat.ed ~o be no less 
than US$IO biJJion as profits and the proceeds from hqmdated assets 
were moved out of the region. 

Various schemes have been suggested to force the banks to accept 
losses as a result of over-lending, and at the same time increase their 
liquidity and thus relax the pressure on the banking system. These 
would involve the banks selling their outstanding LDC loans at a 
discount to the IMF or the central banks. The difference between the 
actual value of the loan and the discount price received would be 
recorded as a loss in the banks' accounts. Yet, at the same time, the 
banks would have money available both to meet any demand from 
depositors who wished to withdraw their money from the bank for 
fear of a bank collapse, or to re-lend to their LDC customers. Thus 
the banking system would be protected while individual banks were 
forced to lower their profits. 

The response of the banking community to a scheme that would 
reduce their profits has been predictable. One US banker was quoted 
in the International Herald Tribune as saying: 'No-one (in the banking 
community) wants their money back. It would only have to be re-lent. 
And at least we're earning a sensible margin on it. Why should I take a 
loss? My bank is not squeezed for liquidity. Yes, we've lost the 
flexibility about where we might have directed the repayments, had 
they been made, but we're earning more money'. 
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The Debt Crisis is Over, H Ever There was One! 

It has been suggested that the country-by-country debt rescheduling 
operation, the increase in IMF resources and the general economic 
upswing that is now occurring, plus a helping of luck and 'fast 
footwork', have between them resolved the debt crisis problem. 
However, thjs view is bard to substantiate. 

The long-awaited recovery in the world economy may not bring the 
expected relief to LDCs. It is estimated that a sustajned period of 
economic growth of nearly 3 per cent a year would be necessary to 
produce the extra income LDCs need to pay their debts. Yet even that 
level of growth has so far not been attained and present growth could, 
as Dr Witteveen suggests, 'come to an untimely end'. Many LDCs, 
and particularly those in Latin America, are reported to be entering a 
down-turn and, according to the World Bank, their economic 
prospects are 'difficult' despite a mild up-turn in the West. 'There is a 
very real danger', states Mr Tom Clausen, president of the World 
Bank, 'that the deepening recession in the Third World will abort the 
economic recovery in the industrial world . And a delayed recovery in 
the industrial world will visit even greater havoc on the stricken 
economies of the developing nations, and hence on the international 
financial system'. 

The two most heavily-indebted nations, Brazil and Mexico, have 
a lready been forced to 'renegotiate their renegotiations' and it is 
estimated that neither country will be able to meet its debt service 
obligations in 1983 without more foreign borrowing. The Financial 
Times reported in May 1983: 'Brazil's obligations this quarter and 
next still far outweigh the inflows of hard currency when calculated on 
a cash basis'. The Economist has also stated: 'probably not later than 
October, Mexico is likely to have to go back to its bankers, its IMF 
targets missed, to beg another US$2 billion in emergency credits to see 
it through the year'. 

Finally, the austerity programme imposed on Brazil by the IMF has 
already provoked a violent reaction from sectors of the Brazilian 
population. The International Herald Tribune commented: 'The 
rioting in Sao Paulo is an early warning of what can go wrong when 
austerity is imposed on an already hard-pressed population'. David 
Rockefeller, the retired chairman of Chase Manhattan Bank added: 
'The problems ahead will be the political and social repercussions of 
the austerity measures those countries were forced to take to renew 
their credit'. If LDC governments were to be confronted by a militant 
population that will not accept the imposition of more austerity 
measures, and by international creditors who will not lend without 
such austerity programmes, then some governments may, in the words 
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of Donald Regan, the US Treasury Secretary, 'be ~riven to co?sider 
other measures that could lead to widespread banking ~losures . 

Accorrung to UNCTAD, the emergency rescue opera~1ons mounted 
by the IMF over the past few months have done nothmg more .than 
push the crisis into the future. They argu~ that any plans negotiated 
without the participation of the LDCs will not .produce the c~cu_iges 
necessary to avoid recurrent crises. At the same tune, any negouat1ons 
that do include the LDCs will result in demands for _far more 
profound changes to the IMF and the international financial system 

than those now on offer. 

Fundamental Reform 

The need for fundamental reform of the IMF and the international 
financial system impHes both rejection of the view th~t market .fo~ces 
can guarantee economic progress and of the bebef that .lim 1t~d 
adjustments to market forces which the Fund is now under~akmg will 
be sufficient to make any meaningful difference to the phght of the 

LDCs. . 
The reforms outlined in this section range from the views put 

forward by the two reports of the Brandt Commissi~~· (North-South.: 
A Programme for Survival, 1980; and Common Cr1s1s, North-South. 
co-operation for World Recovery, 1983) and views expressed by 
many LDCs in such forums as the Group of 77 and UNCT AD, to the 
proposals that emanated from the South-North Conference on the 
International Monetary System and the New International ?rde~ held 
in Arusha, Tanzania, in 1980. Underlying the range of VJews 1~ the 
idea of mutuality of interests - i.e. that the proposed changes will be 
in the interests of both the developed countries and the LDCs. 

The adjustment process and conditionality 
While the IMF has been rigorous in its enforcement of balance of 
payments adjustment progran:imes for those .countries suffering from 
balance of payments deficits, u has never seriously attempted to force 
adjustment on those countries with balance of payments surplus~s. As 
every payments deficit must be counter-balanced some~here JO the 
world by a payments surplus, pressure on surplus countnes to expand 
their economies, and thus increase their import~, would lead to 
decreases in the deficits of those countries exportmg ,to t~e surplus 
nations. The IMF does have a 'scarce currency clause which allows 
deficit countries to discriminate against the imports of surplus 
countries, thus pressing them to reduce their surpluses. However, L?ac 
clause is virtually unenforceable as it stands at present. Those se~kmg 
substantial reform of the IMF recommend that surplus countnes be 
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made to play their part in the adjustment and not be left free, in the 
words of the Arusha Initiative, to 'solve their own short-term 
problems by .ex~orting deflation and unemployment, and even to 
adopt protecuomst measures against Third World imports'. 

