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How does politics affect private international lending? This
article highlights the relationship between international
banks, their home governments, the International Monetary
Fund (IMF), and international regulators during the years
that preceded the debt crisis of 1982. Based on new archival
evidence from different case studies, we find that the decisions
of commercial banks to lend were largely based on the home
governments’ preferences, competition, and the assumption
that home governments and international organizations
would provide lender of last resort functions to support bor-
rowing governments. While previous works suggest the 1982
debt crisis was unexpected, we show that banks primarily
reacted to the deteriorating macroeconomic situation in
many emerging economies once the support of their home gov-
ernments and the IMF became uncertain.
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Oneproposal that has repeatedly generated debate among academics
and policymakers is the need for an international lender of last

resort (ILOR).1 Those who argue in favor of an ILOR claim that such
an institution would provide support to solvent countries facing liquidity
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crises. Since the 1990s financial crises it has been argued that this would
improve the present financial “architecture”where problems of collective
action impede investors from furnishing such support.2 On the other
side, those who argue against the establishment of an ILOR reference
the potential problem of moral hazard, a point that has been raised as
the main criticism of the International Monetary Fund (IMF).3 A depar-
ture point for this debate in the history of financial crises is the 1982 debt
crisis.4 Literature has not provided a definitive answer as to whether
moral hazard was the main problem that led to the crisis. This article
provides new evidence based on rich archival material from a variety
of sources, namely the archives of Société Générale, Lloyds Bank,
National Westminster Bank, the Bank of England (BoE), the Banque
de France, the Organisation for Economic Co-operation and Develop-
ment (OECD), the National Archives (U.K.), and the IMF. Although
the usual limitations connected with the use of primary sources should
not be underestimated, this article demonstrates how the lending
volumes of commercial banks to borrowers in developing countries
were affected by the creditor governments’ interventions and by
market failures, such as the absence of information and pressures stem-
ming from international competition for export markets.

Mexico’s moratorium announcement in August 1982 marked a his-
torical turning point in the assessment of credit risk. The default by the
Mexican government and the consequent rescheduling of its debt repre-
sented an abrupt end to the lending boom to developing countries that
had begun after the oil shock of 1973. In looking for the causes behind
the wave of defaults during the 1980s, a wide assumption emerged
among scholars and policymakers that international banks, then the
main financial intermediaries, had miscalculated the risk associated
with loans granted to developing countries. Scrutinizing the state of
country risk analysis during the 1970s, it has been argued that the
banks’ assessments of country risk were flawed, underdeveloped, and
limited by the lack of proper information on the debt and other variables
of the borrowing countries.5 The combination of these factors can be

2 Steven Radelet and Jeffrey D. Sachs, “The East Asian Financial Crisis: Diagnosis, Reme-
dies, Prospects,” Brookings Papers on Economic Activity 29, no. 1 (1998): 1–90.

3 For a literature review and the conceptual and empirical controversies on the studies of
moral hazard and the IMF, see Axel Dreher, “Does the IMF Cause Moral Hazard? A Critical
Review of the Evidence” (unpublished paper, 2004), https://ssrn.com/abstract=505782;
International Monetary Fund (IMF), “Fund Financial Support and Moral Hazard: Analytics
and Empirics” (Policy Paper No. 03-2007, IMF, 2 Mar. 2007).

4On the long-term evolution of the IMF as crisis manager, see James M. Boughton, “From
Suez to Tequila: The IMF as Crisis Manager,” Economic Journal 110, no. 460 (2000): 273–91.

5 Christine Bogdanowicz-Bindert and Paul Sacks, “The Role of Information in Bank
Lending to LDCs,” World of Banking 3, no. 5 (1984): 17; Karin Lissakers, Banks, Borrowers,
and the Establishment: A Revisionist Account of the International Debt Crisis (New York,
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taken as the major cause that led to the wave of defaults in the late 1970s
and early 1980s.

There is an abundance of literature that seeks to explain the banks’
overlending to high-risk countries in the 1970s. These studies assume
that perverse incentives existed to deter banks from properly assessing
the risk associated with these loans. The explanations given have
favored factors such as competition, excess liquidity, and poor regula-
tion.6 Political scientists have also cited the banks’ decisions to lend on
political grounds. According to several authors, home governments
encouraged banks to increase loans to developing countries.7 Risk anal-
ysis remained a secondary consideration, as banks expected that in the
case of concern, either their governments or the IMF would intervene
to support both themselves and the borrowing countries, thereby avoid-
ing any potential losses.8

Nevertheless, the argument—that is, overlending resulting from
market failures—is never truly demonstrated and has been contradicted
in other literature. There are also several texts that analyze how the late
1970s Euromarkets functioned.9 Some of these have sought to identify
the factors that justified the (low) interest rates that the banks charged
for their loans. However, a major flaw in this literature is that it does
not include the political variables taken into account in more recent lit-
erature on moral hazard in IMF lending, suggesting that such variables
were irrelevant. Most of these works argue that macroeconomic funda-
mentals drove the risk premia charged by banks to sovereign borrowers
in the 1970s and 1980s. They also find that overall there was no change in
this phenomenon after the 1982 crisis.10 Thus, there is no evidence for
moral hazard or governmental interests, as was argued by political scien-
tists. According to this literature, the 1982 crisis arose because of the

1991); Richard J. Taffler and Boualem Abassi, “Country Risk: AModel for Predicting Debt Ser-
vicing Problems in Developing Countries,” Journal of the Royal Statistical Society: Series A
(General) 147, no. 4 (1984): 541–68.

6 See, for example, Robert Devlin, Debt and Crisis in Latin America (Princeton, 1989).
7 See Miles Kahler, “Politics and International Debt: Explaining the Crisis,” International

Organization 39, no. 3 (1985): 357–82; or Philip A. Wellons, “International Debt: The Behav-
ior of Banks in a Politicized Environment,” International Organization 39, no. 3 (1985):
441–71.

8 Roland Vaubel, “The Moral Hazard of IMF Lending,” World Economy 6, no. 3 (1983):
291–304.

9 See Duane W. Rockerbie, “Explaining Interest Spreads on Sovereign Eurodollar Loans:
LDCs versus DCs, 1978–84,” Applied Economics 25, no. 5 (1993): 609–16; Gershon Feder
and Richard E. Just, “An Analysis of Credit Terms in the Eurodollar Market,” European Eco-
nomic Review 9, no. 2 (1977): 221–43; or Sebastian Edwards, “LDCs’ Foreign Borrowing and
Default Risk: An Empirical Investigation,” American Economic Review 74, no.4 (1984):
726–34.

10 This is, in particular, the conclusion found in Rockerbie, “Explaining Interest Spreads,”
612–13.
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sudden deterioration of macroeconomic fundamentals, tight monetary
policies in creditor countries, and the deterioration in the terms of
trade of borrowing countries.11

In this article we provide new empirical evidence that shows how
banks considered political factors in their decisions to lend. Contrary
to previous works in political science, we deliver a comprehensive anal-
ysis of the role of all the main agents participating in the Euroloans
market based on archival material from commercial banks, their home
governments, borrowing governments, regulators, and international
organizations. Today’s scholars working on international finance may
easily identify certain persistent elements that we highlight as central
to the emergence of moral hazard in the 1970s Euromarkets. These
include the close relationship between home governments and interna-
tional banks and the alignment of incentives that fed the lending
boom, which ended with the wave of defaults in the 1980s.

This article is organized as follows. The first section provides a brief
literature review on international finance and the reasons behind the
1982 crisis. It establishes the “puzzle” (the term used in the literature)
in which banks’ loan volumes and prices did not behave in accordance
with increased macroeconomic imbalances in developing countries, as
observed in the years that preceded the crisis. Thereafter we analyze
whether flaws in information could have distorted banks’ risk analyses.
We find that this was not the case, although improvements in risk anal-
ysis and information produced by the banks were the main concerns
among national and international regulators. Next, we demonstrate
through a set of case studies that commercial banks in the United
Kingdom and France maintained a close relationship with their govern-
ments prior to granting a loan. The final price was determined by other
factors, such as export contracts, national foreign policy, and
competition.