Another a~pect of the adjustment involves the conditionality that 
the IMF brmgs to bear on deficit nations. The second Brandt 
Commission Report (Brandt II) suggests: 'The IMF, in framing its 
programmes, (sh?uld) give greater weight to output, growth 
employment. and mcome distribution considerations, relative to its 
past emphasis on the control of inflation and demand management'. 
It .suggests that the 1979 IMF guidelines - which stipulate that 
adjustment programmes pay 'due regard to the domestic, social and 
political objectives of the member countries' - should be 
implemented, thus making the conditionality attached to each 
adjustment process more appropriate to the situation of the borrower. 

Furthermore'. it is recognised that most LDCs avoid approaching 
the. IMF for assistance because of the harsh conditions they know wiU 
be •.~posed. Thus, by the time they are forced to seek IMF help, their 
deficits are extreme, entailing drastic impositions by the Fund. 
Changes in conditionality, plus the increased resources that it is 
proposed the Fund should acquire, could persuade deficit countries to 
mak~ r_nuc~ earlier us~ of the IMF, and allow for more 'understanding 
cond1t1ons to be applied. This could, according to Brandt reduce the 
IMF's 'ogrish reputation'. ' 

Two areas where conditionality could be more flexible are first in 
the timing of adjustments and, second, in relation to deficit; that ~re 
exte.rn~lly generated. The Fund should, it is suggested, be more 
reahsLic about the time it takes to make those adjustments that are 
nee~~d to ov~rcome the structural causes of balance of payments 
def1c1ts .. In this case the Extended Fund Facility, which funds long
term adjustments (e.g. the development of new industries or new 
markets to succeed old markets that may have been lost) and allows up 
to 10 years for repayment, should be increased to allow for more 
comprehensive structural adjustments. 

Countries that face payments deficits for reasons beyond their own 
control, are.b~dly served at present by IMF conditionality. A country 
whose deficit 1s caused by falling prices of its main export will not 
necessarily increase its export revenue, after the IMF has imposed a 
deflati?n to reduce. prices, because world demand for those exports 
may still be crumbhng. Brandt H's solution to this dilemma is to call 
for a 300 per cent increase in the Fund's Compensatory Finance 
Faci~ity, which would compensate fully for that loss of export 
earnmgs caused by factors beyond the country's control. It also 
recommends that this facility should not be allocated on the basis of 
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quotas. The quota system gives the poorest count~ies, those reliant on 
one or a few commodity exports and therefore with the greatest nee~ 
for this type of compensation, least access to the resource. Rather, 1t 
should be allocated according to how severe a country's loss of export 
income has been. 

Last the reformers argue that the performance tests applied to 
ensure' that a country is fully implementing the required conditions 
should be made more flexible and take account of a wider range of 
variables. 

At present, the IMF uses conditionality as a way to force countries 
to adopt the IMF model of development. According to many LD~s, 
this interferes with a nation's sovereign right to decide its own. ~oc.'al 
and economic models and development paths. The Arusha Irut1auve 
demands: 'There must be no penalization of countries which opt for 
strategies which emphasise national plan~ing, s~stems of 
administrative budgeting (of foreign exchange, imports, mvestment 
and credit) that reform the traditional institutions, an.d an active r?le 
for the public sector'. Thus, the IMF would be oblige~ to. p~ov1de 
finance to countries adopting models of development quite d1stmct to 
those suggested by the Fund's economists. 

Increased resources for the IMF 
In order for the adjustment described above to be successful, a much 
larger pool of resources must be made available to the IMF. Both the 
Brandt Report and the Group of 24 recommend that IMF quotas be 
increased by 100 per cent, which would enable the Fund to collect an 
extra USS45 million on top of the proposed 50 per cent quota 
increases already agreed. This very large increase is justified on the 
grounds that the value of IMF resources, as a percentage ~f world 
trade, has fa!Jen from 12.3 per cent in 1960 to 3.2 per cent m 1981. 
Also, if the changes in conditionality outlined above were to be 
implemented, LDCs would be encouraged to call upon IMF resources 
more often and heavily. A very large quota increase would be needed 
to meet this extra demand. To supplement the extra quotas, the IMF 
should also, it is suggested, further increase the General Agreement to 
Borrow and begin to borrow from both central banks and the 
international money markets (effectively borrowing from the private 
banks}. This would give the Fund the possibility of rapid expa~sion 
(or contraction) of its resources as circumstances changed. Besides, 
the Fund's resources should be augmented by a new issue of SDRs. 
Brandt II suggests USSIO billion to US$12 billion SDRs a year should 
be allocated for the next three years, if the proportion of SDRs to total 
IMF resources (other than gold} is to be restored to the ratio that 
existed in 1972. 

115 



The increase in IMF resources should not occur in a vacuum. The 
W~rld Bank should lend more of its funds for long-term Structural 
Adjustment Loans (SALs) and its concessionary lending arm the 
lnternational Development Agency (IDA), should be substan;ially 
expanded. The developed countries could increase bilateral aid in 
ac~rdance with the target of 0.7 per cent of a donor country's gross 
na~1onal product (agreed by the United Nations), with 0.5 per cent 
gorng to the poorest LDCs. The most controversial proposal might be 
the one t~at would have resources transferred automatically, rather 
than leavmg the transfer to the whims of governments in donor 
countries. Therefore, some form of international tax (on the arms 
trade, for example) should be imposed so as to generate a constant 
stream of resources for LDCs. 

International money, liquidity and a World Central Bank 
The most fundamental reform of the IMF to have been put forward 
concerns the role SDRs should play in the international economy. As 
has aJr~ady been ou.tlined, .the supply of 'world money' (those 
currencies used as mlernatJonal reserves and for international 
transactions) is crucial in the management of the world economy. At 
the moment, that supply is determined by the economic policy of the 
~Sand a few other Western nations. Yet that policy may not be in the 
interests of overall world trade. As the Bank for International 
Settlem.ents has stated, the contraction of international liquidity in the 
1980s is one of the 'factors which could impede the orderly 
resumption. ~f economic growth or depress the world economy'. 
Therefore, 1t 1s suggested that SDRs should become the main form of 
~ntemati?nal liqui~ty.a~d be given the role of determining the overall 
increase m gl~bal liqu1d1ty. They should displace the dollar, gold and 
other currencies, and the level of their supply should be decided 
democraticaJly by a representative World Central Bank. 

Not only should the SDRs be the main form of international 
money, but their vaJuation should not depend on the values of the 
currencies of strong countries. At the moment SDRs are valued 
according to the value of a basket of strong wo;ld currencies. This 
means that their values can be changed by the concerted action of a 
group of rich Western nations. An alternative suggestion is to value 
SDRs ac~?rding to the value of a basket of internationally traded 
~ommod1t1es, the value of which cannot be easily manipulated in the 
interest of any country or group of countries. AJthough there is no 
agreement as to the ~echnical feasibility of this scheme, it is agreed 
that SDRs need a different method of valuation than the one at 
present operating, if they are to be an effective and independent world 
currency and resolve the problem of exchange rate instability. 
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FinaJly, SDRs should be allocated to those countries whose need is 
greatest, that is, those which have to finance the great~st b~ance of 
payments deficits and the most investment in econorruc adjustment 
programmes. At present, SDRs are allocated according to IMF 
quotas, thus ensuring that the powerful countries receive the largest 
allocation and the LDCs receive very little. The 'SOR link' would 
requfre that the allocation of SDRs be linked to the development needs 
of nations. 

Democracy in the IMF 
In order to implement the reforms outlined above, LDCs would n~ed 
a much stronger voice in IMF decision-making. Therefore, the relative 
voting strength of all member countries would have to be revised so 
that one country, the US, did not have an effective veto and so t~at 
LDCs received more voting strength relative to the Group of Five 
nations. Also, in recognition of the power exercised by the lMF 
general manager and his staff, it is recommended that far ~ore IMF 
staff should be appointed from the LDCs. Last, because differences 
of opinion between the IMF and debtor nations will always occur, it is 
recommended that an independent arbitration body, incorporating 
representatives of all parties, be set up and that its decisions be 
binding. 

Assessment 

Two types of proposal can be identified from the above 
recommendations. The first seeks to provide LDCs with more finance 
in order to proceed with their present model of development, and the 
second would allow LDCs more scope in determining other models of 
development that might better meet their needs. 

Those reforms that recommend massive new lending (from various 
sources) to the deficit LDCs, but only minimal changes in t~e 
conditions attached to that lending, could lead to some growth in 
LDCs in the context of a growing world economy. However, as we 
have pointed out, such growth would be bought at the cost of further 
maladministration of the countries' resources in the hands of a small 
elite. Added to the bill would be increasing unemployment due to 
competition for local producers able to use only low-level technology, 
from transnational corporations with advanced technology to hand. 
Further, that source of growth reinforces a model of development that 
cannot lead to the integral development of an economy geared to meet 
the needs of the local population, but rather those of the international 
market. 
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Besides, and more importantly, such reforms could not bring about 
sustained growth. More lending may generate net inflows of capital 
into deficit LDCs in the short run, but they inevitably mean net 
outflows of capital in the long run. As The Economist has stated, 'the 
debt is a black hole, growing larger on the money it absorbs'. Thus, 
rather than providing the large and continuing inflows of capital for 
investment in the factories, roads and social services that the 
development process implies, increased borrowing serves only to pay 
off present debts at the expense of accumulating more future debts. 
According to the World Bank, 85 per cent of the new loans contracted 
by the LDCs in 1980 were used to repay old loans and therefore did 
not constitute a net inflow of capital into the LDCs concerned. Yet 
from 1978 to 1980, debt servicing, representing massive outflows of 
capital from the LDCs increased at an annual rate of 23.3 per cent. 

It is not only the acquisition of debt capital that leads to the 
progressive decapitalization of LDCs. The current model of 
development that most LDCs adopt requires them to look to foreign 
transnational producers to provide the productive investment that the 
country needs to boost its output (and its exports, so it hopes) and to 
provide jobs. According to a report presented in Havana to the 
Conference of Non-Aligned Nations, foreign investments in LDCs 
from 1970 to 1978 have earned for their investors a return of no less 
than 237 per cent in profits, interests and royalties. That means an 
outflow from LDCs of US$2.3 million for every US$ l million that 
flows in. 

It is difficult to see, therefore, how proposals for increased lending 
will resolve LDC problems in anything but the immediate future. The 
more radical proposals presented, massive automatic transfer of 
resources, a world currency not controlled by a handful of Western 
nations, changes of voting power within the IMF and an agreement 
that the Fund should not interfere if countries choose alternative 
development models, could make important changes in the world 
economy. The problem, however, is the likelihood of such changes 
ever being implemented. 