Commercial Banks’ Underreaction to Macroeconomic Imbalances

Did the banks ignore the alarm bells that sounded prior to the crisis?
It is widely recognized that in the late 1970s, many borrowing countries
experienced a rapid deterioration in their macroeconomic fundamentals
(Table 1). William Cline shows the rapid growth of international debt
among “non-oil” developing countries and new oil exporters, such as

11 Jeffrey D. Sachs, Anthony M. Solomon, William S. Ogden, Eduardo Wiesner, and
R. T. McNamara, “Developing Country Debt,” in International Economic Cooperation, ed.
Martin Feldstein (Chicago, 1988).
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Table 1
Macroeconomic Indicators for Selected Countries

Argentina Brazil Chile Mexico

Real
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capita
GDP

growth
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debt to
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growth

Public
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per

capita
GDP

growth

Public
debt to
exports

Reserves
to

imports

Real
per

capita
GDP

growth

Public
debt to
exports

Reserves
to

imports

1979 8.6 190.7 265.2 4.3 229.8 47.7 7.2 99.71 50.2 6.9 192.7 18.4
1980 2.6 261.3 186.3 6.6 194.5 25.9 6.6 74.78 55.5 6.7 163.0 16.6
1981 −7.1 193.8 86.3 −6.6 186.5 29.0 3.2 83.74 44.5 6.4 165.3 15.4
1982 −6.4 207.0 81.9 −1.7 246.2 17.2 −11.7 111.25 50.2 −2.7 193.6 9.9

Sources: World Bank, World Debt Tables 1989–90: External Debt of Developing Countries (Washington, DC, 1989); World Bank, World Tables 1992
(Baltimore, 1992).
Note: Figures expressed as percentages.
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Mexico.12 The growing debt problem was accompanied by a strong eco-
nomic recession in Brazil starting in 1980.13 In the case of Argentina,
capital outflows began in 1980 and a banking crisis erupted in 1981.14

Even in Chile and Colombia, which avoided the same type of debt
service difficulties that affected most of the continent, macroeconomic
imbalances were evident and translated into an economic and financial
crisis in 1981, in the case of Chile, and balance-of-payment and
banking crises starting in 1980, in Colombia.15

Surprisingly, during the whole precrisis period, most developing
countries continued to borrow in international markets on relatively
good terms. Mexico, the first country to experience repayment problems,
had been under an IMF Extended Fund Facility program in 1976. Subse-
quent IMF missions repeatedly expressed concerns regarding the gener-
ally high levels of inflation and public deficits in 1979.16 The economic
growth boomwas influenced by an expansionary fiscal policy and by favor-
able oil prices, at a time when Mexico was exporting an increasing volume
of oil. But by 1982, Mexico’s fate depended on a combination of external
and internal factors.17 Starting in 1979, adverse conditions in the world
economy affected the country through higher interest rates and lower eco-
nomic growth. As a result, the public finances of Mexico’s central govern-
ment deteriorated, as most of the external debt was public (government,
public firms, and private firmswith public guarantees). Internal conditions
were related to the overvaluation of the peso and the high budget deficits
that had existed since the late 1970s.18 Mexico’s balance of payments,
along with its public finances, suffered from a drop in oil prices in 1981.

12William Cline, International Debt: Systemic Risk and Policy Response (Washington,
DC, 1984).

13 Jeffry A. Frieden, “The Brazilian Borrowing Experience from Miracle to Debacle and
Back,” Latin American Research Review 22, no. 1 (1987): 95–131.

14 Roque B. Fernandez, “La Crisis Financiera Argentina: 1980–1982,”Desarrollo Econom-
ico 23, no. 89 (1983): 79–97.

15 For Chile, see Edgardo Barandiaran and Leonardo Hernandez, “Origins and Resolution
of a Banking Crisis: Chile 1982” (Working Paper No. 57, Central Bank of Chile, Dec. 1999); for
Colombia, see José A. Ocampo, “Crisis and Economic Policy in Colombia, 1980–5,” in Latin
American Debt and the Adjustment Crisis, ed. Rosemary Thorp and Laurence Whitehead
(Basingstoke, 1987), 239–70.

16Official memorandum, 24 Sept. 1980, IMFAWestern Hemisphere Department, WHDAI—
Country Files, box 129, IMF Archives (hereafter IMFA).

17 According to a report of the first meeting between Mexican government representatives
and the IMF, “TheMexicans, who, I must say, proved their skills as stagemanagers, . . . blamed
. . . external conditions.” “Mexico-Meeting with Creditor Banks at the Federal Reserve Bank of
New York,” by Manuel Guitián to the Managing Director, 23 Aug. 1982, IMFAWestern Hemi-
sphere Department WHDAI—Country Files, box 129, IMFA. On the Mexican external debt
rescheduling, see Joseph. Kraft, The Mexican Rescue (Washington, DC, 1984).

18William R. Cline, International Debt and the Stability of theWorld Economy (Washing-
ton, DC, 1983).
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One important question concerns the precise moment when capital
markets reacted to developing countries’ increasing debt service prob-
lems. Jeffrey Sachs wonders why banks’ lending soured between 1980
and 1981 after the rise in world interest rates and argues that the late
burst of lending is “difficult to justify.”19 Within the literature focused
on banking and finance, a comparison of bond and bank loan markets
is used to test the relevance of different institutional settings and the
nature of each market in terms of the possibility of concerted action
and the relative weight of a renegotiation position in case of default.20

However, previous studies of the bond market find only mixed evidence
of an earlier reaction in the Euroloan markets. Jack Guttentag and
Richard Herring, for instance, examine the weekly behavior of spreads
over the London Interbank Offered Rate (LIBOR) of the floating rate
notes of Nacional Financiera, a credit institution owned by the
Mexican government. They demonstrate that while some investors
began to react to an increased risk of default in May 1981, the risk was
not fully appreciated until November 1981.21 Conversely, David Folk-
erts-Landau shows that foreign bonds, denominated in either deutsche
marks or U.S. dollars, did not demonstrate any peculiar behavior until
August 1982, the month when Mexican authorities publicly announced
their debt service difficulties.22

The bond markets’ late and sudden reaction was consistent with
Sebastian Edwards’s findings that international financial markets only
anticipated by a few weeks the Mexican debt crisis.23 Nonetheless, a
brief review of the press confirms that banks seemed to have reacted
more rapidly than previously assumed, at least regarding the loans stem-
ming from Mexican public entities’ increased need for liquidity. For
instance, the Wall Street Journal published several articles on
bankers’ concerns about Mexico’s external debt as early as August
1981.24 The terms of the loans also became less favorable; a loan in
August 1981 on behalf of Pemex, Mexico’s state oil company, reported
a spread of 0.5, compared with the 0.375 spread of previous loans.25

19 Jeffrey D. Sachs, introduction to Developing Country Debt and the World Economy, ed.
Jeffrey D. Sachs (Chicago, 1989).

20 For a detailed discussion on the differences between the bonds and the banks’ loan
markets, see Sebastian Edwards, “The Pricing of Bonds and Bank Loans in International
Markets: An Empirical Analysis of Developing Countries’ Foreign Borrowing,” European Eco-
nomic Review 30, no. 3 (1986): 565–89.

21 Jack M. Guttentag and Richard Herring, The Current Crisis in International Lending
(Washington, DC, 1985).

22David Folkerts-Landau, “The Changing Role of International Bank Lending in Develop-
ment Finance,” Staff Papers (International Monetary Fund) 32, no. 2 (1985): 317–63.