There is a fundamental conflict of interest between the vast 
majority of people living in the LDCs and the powerful elites which 
control the rich Western nations. If the IMF is viewed as one of the 
instruments that these elites use to maintain their influence and 
control over the LDCs, there appears to be no reason why those who 
control the IMF should agree to changes that would be clearly against 
their own interests. Without the power necessary to force Western 
nations to accept such radical reforms, they will fall as nothing more 
than pious supplications on deaf ears. 
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Latin America - Statistical Profile 1981: Population, 
GNP, GNP per capita, Exports, Imports, International 
Reserves. 
Latin America - Total Debt 1960-1981. 
Latin America - Total Debt and Debt Characteristics 
1982. 
Latin America - Debt Indicators: Total Debt Service as 
a percentage of GNP 1972-1981. 
Latin America - Debt Indicators: Total Debt Service as 
a percentage of exports, 1972-1981 
Latin America - Debt Indicators: Reserves as a 
percentage of Total Debt, 1972-1981. 
Latin America - Debt Indicators: Debt per capita, 
1960, 1970, 1980, 1982. 
Latin America - Structure of Debt by type of creditor, 
1965-1980. 
Latin America and the Caribbean: Average terms of 
Public Debt New Commitments, 1972-1981. 
Use of IMF Credits by Latin American countries, 
1972-1981. 
IMF Quotas, Value of World Imports and Total LDC 
Debt 1947-1983. 

Notes to Statistical Appendix 

The following tables are intended to give a selection and not a 
comprehensive survey, of data on the background to Latin American 
debt and to the IMF's operations in Latin America. 

Argentina, Brazil and Mexico are listed separately in Tables 1, 2, 3, 
4A-4D and 7 to take account both of the size of their economies and 
of the greater threat they pose to the world banking system by their 
combined debts. 

The central problem with any debt tables is to define what is 
included in the debt. Different figures are reached according to 
different definitions of debt, which can include any of the following: 

e Undisbursed Debt: the amount not yet drawn by the borrower from 
the creditor. 

• Public Debt: the amount owed by a public debtor, including the 
national government, a political sub-division, a central bank or 
autonomous public bodies. 

e Publicly Guaranteed Debt: the amount owed by a private debtor 
that is guaranteed by a public entity. . 

• Private Non-guaranteed Debt: the amount owed by a pnvate 
debtor that is not guaranteed by a public entity. 

• Short-term Debt: either defined as debt with an original maturity of 
less than one year, or any debt (of longer than one year maturity) 
that is due to be repaid within one year. This can include trade 
credit. The tables contain notes detailing which of the above are, 
included in each set of figures. 

The four tables of debt indicators (4A-4D) are included to give an 
historical perspective on the evolution of the debts, and no~ to. assess 
the capacity of any country to pay its debt. Althoug.h debt md1c~t?rs 
can give useful information about developments m debt serv1cmg 
capacity, conclusions drawn from them will not be valid unle~s 
accompanied by other economic evaluation. It is to be stressed that, m 
tables 4A and 4B, the figures are based on public debt only. . 

The various categories of creditors lending to Latin Amencan 
countries appear at the bottom of Table 5. . . 

Table 7 is included to show the drawings by Latm Amencan 
countries on IMF facilities and also to highlight the case studies of 
Chile, Jamaica and Peru. 

Table 8 is intended to illustrate the dwindling IMF quotas as a 
percentage both of LDC debt and world trade. 

In accordance with conventional practice: 
- indicates zero; n.a. indicates that the information is not available. 
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N 
N 

-t'! 

(1) 
Population 

(1980 -
thousands) 

Argentina 
Brazil 

27,660 
118,579 

Mexico 
Sub-total 

69,900 
216,139 

Per cent of total 630/o 

Bahamas 224 
Barbados 252 
Bolivia 5,600 
Chile 10,955 
Colombia 26,173 

Costa Rica 
Dominican Republic 

2,218 
5,515 

Ecuador 7,996 

El Salvador 4,813 
Guatemala 6,999 

Guyana 787 

Haiti 5,008 

Honduras 3,703 

Jamaica 2, 174 

Nicaragua 2,422 

Panama 1,895 

Paraguay 3,168 

Peru 16,678 
Trinidad and Tobago 1,067 

Uruguay 2,895 

Venezuela 13,943 

Total 340,624 

Sources: (I) IDB Annual Repon 1982; 
(2), (4), (5), (6) World Debt Tables 1982/3; 
(3) = (2)/ (1) . 
• 1980 

Table 1 

STATISTICAL PROFILE 1981 

(2) (3) 
GNP 

GNP (per capita) 
(US.Sm) (USSm) 

152,154* 5,500 
274,214 2,313 
230,724 3,301 
657,092 

74 0/o 

727 3,246 
823 3,266 

7,600 1,357 
31,437 2,870 
36,319 1,388 

2,426 1,094 
7,722 1,400 

12,594 1,580 
3,434 7 13 
8,569 1,220 

561 710 
1,573 314 
2,598 700 
2,676 1,231 
2,553 1,050 

3,670 1,937 
5,109 1,613 

20,906 1,250 
6,252 5,859 

10,791 3,727 
67,047 4,809 

892,479 

(4) (5) (6) 

Exports imports Reserves 
(USSm) (USSm) (USSm) 

11,788 15,757 5,006 
26,993 38,920 
30,083 

7,480 
43,222 4,971 

68,864 97,999 17,457 
560/o 650/o 360/o 

1, 154 1,243 100 
572• 620* 109 

1,034 1,351 429 
6,110 11,022 3,890 
4,953 6,888 6,079 

1,246 1,647 143 
1,479* 2,171 * 2,812 

3,000 4,026 797 
l , 175* 1,302* 277 

1,524 2,196 357 

41 1* 538* 7 

372 582 31 

903 1,233 107 

1,562 1,961 85 
n.a. n.a. n.a. 

4 ,282 4,640 120 
694* 979• 820 

4,217 5,902 1,764 

3,415* 4, 117* 3,366 
1,594* 2,312* 2,377* 

24,484 20.440 12,719 

122,375 151,418 48,932 
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Table 2 

TOT AL DEBT 1960-19811 (USS million) 

1960 1970 1972 1974 1976 1977 
Argentina 1978 1979 1980 1981 
Brazil 

1,275 2,455 3,448+ 4,914+ 6,519+ 7,531 + 12.045 
Mexico 

2,407 4,698 12,327 22,150 35,236 42,719 
16,380 19,093 26,705 

l, l 51 3,792 4,754+ 55,869 62,758 68,172 77,919 
Sub-total 10,512+ 18,291 + 25,149+ 4,833 10,945 20,529 37,576 

30,970+ 36,398+ 38,910+ 47,519 
Per cent of Total 60,046 75,399 98,884 67% 53% 59% 64% 67% 

115,536 126,175 152,143 
Bahamas 67% 69% 68% 67% 68% n.a. 50 48+ Barbados 107 + 100+ 111 + 99+ n.a. 16 12+ 87+ 80+ 228+ Bolivia 42+ 72+ 90+ 179 551 744+ 112+ 133+ 161 + 304+ Chile 906+ 1,608+ 2,014+ 2,371 + 2,764+ 562 2,534 3,598 2,944+ 3,010+ 
Colombia 4,956 5,062 5,623 7,183 377 1,850 2,765 8,273 9,780 13,075 3,085 3,760 4,076 4,648 Costa Rica 55 227 297+ 

5,705 7,028 8,532 
Dominican Republic 488+ 1,002+ 1,295+ 1,622 + 1,924+ 6 290 336+ 2,480+ 2.620+ 
Ecuador 95 

585+ 784+ 1,141 1,231 1,692 2,041 
EI Salvador 

353 481 + 604+ 1,073 + 1,790+ 2,069 
33 126 157+ 296 + 

2,263+ 2,948+ 3,680+ 4,257+ 
Guatemala 451 + 451 + 647+ 51 176 183 + 717+ 926+ 1,034+ 200+ 551 + 658+ 784+ 837+ 882+ 1,041 + 

Guyana 50 123 224+ 348+ 457+ 483+ 656 + 714+ 743 + 853+ 
Haiti 38 45 51 + 85+ 173+ 212+ 268+ 348+ 382+ 464 + 
Honduras 23 144 169+ 276+ 704 951 1,134 1,419 1,901 2,103 
Jamaica n.a. 192 370+ 714+ 1,059+ 1,179+ 1,389 + 1,498+ l.634 + 1,809+ 
Nicaragua 41 222 332+ 662+ 964+ 1,109+ 1.207 + 1,425 + 2,108+ 2,484+ 

Panama 59 290 467+ 760+ l,435 + 1,833 + 2,363 + 2,559+ 2,836+ 2,923+ 
Paraguay 22 158 193+ 344 507 604 833 1,291 1,348 1,571 
Peru 265 1,092 1,546+ 3,435 + 5,559+ 6,438+ 6,750+ 7,997+ 8,388+ 8,468+ 
Trinidad and 
Tobago 21 122 149+ 223+ 157 + 292+ 527+ 768+ 757+ 794+ 
Uruguay 132 356 402+ 854 1,210 l,253 1,277 l,560 1,798 2,205 
Venezuela 363 924 1,795 + 1,890+ 3,204+ 4,781 + 7,384+ 10,239 + 11,150 + ll,535 + 

Total 7,205 20,786 34,848 58,436 89,938 111,783 143,632 170,434 189,222 223,522 

Sources: IDB Annual Report 1982 for years 1960 and 1970. World Debt Tables 1982/3 for years 1972-1981. 

1. Total Debt includes all external debt, public or publicly guaranteed, with an original or extended maturity of more than one year, which 
is owed to non-residents and repayable in foreign currency, goods or services. Figures marked + include the debt of the private sector 
that is not guaranteed for repayment by a public entity. No figures include obligations with an original maturity of less than one year, 
debt repayable in local currency or most transactions with the IMF. 



Tabte3 

TOT AL DEBT AND DEBT CHARACTERISTICS 1982 + 

N 

°' (1) (2) (3) (4) (S) (6) 
Total Debt Short-term Owed to 
Year-end Year-end (2) as a Commercial Owed to (4) as a 

1982 1982 per cent Banks us Banks per cent 
(USSbn) (USSbn) of (t) (USSbn) (USSbo) of (1) 

Argentina 38.5 19.0 49 25.3 8.8 66 
Brazil 84.0 19.0 23 55.3 20.5 66 
Mexico 80.0 31,0 39 64.4 25.2 81 
Total 202.5 69.0 34 145.0 54.5 72 
Per cent of Total 680/o 660/o 71 O/o 670Jo 

Bolivia 3.0 0.8 27 l.J 0.4 37 
Chile 17.0 5.0 29 11.8 6.1 69 
Colombia 10.3 4.0 39 5.5 3.0 53 
Costa Rica 3.5 0.8 23 1.2 0.5 34 
Ecuador 6.5 2.5 38 4.7 2.2 72 

El Salvador 1.5 0.3 20 0.3 0.1 20 
Guatemala 1.5 0.4 27 n.a. 0.2 n.a. 
Honduras 2.0 0.4 20 0.5 0.3 25 
Nicaragua 2.5 0.4 16 0.8 0.4 32 
Paraguay 1.5 0.4 27 0.6 0.3 40 

Peru I 1.0 4.8 44 5.2 2.3 47 
Uruguay 3.5 n.a. n.a. l.J 0.6 31 
Venezuela 28.5 15.0 53 27.2 10.7 95 

Total 294.8 103.8 35 205.0 81.6 69 

Sources: (I), (2) and (5), New York Times, 13 March 1983 (Quoting Morgan Guaranty Trust) 
(4) Morgan Guaranty Trust, World Financial Markets, February 1983. · 

+ :~~n ~::!~~~des public and publicly guaranteed debt, and private non-guaranteed debt. Short-term debt is the debt due to be paid 

Table 4A 
TOTAL DEBT SERVICE AS A PERCENTAGE OF GNP 1972-1981+ 

1979 
1972 1974 1976 1977 1978 1980 1981 

Argentina 1.9 1.4 1.6 2.1 3.3 1.4 1.3 n.a. 