23 Edwards, “Pricing of Bonds,” 565–89.
24 “Mexico’s Heavy Debt Doesn’t Hurt Credit Rating,” Wall Street Journal, 11 Aug. 1981.
25 See “Pemex Arranges a $200 Million Euroloan,” Dow Jones Newswires, 21 Aug. 1981.
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The deteriorating situation in Mexico’s economy, including the fall in oil
revenues following both a drop in the price of oil and the tightening of
interest rates worldwide, reflected the “wider margins” that Mexican
public entities had to pay for their borrowing, as the Financial Times
reported.26

It is striking that most discussions that followed the crisis were
linked to the lack of information on developing countries. Several criti-
cisms were raised against international organizations given the lack of
timely and reliable data. The IMF and the Bank for International Settle-
ments (BIS) rejected such accusations. As the crisis erupted and the IMF
actively participated in the elaboration of a plan to support Mexico, its
staff prepared a summary of the warnings expressed between 1980
and 1982 regarding the potential debt problems of developing countries.
In one such speech, the IMF clearly emphasized that “there is no
‘umbrella’ and no lender-of-last-resort for unwise lending. Certainly,
the Fund is not in the business of bailing out financial institutions that
have run into difficulty.”27

The BIS was heavily criticized for its delay in publishing statistics on
the total amount loaned to borrowing countries.28 The BIS responded by
arguing that even though information was available, banks reacted too
moderately. In its 1982 annual report, the BIS provided a general
description of the evolution of the world economy that led to the crisis,
along with the banks’ reactions. The BIS identified the nature of the
lending boom as the main risk. This consisted of loans with floating
interest rates that had much shorter maturity dates than loans granted
in 1974 and before. The macroeconomic situation of most borrowing
countries weakened, starting in 1979, after a second increase in oil
prices and stronger anti-inflationary policies being undertaken by indus-
trialized countries. Economic growth in developing countries came to a
sudden halt in 1980. At the same time, their account deficits increased
because of a drop in the price of rawmaterials and an increase in protec-
tionist tendencies by industrialized countries.

Despite this macroeconomic evolution, the BIS described the banks
as having “not strongly reacted” to the international payments

26 “Companies andMarkets: Mexican Credit Margins Rise,” Financial Times, 11 Jan. 1982.
27 “Warnings by the Fund on LDC Deficits and Indebtedness,” 8 Feb. 1982, Western Hemi-

sphere Department Fonds, Immediate Office Sous-fonds, WHDAI Country Files, box 129, File:
Mexico (1979–1983), IMFA.

28 Paul Mentré, “The Fund, Commercial Banks, andMember Countries” (Occasional Paper
No. 26, IMF, 6 Apr. 1984), 1–39. This paper was initially a report by an external consultant
(Mentré, former executive director) commissioned by IMF’s managing director to better
assess the mounting debt problems during the first months of 1982. See document prepared
by the Secretary to the members of the Executive Board, 4 Aug. 1983, IMF—EBD/83/200,
IMFA.
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situation.29 They referenced central banks from the G10 countries and
Switzerland that had expressed concerns as early as 1979 about the
risks of international lending and the need to maintain adequate
capital levels. The BIS reported that while banks did become more selec-
tive regarding individual borrowers and charged higher spreads to coun-
tries with high debt levels, “prime” countries continued to obtain credit
on favorable terms. This was the case for oil producers such as Mexico.

According to the BIS, one of the most important indicators of
increased debt service problems was the banks’ undisbursed interna-
tional credit commitments, which started to decline in the second half
of 1979 and then more rapidly beginning in 1982. This was particularly
evident for major Latin American borrowers. Moreover, Alexandre Lam-
falussy, who worked as economic adviser and head of the Monetary and
Economic Department and then as assistant general manager at the BIS
during that period, wrote that governments in borrowing countries were
aware of the unsustainable pace of external borrowing well ahead of
foreign lenders (banks and investors).30 Lamfalussy argued afterward
that the Falklands War, in April and May of 1982, had been the external
shock whereby investors reacted to the true situation of developing coun-
tries’ debt problems, even if the maturity of their lending had already
begun to shorten by 1980.31

Risk Analysis and Banking Regulation in the Precrisis Period

Previous scholars have studied the role of competition and market
concentration in the banking sector as the main factors that differentiate
banks’ information production and risk analysis, as in the 1970s.32 A
report by the U.S. regulatory authority recognized that country exposure
management systems were adequate for banks with “larger exposures,”
although this was not the case for banks with smaller exposures.33 Chris-
tine Bogdanowicz-Bindert and Paul Sacks describe the sovereign risk
analysis of the 1970s as “soft” but insist that the problem was not a

29Bank for International Settlements (BIS), Annual Report (Basel, 1982), 124.
30 Ivo Maes, “Alexandre Lamfalussy et les tentatives de la BRI pour éviter un endettement

excessif en Amérique latine dans les années 1970,”Histoire, économie & société 4 (2011): 59–
77.

31 Alexandre Lamfalussy, Financial Crises in Emerging Markets: An Essay on Financial
Globalisation and Fragility (New Haven, 2000).

32 Stephen H. Goodman, ed., Financing and Risk in Developing Countries (New York,
1978). For a theoretical model on creditor heterogeneity, differentiating between “money
center” banks and “regional” banks, see Prasanna S. Gai, “International Bank Lending to
LDCs: An Information Based Approach,” International Journal of Finance and Economics
2, no. 1 (1997): 59–71.

33U.S. General Accounting Office, Bank Examination for Country Risk and International
Lending, GAO/ID-82-52 (Washington, DC, 2 Sept. 1982).
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lack of information but rather the lack of use of available information.34

Following these authors, some regional banks relied on the information
included in the documents produced by the money center banks (pri-
marily the “placement” memoranda), as international lending was a
new activity for them. These documents included statistics on the polit-
ical and economic situation of the country. The primary sources were
mainly publications elaborated by the IMF, theWorld Bank, and the BIS.

Paul Mentré provides a detailed description of all available sources
of information on developing countries.35 Other publications besides
those mentioned above existed on the markets and the economic and
political situation of borrowing countries. A noteworthy contrast, as
compared with today, was the minor importance placed on ratings
awarded by rating agencies. Ratings on sovereign borrowers from
these institutions were practically nonexistent; specifically, fewer than
10 percent of countries actively being financed through the Euromarkets
were rated. For instance, in 1980 Moody’s rated only Panama, Australia,
New Zealand, Denmark, Canada, Venezuela, Austria, Finland, Sweden,
Norway, and the United Kingdom.36 Standard & Poor’s rated seven
countries in 1974 and Fitch rated none.37

Other ratings were used, though they were directly dependent upon
the conditions under which the market and the banks rated the borrow-
ers. One of these was a ranking published by Euromoney, which created
a rating system based on the conditions under which each borrower con-
tracted a loan in U.S. dollars or deutsche marks, using the LIBOR as a
reference rate.38 This rating had seven categories based on the values
of the “Euromoney index,” defined as the ratio of the spreads of the
loans issued to their maturities (all concerning only the public sector).
A major drawback was that this system did not add new information
into the market; it simply reflected the conditions under which banks
were lending.

How did the Euromoney ranking perform regarding the probability
of default? In 1979, the best-ranked “future defaulter” was Mexico,
placed thirty-fourth out of sixty-seven countries. Remarkably, Mexico
was upgraded after the following year and ranked thirteenth—better
than countries such as Norway (fifteenth), Iceland (nineteenth), and
Spain (twenty-first). It was then downgraded in 1981, following a

34Bogdanowicz-Bindert and Sacks, “Role of Information,” 17.
35Mentré, “The Fund.”
36 Praveen Varma, “Sovereign Bond Defaults, Rating Transitions and Recoveries (1985–

2002): Special Comment” (Report No. 77350, Moody’s Investors Service, Feb. 2003), 3.
37Norbert Gaillard, A Century of Sovereign Ratings (New York, 2012), 48.
38 The other publication that also created a similar index was Institutional Investor; see

Gaillard, Century.
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general trend of countries that later defaulted.Mexico was one of the first
and largest defaulters of the 1980s, even though the country ranked
higher than all other defaulting countries (twenty-second).39 The relative
borrowing terms of countries that would default in comparison with
nondefaulting countries further confirm that banks reacted at least one
year before the onset of the crisis. From 1980 to 1981, the average
defaulter ranking was downgraded from 41 to 46.