Brazil l.0 I.I 1.3 1.6 2.2 2.9 3.3 3.1 

Mexico 1.9 1.7 2.6 4.4 6.2 7.6 4.3 3.7 

Bahamas 1.7 2.1 3.2 7.3 3.2 4.0 3.0 2.4 

Barbados 3.5 1.3 0.9 1.9 1.6 2.0 1.6 1.8 

Bolivia 3.1 3.2 3.6 4.7 8.9 5.3 4.7 3.7 

Chile 0.8 2.6 7.9 6.8 8.1 6.3 5.2 5.3 

Colombia 1.9 2.5 1.8 1.6 1.7 2.4 1.6 2.0 

Costa Rica 2.8 3.2 2.9 2.9 7.0 6.5 4.4 7.2 

Dominican Republic 0.8 1.l 1.4 1.6 1.9 4.6 2.3 3.0 

Ecuador 2.1 2.7 1.6 1.8 2.8 8.0 3.8 4.3 

El Salvador 0.9 1.5 1.6 2.5 1.0 1.0 1.2 1.3 

Guatemala 2.0 0.9 0.3 0.3 0.5 0.6 0.8 0.6 

Guyana 3.1 3.3 7.8 7.7 10.4 18.4 12.3 13.2 

Haiti 0.8 0.9 1.2 1.2 1.2 0.7 I.I 1.3 

Honduras 1.0 1.2 2.3 2.8 3.4 5.3 4.1 4.4 

Jamaica 1.6 2.6 3.8 4.8 7.9 8.9 8.4 13.2 

Nicaragua 3.8 3.5 4.3 5.0 5.2 3.8 3.7 1.4 

Panama 4,1 7.6 5.2 7.7 23.5 14.0 14.3 13.4 

Paraguay 1.9 1.3 1.2 1.3 1.4 1.6 1.8 1.4 

Peru 2.2 3.4 3.2 4.9 6.7 6.4 8.2 9.1 

Trinidad and Tobago 1.0 3.0 2.9 0.4 0.8 1.3 3.8 1.6 

Uruguay 4.9 4.2 5.7 5.9 8.7 1.8 2.0 1.6 

Venezuela 1.6 2.0 1.3 2.3 1.9 3.2 4.9 4.5 

- Average 1.6 1.7 2.0 2.7 3.6 4.0 3.4 n.a. 

N 
....i Source: World Debt Tables 1982/3. 

+ Total Debt Service is the actual repayments of principal (amortisation) and interest made in foreign currencies, goods or services in the 
year specified. Total Debt Service is based on public debt only. 



Table 4B 

TOT AL DEBT SERVICE AS A PERCENTAGE OF EXPORTS 1972-1981 + 

- 1972 1974 1976 1977 1978 1979 1980 1981 N 
00 

Argentina 20.5 16.8 18.5 15.4 27.0 14.7 17.7 18.2 
Brazil 14.2 13.1 18.1 21.3 31.0 36.2 34.4 31.9 
Mexico 22.3 18.8 31.1 43.3 54.6 62.3 31.8 28.2 

Bahamas n.a. 1.3 2.0 5.0 2.1 2.7 1.9 1.6 
Barbados 5.7 2.0 1.9 3.7 2.8 3.0 2.3 n.a. 
Bolivia 18.0 11.4 16.3 21.8 49.7 30.2 25.9 26.9 
Chile 9.9 11.9 31.1 33.8 40.7 26.5 21.9 27.2 
Colombia 12.5 15.8 9. s 8.8 9.4 13.3 9.7 14.6 

Costa Rica 9.9 9.5 9.6 9.0 23.2 22.9 16.6 14.1 
Dominican Republic 3.7 4.2 5.7 6.5 9.1 18.4 10.6 n.a. 
Ecuador 10.5 7.1 5.7 7.3 12.0 29.5 13.7 17.9 
El Salvador 3.1 4.6 4.0 6.0 2.8 2.2 3.5 n.a. 
Guatemala 10.3 3.7 1.5 1.2 2.2 2.6 3.5 3.3 
Guyana 5.2 4.5 11.2 11.7 15.8 28.7 16.8 n.a. 
Haiti 4.5 5.4 4.7 4.9 4.0 2.7 3.9 5.4 
Honduras 3.3 3.6 6.2 7.0 8.4 12.6 10.2 12.7 
Jamaica 4.2 5.8 11.2 14.5 16.2 15.7 13.7 22.5 
Nicaragua 11.1 11.3 12.1 13.9 13.6 8.1 n.a. n.a. 
Panama 10.5 12.8 8.2 11.6 32.5 18.4 12.5 11.S 
Paraguay 13.4 7.8 7.7 6.3 7.2 8.9 11.S n.a. 
Peru 15.7 23.0 25.9 30.S 31.3 22.3 31.0 44.9 
Trinidad and Tobago 2.5 4.7 5.6 1.0 1.9 2.4 6.5 n.a. 
Uruguay 30.5 31.0 29.3 29.9 45 .8 9.9 12.0 n.a. 
Venezuela 6.2 4.2 3.9 7.6 6.9 9.5 13.3 12.5 
Average 13.6 11.3 15.2 18.3 26.2 26.6 22.2 n.a. 
Source: World Debt Tables 1982/3. 
+ Total Debt Service is the actual repayments of principal (amonisation) and interest made in foreign currencies, goods or services in the 

year specified. Total Debt Service is based on public debt only. 