The role of regulation during those years is a crucial issue. According
to the IMF, increased competition contributed to banks’ refusals to col-
laborate with regulatory authorities.40 In countries such as the United
States and the United Kingdom, banks could not be forced to reduce
their exposures or to alter their practices, although the regulations did
influence the lending activities of banks in countries such as Germany
and Japan. In 1980, the U.S. General Accounting Office reported that
its recommendations (called “special comments”) had limited impact
on restraining the increase in country exposures, which had become
problematic over time.41

Regarding the former, a general overview of contemporary publica-
tions, regulators’ reports, and bankers themselves showed that the risk
analysis was full of flaws and that information on borrowing countries
was lacking. Even worse, bankers active in the Euromarkets recognized
ex post that pricing or lending decisions were not really taking country
analysis into consideration.42 The role of limited information had also
been at the core of discussions between banks and the IMF in the
years prior to the crisis. Jerôme Sgard describes how the IMF conducted
continuous exchanges with banks regarding the economic situation of
member countries in the 1970s but refused to share “sensitive” informa-
tion.43 Borrowing governments had only been willing to share this infor-
mation because they believed it would remain confidential. Interestingly,
the IMF had received an increased number of requests from commercial

39 The Institutional Investor’s 1982 country credit ratings also reported a downgrade for
Mexico between September 1981 and March 1982.

40 IMF, “The Fund, Commercial Banks and Member Countries, Annotated Bibliography,”
25 Nov. 1983, EBD/83/200, Supplement 1, IMFA.

41 An internal IMF report explained in 1978 that the GAO classified countries according to
their credit standing. This rating was based on historical quantitative indicators and the
country reports prepared by the New York Fed. It served the GAO to issue “special comments”
to banks if the ratio of exposure to capital to an individual country was above 25 percent for
high standing countries, but for the other two groups it would be 5 percent or 10 percent.
The writer of the report was skeptical about the information used and the utility of the practice,
as comments arose when the exposure limit had already been reached. David Finch, official
memorandum for the managing director and deputy manager director, 5 Nov. 1979, Central
Files, Central Files Collection, box 13, S150.1, IMFA.

42 Lissakers, Banks, Borrowers.
43 Jerôme Sgard, “How the IMF Did It: Sovereign Debt Restructurings between 1970 and

1989,” Capital Market Law Journal 11, no. 1 (2016): 103–25.
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banks on the economic situation of different countries since at least
1977.44 As a result, the IMF systematically registered the kind of infor-
mation that the banks sought but was concerned as to whether these con-
tacts went beyond routine inquiries and whether this information could
have directly influenced banks’ lending decisions.45

In fact, the banks’ requests in the early 1980s for better information
blatantly contrasted with their initial position in the 1970s regarding reg-
ulation. The Burns questionnaire, an early attempt to improve the
general state of information, illustrates this. In 1977, the BIS, along
with the G10 group of central banks, prepared a questionnaire that estab-
lished a list of questions that commercial banks were recommended—or
even obligated, in some cases—to ask of potential borrowers before
granting loans.46 This questionnaire was distributed to the main banks
in G10 countries and was also intended to capture the receptiveness of
the banks to this initiative. The BIS organized visits to commercial
banks in Belgium, Canada, France, Germany, Switzerland, the United
Kingdom, and the United States. The checklist included questions that
focused mainly on borrowing countries’ external indebtedness.47 As
expected, most banks rejected the idea on various grounds, and in
general they felt they “did not need central bankers to teach them how
to assess sovereign credit risks.”48 The BIS archives provide precise
reports on staff visits to some of the main creditor countries. They
describe the attitudes of bankers as a national group or, as in the case
of the United States, attitudes at the individual bank level.

A general overview of the reports established by the BIS on each
of the visits undertaken in September and October 1977 shows the
following. Swiss banks were the most openly hostile to any type
of regulatory intervention, followed by U.K., Belgian, and U.S.

44 These requests had to be registered, for which a form was established in 1978 at the
latest. These forms included information on the requesting bank (and person) and the eco-
nomic figures being sought. IMF – Contact with Commercial Banks and Other Private Institu-
tions, Western Hemisphere Department Fonds, WHD Division Subject Files, box 10, files 3–4,
IMFA.

45 See Ernest Sturc, office memorandum, 21 Nov. 1977, Western Hemisphere Department
Fonds, box 17, File: Commercial bank relations with, 1978–1985, IMFA.

46 Lamfalussy, Financial Crises. According to Piet Clement and Ivo Maes, the question-
naire was initially suggested by Arthur Burns, then chairman of the Fed. Clement and Maes,
“The BIS and the Latin American Debt Crisis of the 1980s,” in Peripheral Visions of Economic
Development: New Frontiers in Development Economics and the History of Economic
Thought, ed. Mario García Molina (London, 2016), 203–228.

47Other questions concerned balance of payments and indicators on the domestic econo-
mies of borrowing countries, such as GNP, monetary aggregates and prices. See “Report to the
Governors on the reactions of commercial banks in Group-of-Ten countries and Switzerland to
Chairman Burn’s proposed checklist,” 26 Oct. 1977, box 7.18 (12), Michael Dealtry Papers,
folder V, BIS Archives.

48 Lamfalussy, Financial Crises, 12.
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banks.49 Overall, there are important variations between national groups
of banks, but we suspect that the same type of heterogeneity can be
observed within each group. A closer look at U.S. banks demonstrates
that the attitudes differed between small and large banks. Bank of
America, Citibank, and Chase Manhattan, three of the most active
banks in the Euromarkets, were the most averse to the Burns question-
naire. In 1975, they had ranked first, second, and fourth in the league
tables of banking assets at a world level.50 While this evidence would
be noteworthy during the debt renegotiations of the 1980s, it was
already relevant in the precrisis period in terms of information produc-
tion, market share, and regulatory interests.

A final and still open question concerns the extent to which politics
may have affected the commercial banks’ lending decisions in the decade
that preceded the 1982 crisis. Literature on international bank lending
during the late 1970s and early 1980s remains inconclusive regarding
not only the impact of a particularly favorable political environment
on the pricing of loans granted to developing countries but also
whether the kind of potential pressures previously described could
have contributed to the 1982 debt crisis. Amajor distortion was the prob-
ability of intervention by an external agent (similar to an ILOR), which
became very relevant. Contemporary observers stressed the role of the
IMF as an institution whose presence was supposed to “underpin confi-
dence, just as a steady local central bank strengthens the domestic mon-
etary system.”51 Roland Vaubel expressed concerns regarding moral
hazard on both the debtor and lender sides resulting from IMF lending
practices. This institution, he argued, gave incentives to the countries
not to remain solvent but instead to resort to continuously rescheduling
their debts while also subsidizing the errors that banks had committed in
the past.52

In the same vein, Folkerts-Landau and Guttentag andHerring evoke
the possibility of moral hazard among lenders as a result of herd behav-
ior. Banks would have wanted to keep country exposure in line with other
banks to increase the probability of government intervention in case of
trouble, otherwise the entire banking system would have been in jeop-
ardy.53 Archival evidence shows that moral hazard was increasingly
evoked in the years that preceded the crisis. The Bank of England had
been monitoring the potential implications of a default for the British

49The report referred to above was accompanied by the minutes of the meetings held with
the banks in each of the participating countries.

50Devlin, Debt and Crisis.
51Margaret G. De Vries, IMF in a ChangingWorld, 1945–85 (Washington, DC, 1986), 180.
52 Vaubel, “Moral Hazard.”
53 Folkerts-Landau, “Changing Role”; Guttentag and Herring, Current Crisis, 3.
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banking system since 1977. In February 1981, the BoE acknowledged that
previous experiences with payment difficulties by sovereign borrowers
had inflicted only negligible losses to lending banks and, as a result
and in a context of strong competition, they had sustained and even
accelerated lending to countries with potential to develop payment diffi-
culties.54 However, the main discussions still focused on the role of
central banks as lenders of last resort to banking systems and a similar
role to be pursued by the IMF regarding borrowing countries.55

Commercial Banks’ Lending and Export Promotion: Some Case
Studies

The lack of tight regulation and the relative disregard for informa-
tion production prompt us to consider the possibility that other factors
related to the peculiar economic context of the 1970s interfered in the
banks’ lending decisions and their mispricing. As most governments in
industrial countries started to feel the pressure of deteriorating balances
of payments after the 1973 oil crisis, they looked desperately to new
potential buyers for their exports. Potential buyers (often located in
the developing regions of the world) could not afford an increase in
their imports. At that point commercial banks became the crucial link
to help Western companies win export contracts and grease the global
wheels of commerce. Everyone was “passing the buck”: governments
to commercial banks and banks to borrowers through syndicated Euro-
loans. As Odd Arne Westad remarks in his seminal work on the global
Cold War, “The huge debts that began to be incurred around 1970
were created both because many Third World states needed to borrow
and because credit was easily available.”56

The fact that home politics and banking became so intertwined
should not come entirely as a surprise. International financial policy-
makers had validated the privatization of the petrodollar-recycling
process once it became apparent that official recycling channels like
the IMF Oil Facility, arranged by IMF managing director Johannes Wit-
teveen, were looked at with suspicion by oil-producing countries and the
United States. An internal memo at the BoE described the attitude of the
U.S. Treasury toward the Witteveen facility as “very hostile” and indi-
cated that the United States was ready to make some “ill thought-out

54Anthony David Loehnis, associate director at the Bank of England, paper sent to Sir
Kenneth Couzens, second permanent secretary, 28 Jan. 1981, 3A143/5, Bank of England
Archives (hereafter BEA).

55 K. Couzens to A.D. Loehnis, 3 Feb. 1981, 3A143/5, BEA.
56Odd Arne Westad, The Global Cold War: Third World Interventions and the Making of

Our Time (Cambridge, U.K., 2007), 157.

Carlo Edoardo Altamura and Juan Flores Zendejas / 766

https://doi.org/10.1017/S0007680520000653
01 Mar 2021 at 13:10:13, subject to the Cambridge Core terms of use, available at https://www.cambridge.org/core/terms. 
Downloaded from https://www.cambridge.org/core. IHEID Institut de hautes études internationales et du développement, on

https://doi.org/10.1017/S0007680520000653
https://www.cambridge.org/core/terms
https://www.cambridge.org/core


proposals” to counter the IMF.57 Witteveen himself had stressed the
importance of private markets such as the Euromarket. He claimed
they would be the “main channel” through which to redress world
imbalances by channeling the surpluses of the oil-producing countries
to cash-starved oil-importing countries, as they offered the flexibility
and anonymity that lenders in oil-producing countries desired.58

With regard to the role of commercial banks, new archival evidence
allows us to nuance the popular belief that banks were eager from the
beginning to enter into the recycling process. Evidence shows that they
were in fact fairly hesitant, at least at the outset. At the eighth meeting
of the Standing Group on Oil Problems, which the BoE had created in
January 1974 to keep under review all aspects related to the oil crisis
and maintain a liaison with Whitehall, the main topic of discussion
was “the capacity and willingness of the banks to continue to accept
increasing flows of surplus oil funds as short-term deposits.” The BoE
reported that “some UK banks” had already “expressed their concern
at the effect of these flows on their liquidity ratios and maturity
structures.”59

Fears about the recycling process were also shared at the meeting of
the Trilateral Commission in Brussels in 1974. After the meeting, Sir
Philip de Zulueta, one of two British delegates and chief executive of
the merchant bank Anthony Gibbs & Sons, wrote to the BoE governor
that the bankers present, including David Rockefeller of Chase Manhat-
tan, “expressed considerable worry about the capacity of the private
banking system to recycle extra Arab oil money into medium-term
credits.”60 Rockefeller was particularly worried about four possible
impediments to recycling petrodollars: the maturity mismatch
between assets and liabilities; a potential credit exposure problem; the
“fact that Arab investors would ultimately seek alternative investments
to their short-term deposits in low-yielding accounts”; and “the simple

57 “Visit of Dr. Witteveen,” memorandum, 13 Dec. 1974, OV38/114, BEA.
58On the recycling of petrodollars and banking expansion in the developing world, see

Carlo Edoardo Altamura, European Banks and the Rise of International Finance: The Post-
Bretton Woods Era (Abingdon, 2016); and Altamura, “The Paradox of the 1970s: The Renais-
sance of International Banking and the Rise of Public Debt,” Journal of Modern European
History 15, no. 4 (2017): 529–53; Carlo Edoardo Altamura, “Global Banks and Latin American
Dictators, 1974–1982,” Business History Review, first view available on-line at https://www.
cambridge.org/core/journals/business-history-review/article/global-banks-and-latin-ameri-
can-dictators-19741982/160E3C5ED3926973DADC63426FE55AE4.

59 Standing Group on Oil Problems, Note on Eighth Meeting, 17 May 1974, 3A112/1, BEA.
60 Sir Philip de Zulueta to Governor Gordon Richardson, 27 June 1974, 8A406/6, BEA. The

Trilateral Commission is a discussion group that David Rockefeller created in 1973 to discuss
the global agenda at a time when the idea of global interdependence was developing. The
commission includes members from Asia (originally only Japan), Europe, and the United
States.
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fact that most developing countries were not credit-worthy.”61

A. K. Rawlinson at the BoE reported to F. R. Barratt at the Treasury
that his recent conversations with U.S. bankers in New York had left
an “impression of considerable anxiety among New York bankers” and
that “banking opinion in New York is worried,” as much of the oil
money was placed on short-term deposits.62

The BoE reacted favorably to these concerns. In 1974, the bank
released a memo stating that “it is the job of central banks to ensure
the effective operation of a highly leveraged banking system and above
all to prevent its collapse. The prospect of back-stopping, even without
any direct action, will go a long way toward providing such assurance”
(emphasis added). The document clearly indicated that “by conventional
standards” banks would surely make “bad loans” but that this was a nec-
essary evil to “avoid a threat of economic collapse and a retreat into
national postures of sauve qui peut.” If needed, the BoE would intervene
to “back-stop” the twenty to thirty leading banks in order to “preserve the
whole fabric of modern finance.”63 In September 1974, the G10 met in
Basel and adopted the BoE’s view in an important press communiqué:
“The Governors also had an exchange of views on the problem of the
lender of last resort in the Euro-markets. They recognized that it
would not be practical to lay down in advance detailed rules and proce-
dures for the provision of temporary liquidity. But they were satisfied
that means are available for that purpose and will be used if and when
necessary.”64 The communiqué would be reiterated in April 1980
when the G10 governors recognized “the important part played by the
bank in recycling large surpluses which have arisen during the last few
years. . . . In view of the present volume of international bank lending
and of its prospective future role the Governors are agreed on the impor-
tance of maintaining the soundness and stability of the international
banking system and of seeking to avoid any undesirable effect either
worldwide or on the conduct of policy in particular countries.”65

In both cases, although the final message remained cryptic to exter-
nal observers, commercial banks felt reassured and began intermediat-
ing huge amounts of money across the globe by lending directly to
foreign governments and expanding their international presence accord-
ingly. This inaugurated a second wave of banking globalization. As the

61 Ethan B. Kapstein, Governing the Global Economy (Cambridge, MA, 1994), 65.
62 A. K. Rawlinson to F. R. Barratt, 17 May 1974, 8A406/6, BEA.
63 “Memorandum on the Role of Central Banks in Financing Oil Deficits,” 27 June 1974,

8A406/6, BEA.
64 The extract is reprinted in C. A. E. Goodhart, The Basel Committee on Banking Super-

vision: A History of the Early Years, 1974–1997 (Cambridge, U.K., 2011), 40.
65 Press Communiqué of G10 Governors, 15 Apr. 1980, FCO59-1946, National Archives