Table 4C 

RESERVES AS A PERCENTAGE OF TOTAL DEBT 1972-1981 

1976 1977 1978 1979 1980 1981 
1972 1974 

38 30 51 49 71 49 19 
Argentina 17 18 10 

25 19 17 23 16 
Brazil 34 

8 7 8 11 10 
Mexico 27 18 8 

62 99 ll5 44 
Bahamas n.a. 47 47 61 

49 33 
93 39 41 54 so 

Barbados 233 19 14 
28 13 15 13 19 

Bolivia 10 30 
6 12 12 20 33 42 

Chile s 
60 88 92 71 

Colombia 12 17 34 50 

ll 10 16 13 8 8 s 
Costa Rica 15 

14 17 14 14 
Dominican Republic 18 18 17 17 

34 19 
65 49 38 32 32 

Ecuador 30 41 27 
57 56 65 59 56 

El Salvador 61 
109 115 85 34 

Guatemala 81 137 101 114 

6 s 9 3 2 l 
Guyana 17 18 

9 7 7 
16 17 15 

Haiti 35 24 
8 5 

6 12 19 17 15 
Honduras 21 

4 5 6 5 
27 3 4 

Jamaica 43 n.a. 
16 15 14 5 n.a. n.a. 

Nicaragua 24 
6 5 4 4 

9 6 8 4 
Panama 

26 31 45 54 49 58 52 
Paraguay 17 33 21 

32 8 8 9 26 
Peru 33 

344 282 371 424 
175 646 509 Trinidad and Tobago 39 

128 132 n.a. 
87 54 72 87 

Uruguay 74 
117 129 120 110 

113 430 301 201 - Venezuela 
28 33 30 n.a. N 30 38 29 28 \0 Average 

S<>urce: World Debt Tables 1982/ 3 for international reserves and Table No.2 for total debt figures. 
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Tab\eS 

STRUCTURE OF LATIN AMERICAN DEBT,+ BVTVPEOFCREDITOR, 1965-1980 

PRIVATE OFFICIAL 

Nationalisationl 
and Bond Total Mu Iii- Total 

Banks' Suppliers2 lssues4 per cent later111s BilateraJ6 per cent 

1965 12.0 20.2 8.5 40.7 22.6 36.7 59.3 
1970 19.5 16.9 8.3 44.7 24.4 30.9 55.3 
1971 22.5 16.4 7.9 46.8 24.6 28.6 53.2 
1972 26.2 14.7 7.3 48.2 24.2 27.6 51.8 
1973 32.5 12.8 7.0 51.3 22.7 26.0 48.7 
1974 37.7 12.0 6.0 55.7 20.0 24.3 44.3 
1975 42.5 10.8 5.2 58.5 20.0 21.5 41.5 
1976 46.7 9.0 5.8 6 1.5 18.6 19.9 38.5 
1977 50.4 8.0 7.1 65.5 17.2 17.3 34.5 
1978 53.4 7.2 7.8 68.4 16.3 15.3 31.6 
1979 56.7 6.9 6.7 70.3 16.5 13.2 29.7 
1980 56. 1 6.2 7.4 69.7 17.3 13.0 30.3 

Source: IDB Annual Report, 1982. 

+ Debt repayable in foreign currency at more than one-year terms, contracted directly by public agencies or by private entities with 
government guarantee. Includes the undisbursed balance, but not private non-guaranteed debt. 

Notes to Table S 

I. Banks comprises credits extended by commercial banks, whether their ownership is private or public, as weU as credits from private 
financial institutions. 

2. Suppliers includes credits from manufacturers, exporters or other suppliers of goods to finance the purchase of their products. 
3. Nationalisation consists of debts which arise from the settlement for compensation to non-nationals for property owned by them, which 

has been acquired by the public authorities by means of expropriation or by common consent. 
4. Bond issues comprises securities offered to the general public which are traded on stock exchanges, as well as securities privately placed 

with a limited number of investors, usually banking institutions, which could trade them on stock exchanges at a later date. 
5. Official multilateral includes loans and credits extended by international, regional or sub-regional financial organisations, such as the 

World Bank, the International Development Association, the inter-American Development Bank and the Central American Bank for 
Economic Integration. This category does not include loans made out of the funds administered by the IDB on behalf of governments. 

6. Official bilateral includes direct loans from governments or public entities, and government loans administered by the IDB. 



Table 6 
IN 

LA TIN AMERICA AND THE CARIBBEAN: AVERAGE TERMS OF P UBLIC DEBT, N 

NEW COMMITMENTS 1972-1981 

1972 1974 1976 1977 1978 1979 1980 1981 
AJI Creditors 
Interest (per cent) 6.9 9.2 7.5 8.0 9.4 11.2 11.6 14.2 
Maturity period (years) 13.0 12.3 10.3 9.2 10.2 10.3 10.5 IO.I 
Grace period (years) 3.4 3.6 3.3 3.6 4.2 4.2 3.9 3.7 

Offlclal Creditors 
Interest (per cent) 6.0 6.1 6.7 7.0 6.8 6.9 7.4 8.3 
Maturity period (years) 20.1 18.2 18.2 17.3 17.9 17.9 17.2 16.3 
Grace period (years) 5.3 4.8 5.0 4.4 4.8 5.0 4.3 3.9 

P rivate Credito rs 
Interest (per cent) 7.5 10.5 7.8 8.2 10.0 12.l 13.3 15.9 
Maturity period (years) 8.5 9.7 7.1 7.3 8.5 8.6 8.0 8.4 
Grace period (years) 2.3 3.1 2.6 3.4 4.1 4.1 3.8 3.6 

Source: World Debt Tables, 1982-3. 