(U.K.).
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BIS pointed out, it was only after 1974 that the international banking
sector “began to provide general balance-of-payments finance for oil-
importing countries on an unprecedented scale, as well as development
finance particularly for non-OPEC LDCs [less developed countries].”66

The new role of commercial banks resulted in an exceptional
increase in their international business after the rather subdued
Bretton Woods era. Finally, banks were no longer backbenchers but
the new stars of the financial game. For example, in 1970 the foreign
activities of French banks represented only 14 percent of the total
balance sheet; a decade later, according to the Banque de France, inter-
national activities accounted for 35 percent.67 In the United States only
79 banks had foreign branches in 1970, with total assets of US$53 billion;
by 1980, 159 banks had foreign branches and total assets had increased
to more than US$340 billion.68

In a context of stagnant economic growth in Europe and the United
States, commercial banks became crucial in helping Western companies
win contracts in the developing world in close connection with domestic
governments. Accordingly, overseas offices closely followed the geopolit-
ical preferences of home governments. French banks expanded in
eastern Europe and across the Arab world, creating joint ventures with
local banks such as Banque Franco-Arabe d’Investissements Internatio-
naux (FRAB) and the Union des Banques Arabes et Françaises (UBAF).
German banks were the largest lenders to eastern Europe and, depend-
ing on the year, the second or third largest to Latin America, where they
helped finance the nuclear programs of themilitary regimes in Brazil and
Argentina. The Social Democrat chancellor Helmut Schmidt had espe-
cially warm feelings toward the Brazilian military regime, hosting
General Ernesto Geisel in Bonn in 1978 and reciprocating the visit in
1979. U.S. banks were especially active in Latin America and East Asia
at least until the presidency of Jimmy Carter, who actively opposed
official lending to military regimes. In those two regions, between 1975
and 1985 foreign branches almost doubled, from 133 to 216 in Latin
America and from 112 to 202 in Asia.69 U.K. banks had a similar focus,
with Lloyds Bank and Midland Bank especially active in Latin

66Bank for International Settlements (BIS), Annual Report (Basel, 1983), 118.
67 “Les Euro-crédits: Contrôle étatique et rôle des banques centrales,” 11 Aug. 1980,

1415200610-24, Direction Générale des Services Etrangers, Banque de France Archives (here-
after BFA).

68 James V. Houpt, Mark Peirce, Steve Schacht, and Suzie Taylor, “International Activities
of U.S. Banks and in U.S. Banking Markets,” Federal Reserve Bulletin 85, no. 9 (Sept. 1999):
599–615.

69Houpt et al., “International Activities,” 614.
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America. Barclays was more interested in the Far East, southern Africa,
and the Pacific region.70

While authors such as Philip A. Wellons and Miles Kahler have pre-
viously described close cooperation between commercial banks and
political powers, it has rarely been supported by archival evidence.
Thanks to recently disclosed archival documents from several European
banks, we can now provide empirical evidence for these claims through
the use of certain illustrative and well-documented cases of U.K. and
French banks active in Latin America and eastern Europe during the
years preceding the debt crisis. Our selection of the case studies includes
countries from the regions that would later experience debt repayment
difficulties. In this regard, it must be highlighted that among the
largest debtors in 1982 (i.e., countries with more than US$10 billion of
foreign debt), five countries were located in Latin America (Mexico,
Brazil, Argentina, Chile, and Venezuela), two in eastern Europe (Yugo-
slavia and Poland), and two in Asia (South Korea and the Philippines).71

During the 1970s, South America became the most sought-after
market for Western and European governments and banks. The autho-
ritarian regimes governing the region were constantly looking for exter-
nal sources of financing to support their development projects as a way to
legitimize their rule. After the humanitarian turn in foreign affairs of
President Jimmy Carter, officialized in his famous speech at the Univer-
sity of Notre Dame in May 1977, European governments started to flock
to seal deals with military rulers. We have already mentioned Chancellor
Schmidt, and the samewas true for President Valéry Giscard d’Estaing of
France, who visited Brazil in October 1978. Brazil undoubtedly played a
prominent role in the region, and European governments were compet-
ing to get the biggest slice. Of themany examples that could be presented
to show how banking and politics influenced lending decisions during
the 1970s, the case of financing for the electrification of the Belo Hori-
zonte-Itutinga-Volta Redonda railway, the so-called Steel Line, is partic-
ularly enlightening.

In 1976, after stopping for a couple of days in France, General Geisel
paid a state visit to the United Kingdom. The presidential couple was
welcomed by Queen Elizabeth and the Duke of Edinburgh and escorted
to Buckingham Palace in a golden landau. On the economic front, the
highlight of the visit was a morning reception held at Buckingham
Palace convening the top echelons of the United Kingdom’s financial

70 For a detailed analysis of European banking strategies, see, for example, Geoffrey Jones,
British Multinational Banking, 1830–1990 (Oxford, 1993); Lothar Gall, Gerald D. Feldman,
Harold James, Carl-Ludwig Holtfrerich, and Hans F. Büschgen, The Deutsche Bank, 1870–
1995 (London, 1995); and Altamura, European Banks.

71 Cline, International Debt, 25.
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establishment and the Brazilian economic establishment. The electrifica-
tion of the Steel Line was one of the main topics of discussion between
the Brazilian Railway Company (RFFSA), General Electric (GEC), and
N M Rothschild. RFFSA had expressed the intention to enter into con-
tracts with GEC for “goods and services imported from the United
Kingdom” for electrification, signaling, and telecommunications on a
negotiated basis, that is, without international tender. About 45
percent of the contract was expected to be bought outside GEC, with
Balfour Beatty and British Rail Engineering as the main beneficiaries.

In direct contact with the U.K. Treasury, N M Rothschild and the
U.K. export credit agency (ECGD) had already agreed to guarantee a
loan of £115 million. However, the Brazilians had made it clear that
they wanted dollars on a 1:1 ratio to complement the loan and that the
two operations should be “inextricably linked.” This meant that the con-
tract would “only become effective to the extent that the euro-dollars are
forthcoming and, in turn, the first drawing on the euro-dollar loan
[would] be made to pay the down-payment under the contract
between RFFSA and GEC.”72 N M Rothschild thus asked for the
support of the four clearing banks, inviting them to syndicate and
asking them to provide 25 percent of the total Eurodollar loan. Roth-
schild agreed to pay them part of the management fee on top of the addi-
tional front-end fee paid byGEC out of the down payment received by the
Brazilians.

In the post-1973 world, marked by an increasing scramble for
markets, Euroloans became a crucial element in obtaining export con-
tracts for domestic industries that faced increasing competition in the
West.73 Borrowing countries were quick to adapt to the new scenario.
When the British argued that such a loan was difficult to put in place,
the Brazilians responded that they were not willing to enter into discus-
sion with countries “whose banks were not prepared to support their
industries.” In fact, Brazilian officials remarked that German banks
had already agreed to provide US$700 million in Euroloans in support
of nuclear power plants; the French had promised substantial Eurodollar
loans to complement insured financing; and Italian, French, and

72 “Brazilian Railway Electrification General Electric Company Ltd. and Other Companies,”
6 Sept. 1976, 0200/0759, Midland Bank Archives (hereafter MBA).

73 The general competition among developed countries for export markets had a strong
financial component, as shown by the persistent efforts by the OECD Group on Export
Credits and Credit Guarantees to reach certain minimum agreements on interest rates and
credit conditions. One of the main issues discussed in the early 1980s was the problem of
“side-financing,” which involved a credit or loan that, “though linked economically to the
underlying export transaction, is made available to the buyer under a separate agreement.”
See “Trade Committee. Group on Export Credit and Credit Guarantees Side-Financing, Note
by the Secretariat,” 12 Jan. 1981, TC/ECG/81.1, OECD Archives.
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German banks had agreed to loan US$900 million to support a consor-
tium of leading electrical companies.74 Both the French and the Germans
had accepted, albeit with reluctance, the respective contracts being tied
to forthcoming Euroloans.

All clearing banks were doubtful, as they felt that the conditions
imposed by the Brazilians felt like “blackmail” and that the amounts
involved “presented serious ‘country limit’ problems.” In this context,
the clearers thought that if the whole operation was “for the public
good,” the U.K. Treasury “should do more.” The Rothschild proposal,
which involved the four clearing banks putting up US$50 million, was
“not acceptable judged on normal commercial criteria.” As we have
already pointed out, normal commercial criteria were not always the
norm in the years preceding the debt crisis, as political and strategic con-
siderations played a crucial role in determining where money should
flow. Midland Bank recognized that “a number of very important ‘polit-
ical’ considerations were involved.”75

Rothschild countered these objections, arguing that a refusal to
support the project would have “serious consequences for GEC and for
the British interest.” After this first meeting, Rothschild approached
the government saying that the clearers felt “the Government was not
doingmuch in what is hardly a strictly commercial situation” (emphasis
added).76 Officials from the Treasury, the BoE, and ECGD continued to
push the banks to support the deal but accepted a renegotiation of the
terms of the deal, asking for US$100 million. The clearers continued
to be hostile to the proposal but ultimately conceded. Midland Bank
reported that “our thinking was to participate strictly in the National
interest [sic].”77 Each of the clearers agreed to put in a total of US$20
million and N M Rothschild agreed to find new underwriters.

The Steel Line case illustrates well how the banking sector was often
pressured into underwriting important loans for political considerations.
Of course, we may assume that this case was far from unusual and that
several other multimillion-dollar and -sterling loans were subject to
complex political negotiations. For example, less than a year before the
Mexican default, in October 1981, Lloyds Bank International acted as
leadmanager and coordinator of a syndicate of U.K. banks that had com-
mitted to financially supporting five major development projects, which
Brazil allocated to U.K. industries as a “sign of gratitude.” The agree-
ment, which involved projects in the transport, energy, and defense
sectors, “was backed by a government-to-government memorandum of

74 “Brazilian Railway Electrification,” MBA.
75 “Brazilian Railway Electrification,” MBA.
76 “Brazilian Railway Electrification,” MBA.
77 “Brazilian Railway Electrification,” MBA.
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understanding, signed by Minister Antonio Delfim Netto and Secretary
of State for Trade, John Biffen.” The memorandum, known colloquially
as “the Protocol,” concerned the suburban railway system for the city of
Recife (£43 million in guaranteed credits and US$102 million in Euro-
loans), financing for the domestic shipbuilding program (£55 million
in guaranteed credits and US$200 million in Euroloans), a thermoelec-
tric plan in the state of Rio Grande do Sul, and a credit line to finance the
Brazilian Navy’s purchase of U.K. equipment (£105 million in guaran-
teed credit and US$121 million in Euroloans).78 In the case of Lloyds
Bank, these contracts managed to boost its revenues from £14.25
million to £34 million and dramatically increase its country exposure,
from £268 million in May 1979 to £618 million in November 1981.79

In subsequent years the Protocol would become a source of major
troubles for British banks. In 1983, once the debt crisis had affected
Brazil, finance had become scarce and Brazil had to resort to a multibil-
lion-dollar IMF rescue package. The total financing gap for 1983 was US
$12.7 billion; the IMF expected commercial banks to contribute around
US$6.5 billion to the package, which created a rather violent reaction
among international bankers. British clearers, during their monthly
meeting with the BoE, actively lobbied to have their share reduced or,
alternatively, to receive support from the British government. At the Sep-
tember 1983 meeting between the chairmen of the clearing banks and
the newly appointed governor of the BoE, bankers asked for the gover-
nor’s intervention to have their voice heard. The governor (former chair-
man of National Westminster) confirmed his support and suggested that
the clearers provide him with “clear examples of situations”where banks
had provided support “in response to government encouragement” so
that he could persuade the government to “take a more overt supportive
stance towards the participation by the British banks in the Brazilian
financial package.”80

Lord Boardman, NationalWestminster’s chairman, wrote to his pre-
decessor that “the most direct form of government encouragement
relates to specificmajor export projects where finance was concluded fol-
lowing official government visits.” Specifically, following the 1976 presi-
dential visits, “facilities totaling £27.75 million were agreed in addition
to ECGD facilities in support of exports by two major UK companies.”
In 1981, Lord Boardman went on, “after we, in this bank, had decided
to constrain our exposure to Brazil, an intergovernmental agreement—

78 “Brief Notes of Interest,” 29 June 1982, HO/Ch/Mor/104, Lloyds Bank Archives (here-
after LBA).

79 “Brazil Policy Review and Strategy,” 19 Nov. 1981, HO/Ch/Mor/104, LBA.
80 Lord Boardman to R. Leigh-Pemberton, 25 Oct. 1983, NWB/554/3/32, NatWest Bank

Archives (hereafter NWBA).
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the Protocol—was signed. . . . This covered deals involving US$500
million ECGD finance and US$535 million commercial bank finance
and resulted in this bank agreeing finance of US$99 million in addition
to ECGD facilities in support of various UK exporters.”81

Lord Boardman also mentioned a number of loans channeled under
the so-called Resolution 63, passed by the Brazilian government in 1967
to allow Brazilian banks or authorized domestic subsidiaries of foreign
banks to obtain a loan abroad and reloan the proceeds to domestic bor-
rowers after registering the loan with the Central Bank. While it was not
possible to link Resolution 63 loans to U.K. exports, they could be seen
“as an integral part of the ‘recycling process’ and without them Brazil’s
capacity to import from the UK would undoubtedly have suffered. . . .
By way of example, UK exports to Brazil averaged $513m p.a. in three
years 1978 to 1980 compared with only $278m in 1982.”82

Primary sources seem to confirm the assumption that political influ-
ences affected bank lending behavior, loan pricing, and attitude toward
risk as banks were under pressure from their domestic governments to
make loans to support domestic industries in a context of economic
uncertainties. In the specific case of National Westminster, governmen-
tal pressure to extend loans to the Brazilian government was particularly
detrimental because, as the deputy general manager of the International
Banking Division pointed out, it had occurred “at a time when we were
actively seeking to reduce our Brazilian portfolio.” In fact, up to 1979,
National Westminster had been increasing its Brazilian exposure as a
part of the Latin American strategy but by early 1980 had decided to
cut back exposure, and global limits had been reduced from US$985
million to US$760 million. Primary sources crucially expose the rele-
vance of geopolitical motives behind continued lending to Latin
America. The deputy general manager continued: “The Protocol and
the Government’s enthusiasm for encouraging U.K. exports occurred
shortly after we had effectively called a halt and, therefore, our resultant
Brazilian exposure is higher than it would have been had the Govern-
ment not ‘encouraged’ us.”83

From our perspective, official pressures should have raised serious
doubts about the soundness of the investments that were already
being influenced by the competitiveness of the financial sector, especially
after the second oil crisis of 1979. Of course, these political pressures
were not limited to U.K. banks but a common feature across Western
countries, especially France. All major French banks listed the state as

81 Lord Boardman to Leigh-Pemberton, NWBA.
82 Lord Boardman to Leigh-Pemberton, NWBA
83T. A. Green, note to P. W. Wilkinson, 20 Oct. 1983, NWBA.
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the sole shareholder and often saw their lending decisions imposed
directly by the Ministry of Finance. Therefore, the degree of political
intervention in lending decisions was even stronger in the French case.
Being under direct control of the government (whose authority included
appointing the president and the director general of all nationalized
banks) implies that refusing certain loans was almost impossible
despite managerial doubts.