Table 7 

USE OF IMF CREDITS (USS million) 1972-1981 + 

1972 1974 1976 1977 1978 1979 1980 1981 
Argentina 189 78 529 419 
Brazil 
Mexico 371 509 299 136 

Sub-Total 189 78 900 928 299 136 

Bahamas 
8 9 9 3 l 

Barbados 
18 20 20 80 71 

Bolivia 9 
179 123 49 

Chile 86 196 467 365 347 

Colombia 
58 57 103 23 38 36 32 Costa Rica 

25 44 48 124 49 23 Dominican Republic 4 
Ecuador 9 

7 44 
El Salvador 10 22 15 

I ll 
Guatemala 

86 86 6 20 21 39 53 Guyana 
8 14 10 10 8 22 37 

Haiti 
20 5 15 38 

Honduras 21 
470 16 80 107 181 351 309 Jamaica 

12 10 2 3 57 49 25 
Nicaragua 9 

9 50 51 53 42 23 94 
Panama 
Paraguay 

33 184 205 334 492 474 387 
Peru 
Trinidad and Tobago 
Uruguay 40 78 145 119 

Venezuela 

Total 388 487 1,968 1,902 1,372 1,528 1,297 1,538 

Total (LDCs) 1,159 2,678 7,356 7,158 7,182 7,778 9,075 13,680 

Latin American share 
(per cent) of LDC total 33 18 27 27 19 20 14 11 

Source: World Debt Tables 1982/ 3. 

- All IMF resources except the reserve tranche and the IMF Trust Fund. IN + 
IN 



Table 8 

IMF QUOT AS, VALUE OF WORLD IMPORTS AND TOT AL LDC 
DEBT 

(I) (2) 
IMF quotas 

(3) (4) (5) 

pre-1972: Value of 
USS million; World (l) as Total (I) as 
post-1972; Imports per cent LDC debt per cent 

SDRs million CUSSbn) of (2) (USSbn) of (4) 
1947 7,922 39.50 20.1 n.a. n.a. 

56.4 14.0 
1950 8,037 59.5 13.5 n.a. n.a. 
1955 8,751 88.3 9.9 n.a. n.a. 
1960 14,741 119.6 12.3 n.a. n.a. 
1965 15,972 174.2 9.2 38.1 42 
1970 23, 182 294.7 7.9 72.9 32 
1972 28,988 385.1 8.8 90.7 32 
1974 29, 189 781.0 3.7 135.8 21 
1975 29,211 814.4 3.6 161.9 18 
1976 29,213 923.2 3.2 195.5 15 
1977 29,219 1,059.0 2.8 240.1 12 
1978 39,011 1,237.8 3.2 298.8 13 
1979 39,015 1,559.5 2.5 352.4 11 
1980 59,596 1,923.2 3.1 404.8 15 
1981 60,674 1,907.8 3.2 462.1 13 
1982 60,060 1,110.0•• 3.4 529.0+ b 11 
1983 90,000 n.a. n.a. 706.0+ c 13 

Sources: International Financial Statistics (various years) for {I) and (2). World Debt 
Tables for (4). 

@ Figure obtained from International Financial Statistics 1948. The figure below is 
obtained from IFS 1950. 
+. estimate. a. is from International Financial Statistics 1983. b. is from World 
Debt Tables. c. is from Time Magazine, 10 January 1983. 
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CHILE: The Pinochet Decade 
Ten years ago, General Pinochet came to power in Chile in a coup 
which cost the lives of over 10,000 people. The coup brought to an 
end the socialist government of President Allende and inaugurated 
an experiment in monetarist economics which Time Magazine 
described as 'a model of what can be achieved in restructuring an 
ageing prostrate economy into a streamlined machine.' A decade 
later, the experiment has collapsed. Chile has entered the worst 
economic crisis in its history and Pinochet is facing widespread 
opposition. 

Chile: The Pinochet Decade tells the story of the rise and fall of 
the laissez-faire ecnomic technocrats known as the Chicago Boys, 
who masterminded the experiment and analyses the nature of their 
alliance with General Pinochet. The book shows how the Chicago 
Boys promoted a concept of 'economic liberty' based on the 
individual's right to compete in free markets. This could only be 
implemented through a state with vastly increased powers of 
repression and surveillance. In this way, manual and white collar 
workers and the rural and urban poor were forced to accept dramatic 
falls in their living standards which were a consequence of the 
model. For, the Chicago Boys presupposed a political and economic 
system, in which only the privileged few are actors and notions of 
social justice do not figure. 

Chile: The Pinochet Decade traces the failure of the model from 
the 'shock treatment' of 1975, in which the economy was massively 
contracted in order to reduce inflation, through the supposed 
miracle years of high growth funded by foreign loans, to the present 
situation of bankruptcy and the final abandonment of the free 
market model. 

Available from Latin America Bureau, 1 Amwell Street, London 
EC1R 1UL 

£2.95 plus £0. 75 postage and packing 
US$6.00 plus US2.50 postage and packing 
ISBN 0906156181 Published September 1983 
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Brazil has been under military rule since 1964. Since then there has 
been substantial repression, the growth of poverty, massive urban 
migration of the rural dispossessed, and a huge increase in foreign 
ownership of land and industry. Brazil owes the international 
bankers over eighty billion dollars and is groaning under an inflation 
rate of 100%. The so-called 'economic miracle' has been unmasked 
as a brief period of industrial expansion which occurred at huge 
social cost to the majority of Brazilians. 

Brazil: State and St ruggle traces the origins and development 
of the current crisis in Brazil from the 1920s to the present. It pays 
particular attention to the current phase in which the growth of an 
independent trade union movement has been the major feature. 
Under pressure from the emerging popular movement, the military 
and the industrialists have initiated a process of 'reform' or abertura. 
Yet these measures have proved to be very limited, and designed to 
sustain the dictatorship rather than to democratise Brazil. 

LAB's Special Brief provides an up-to-date analysis of Latin 
America's most sizeable, most populated and most industrialised 
country. 

Latin America 
8ufeou 

Available from Lat in America Bureau, 1 Amwell St reet , London 
EC1R 1UL 

£2.50 plus £0.50 postage and packing 
US$5.00 plus US$2.00 postage and packing 
ISBN 0 90615616 5 Published 1982 
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