For instance, in December 1980 the president of Crédit Lyonnais,
Claude Pierre-Brossolette, wrote angrily to René Monory, the finance
minister, because the major French banks had been compelled to lend
US$150 million for seven years to the Yugoslavian Central Bank,
“without having been previously informed.” Since all the large commer-
cial banks were influenced by political power, the loan to finance
balance-of-payments disequilibria was ultimately granted, even though
Pierre-Brossolette remarked that “negotiations took place in a climate
of implicit constraints.”84 Nonetheless, pressure exerted on reluctant
commercial banks was enormous. Philippe Lagayette of the Ministry of
Finance said that “the Minister would not forget the banks who had
refused to participate in the loan.”85 It is worth remembering that Yugo-
slavia defaulted in 1982 and that an IMF programwas negotiated, inflict-
ing significant losses on the major French banks, which by the end of
1983 had a total exposure of more than US$500 million. Not surpris-
ingly, political powers seemed more interested in fostering economic
relations than in limiting risks. As Fritz Bartel remarked, “For Western
states, guaranteeing loans to the Eastern Bloc served the political
purpose of normalizing interstate relations and the economic interest
of exporters.”86 A new political climate, more conciliatory toward the
Socialist Bloc and epitomized by Willy Brandt’s “Neue Ostpolitik,”
served as political justification to increased lending.

Société Générale was directly invited to open a branch in Prague. It
was the first authorization of a foreign bank in more than thirty years,
following prolonged discussions held directly with the government,
which began in 1978 “with the objective of bringing our [French] export-
ers a local help.”87 The office opened in September 1982 when the debt
crisis had already exploded. The visit of Jacques Mayoux, Société Génér-
ale’s president, preceded by fifteen days the visit of the French Minister

84Claude Pierre-Brossolette to René Monory, 30 Dec. 1980, 81162, Société Générale
Archives (hereafter SGA).

85 Visit to M. Lagayette at the Direction du Trésor, 21 Nov. 1980, 81162, SGA.
86 Fritz Bartel, “Fugitive Leverage: Commercial Banks, Sovereign Debt, and Cold War

Crisis in Poland, 1980–1982,” Enterprise and Society 18, no. 1 (2017): 79.
87 “Note de synthèse sur les entretiens à Prague des 30 septembre et 1er octobre 1982 de

Monsieur Mayoux, Président de la Société Générale, à l’occasion de l’inauguration du
bureau de liaison de la Banque,” 81162, SGA.

Politics, International Banking, and the Debt Crisis of 1982 / 775

https://doi.org/10.1017/S0007680520000653
01 Mar 2021 at 13:10:13, subject to the Cambridge Core terms of use, available at https://www.cambridge.org/core/terms. 
Downloaded from https://www.cambridge.org/core. IHEID Institut de hautes études internationales et du développement, on

https://doi.org/10.1017/S0007680520000653
https://www.cambridge.org/core/terms
https://www.cambridge.org/core


of Foreign Trade, Michel Jobert. The rationale behind the opening of this
new office in Czechoslovakia was the French government’s perception
that the trade between the two countries was not favorable to France,
since it was experiencing persistent trade deficits. At the inauguration
of the new office, Société Générale’s president met with the Czech Min-
ister of Finance and expressed the need to re-equilibrate bilateral trade,
“as instructed by DREE [Diréction des affaires économiques extérieures,
or Directorate of Foreign Economic Affairs, of the Ministry of
Economy].” Mayoux then insisted that the facilities offered by the
French banks to eastern Europe be used to purchase French equipment
and materials and then, to the frustration of several French exporters
including Poclain, saw their offers rejected in favor of German compa-
nies. Mayoux concluded by saying that “all the efforts of our bank shall
be finalized at supporting French exports.”88

Along with the guarantee of the G10 and the support of domestic
governments, one final element that justified the scale of moral hazard
during the 1970s should be mentioned. From the creation of the
Council for Mutual Economic Assistance (Comecon) in 1949 to the
beginning of the borrowing bonanza in the early 1970s, international
financial circles accepted a tacit truth: in the event of a default by a
Comecon member, the Soviet Union would step in and bail out the
country. This perceived doctrine was known as the “Soviet Umbrella.”89

In July 1978, during one of the weekly meetings with the banking com-
munity, Gordon Richardson, Governor of the BoE, despite warning the
clearing banks to be wary of “relying on the so-called umbrella theory”
and noting that they should “take into account the size of Poland’s
present debt before granting new loans,” was ultimately sure that “in
the very end, which was not very likely to be reached, the Soviet Union
might help [Poland].”90 The inability of Poland, the largest debtor in
eastern Europe, to repay its debt in the second quarter of 1981 and the
subsequent regionalization syndrome that affected other Socialist coun-
tries, including Romania and Hungary, shattered the belief in the Soviet
Umbrella and caught the major European banks by surprise. In Decem-
ber 1981, while analyzing the position of its bank in eastern Europe,
Société Générale clearly remarked that “the crisis in Poland [that]
started in August 1980 . . . led to the realization by the Western financial
community that the theory of the Soviet ‘umbrella’was not based on any-
thing else than its own conviction artfully, although informally,

88 “Note de synthèse,” SGA.
89 See Bartel, “Fugitive Leverage.”
90 “Bank of England: Problem Countries,” internal note, 18 July 1978, 80/5852, Barclays

Bank Archives (hereafter BBA).
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supported by the Soviets themselves.”91 In September 1982, during a
meeting betweenMayoux of Société Générale and Svatopluk Potac, pres-
ident of the Czech Planning Committee, Potac ultimately recognized that
“Czechoslovakia does not benefit from a guarantee from the Soviet
Union, adding that if it had such a guarantee the country would be infi-
nitely more indebted.”92

Ultimately, the BIS acknowledged the pervasiveness of political con-
siderations in lending to developing countries once the crisis had
erupted, ultimately weakening its regulatory efforts. In its 1983 annual
report, the BIS euphemistically remarked that “while supervisory
authorities were tending to encourage a moderation in the pace of new
lending, governments were not always averse to soliciting the participa-
tion of banks in export-related project financing.”93 As we have shown
the mispricing of risk that preceded the crisis of 1982 lies in large part
in this coalescence of political and economic motives.

Conclusion

This article provides new evidence on bank behavior prior to the
1982 debt crisis. Banks’ decisions on prices and loan volume were not
necessarily based upon macroeconomic indicators in borrowing coun-
tries, as previously argued. They also considered other factors such as
competition, market liquidity, and to a large extent, a political environ-
ment that led to the general belief that in the case of repayment prob-
lems, lender of last resort facilities would be available. As we have
demonstrated, although banks reacted to the deteriorating macroeco-
nomic situation in the years immediately prior to the crisis, this reaction
was related more to a general deceleration in lending than to borrowers’
macroeconomic conditions. The banks’ lending volumes appear to be
more related to the conjuncture of high liquidity and strong competition.
Even if the banks were concerned about the lack of information, the
demand to improve information sources only took off in the year prior
to the crisis. While banks reacted to this failure too late to have an
effect on loan pricing, they were able to respond by becomingmore selec-
tive regarding the identity of the borrowers. The drop in loan maturity
demonstrates that banks were aware of potential problems in borrowing
countries in the short term. Banks reacted promptly, however, following
the realization that no supposed ILOR, such as the IMF, or the Soviet

91 “Réflexions sur la politique à adopter concernant nos engagements sur les Pays Social-
istes Européens,” 2 Dec. 1981, 81124, SGA.

92 “Note de synthèse,” SGA.
93 BIS, Annual Report 1983, 125.
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Union in the Soviet Umbrella case, would automatically intervene to
support countries with repayment problems.

The results of this research suggest that bank lending patterns were
related to political and commercial interests. The problem of moral
hazard arose as a by-product of the encouragement by governments
and international organizations to increase international credit. The
primary goal of these parties was to boost exports and weather the
effects of the oil shocks and the fall in economic growth that took place
in the early 1970s. This does not mean, however, that policymakers
were not concerned about the issue of overlending. Their concern is
reflected in the regulatory attempts at both national and international
levels and, later, in the efforts to involve the banks and bank funds in
the debt rescheduling arrangements that followed the Mexican default.
Nevertheless, official institutions continued to prefer the svelte interme-
diation of surplus funds from oil-producing countries to developing
countries instead of any coherent regulation scheme. As a result, banks
became the crucial element in world finance after the “financially
repressed” Bretton Woods period. While the link between international
finance, politics, and commercial relations may have evolved since that
time, certain elements may still persist today.

. . .
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