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1. Introduction

The number of debt reschedulings in the Paris Club, by all countries has increased
very dramatically since 1981; in the 1976-80 period on average only two countries a
year rescheduled their debt in the Paris Club; in the period 1981-83 (1), on average
seven countries a year rescheduled in the Paris Club.

During the 1976-83 period, the majority of Paris Club debt reschedulings (21 out of 31,
that is almost 70%) involved low-income African countries. In fact, during several years
(1976, 1977, 1979, 1980) it was only low income African countries which were reschedul-
ing in the Paris Club; since 1981, when debt crises became more generalized and spread
both to middle income African and particularly to Latin American countries, those coun-
tries also increasingly began to reschedule in the Paris Club.

The magnitude and the increase of the debt crises in low-income African countries is
not fully reflected in the number of debt reschedulings within the framework of the Paris
Club. In fact there were a number of low-income African countries (Gambia, Guinea,
Mali, Tanzania, Benin, Chad, Guinea-Bissau and Mauritania) which were listed by the
IMF (3) as having payments arrears, or government defaults in 1983, but which had
not renegotiated their official multilateral debt between 1975 and late 1983.

The increased frequency of debt crises and of debt reschedulings undoubtedly reflect
a number of problems within the international economy and in the management of na-
tional economies. It seems necessary to highlight that the emphasis on debt and its'
reschedulings in the early eighties is closely linked to the decline in new financial in-
flows into developing countries, which have contributed significantly to a decline in net
inflows of capital as well as in net transfers of international financial flows. In particular
net flows to low-income African countries through public and publicly guaranteed debt,
which had risen systematically and substantially since the early seventies and until 1980,
declined quite significantly in 1981 (by 25%) and in 1982 (by 35%); the 1982 level was
below the 1977 nominal level net transfers to low-income Africa also declined very
dramatically, by 30% in nominal terms, during 1981 and by around 35% in 1982 (4).

If new inflows into developing countries would tend to recover the dynamism which they
had in previous years, the seriousness of the debt crisis and the frequency of debt
reschedulings would obviously diminish. Therefore, even though this paper will focus
on debt and its’ rescheduling in the framework of the Paris Club, it will necessarily discuss
the intimately linked issue of new flows, as well as the possibility of relating more close-
ly the institutional discussion of debt problems with that on new flows.
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The next section of the paper will describe the Paris Club, explaining its' nature and
describing its modus operandi. Section 3 will discuss in more depth the different and
crucial roles that the IMF plays in the Paris Club rescheduling process. It will also make
reference to the growing advisory role of private banks in the debt management of low-
income African countries. Section 4 will examine briefly the amounts and terms of the
negotiations, stressing recent changes and making special reference where possible
to low-income African countries. The final section (5) will summarize the main limita-
tions of the debt rescheduling exercises within the Paris Club framework and make some
proposals to increase «debt-rescheduling effectivenesss»,

2. Institutional arrangements

Between 1956 and October 1983, there have been seventy official multilateral debt
renegotiations, of which 37 occurred between 1975 and 1983 (5). Most of these debt
renegotiations took place under the auspices of the Paris Club. Practically all official
debt rescheduling exercises by low-income African countries have occurred within the
framework of the Paris Club.

Some Asian countries (that is India, Pakistan and Bangladesh) have carried out official
debt renegotiations within the framework of an aid consortium under the chairmanship
of the World Bank, while Turkey's debts were renegotiated at meetings of the OECD
Consultative Aid Group. The fundamental difference between Paris Club debt renegotia-
tions and those conducted under the auspices of aid consortia is that the former are
exclusively focussed on debt relief whereas the latter only determine the proportion of
due payments subject to rescheduling of countries’ future foreign exchange needs; in
the aid consortia, the creditors also become lenders as they commit themselves to finance
a future resource gap, linked to the country's development plans.

The Paris Club is the forum within which debtor countries negotiate the restructuring
of public sector debt with their main creditor governments; the debts restructured in
this forum consist of loans from the creditor governments and private export credits,
guaranteed or insured by export credit agencies in the creditor countries.

Although it has been functioning since 1956 and has met on a large number of occa-
sions and rescheduled a vast amount of debt, the Paris Club is an entirely ad hoc and
informal forum, which has no legal statutes nor even any written set of procedures or
rules. Although no handbook describing the functioning of the Paris Club exists, a number
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of procedures have evalved throughout the years, which are to a large extent based
on precedent.

The informality of the Paris Club arrangements could be potentially advantageous to
developing countries in that it could allow — if so desired by the creditor Governments
— for major changes in the procedures and particularly the terms of their operations
to be implemented easily and quickly; here an interesting difference seems to arise
with international financial institutions such as the IMF or the World Bank where sug-
gested major changes in their operations are sometimes far more difficult to implement
because of restrictions within their Articles of Agreement. On the other hand the ex-
treme informality of Paris Club procedures implies that there are no written rules nor
even records kept of the proceedings; as a result the information on the terms granted
in previous reschedulings, as well as on the bargaining process, is more easily available
to the creditor countries’ representatives which attend all the meetings (and in particular
to the French Treasury which chairs them) than to the debtor countries' representatives,
whose detailed knowledge of previous negotiations in the Paris Club and their outcome
can only be obtained indirectly (via the official international institutions which participate
regularly as observers in the Paris Club, such as the IMF, the World Bank or UNCTAD
or via merchant banks advising them who have participated or have knowledge of
previous negotiations or by information from other developing countries’ Governments).
Furthermore, even for creditor Governments, the lack of a technical Secretariat and
of systematic written analysis of features such as the terms granted in the Paris Club,
as well as the extent to which developing countries have fulfilled their Paris Club com-
mitments, would seem to constrain somewhat their ability to take informed decisions.

Even though there are no written rules, debt renegotiations in the framework of the Paris
Club follow a fairly standard procedure.

The Paris Club meetings are only convened at the request of the debtor countries.
(However, creditor Governments do use the opportunity of these meetings to review
informally the situation of some debtor countries that have previously rescheduled in
the Paris Club or are likely to do so in the near future).

A common criticism that has frequently been made of the Paris Club negotiations is
that creditors have agreed to a meeting only after the external payments position has
deteriorated to the point where payments arrears have already emerged and the outright
suspension of all debt-service payments seem emminent, as creditor Governments seem
reluctant to create a precedent for other debtors by showing willingness to enter debt
renegotiations or provide debt relief (see, for example, C. Hardy, op. cit.). At the same
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time, many debtor countries have often sought to postpone their initial request to the
Paris Club for debt rescheduling as long as possible, often accumulating substantial
arrears before making such a request; this is partly because debt renegotiations have
become in recent years conditional on the country previously reaching agreement with
the IMF and developing countries’ Governments have on the whole been reluctant to
enter negotiations with the Fund, unless their balance of payments has been really
critical. A further reason, not mentioned in the literature, why developing countries may
postpone as much as possible to request a Paris Club meeting, is that a debt reschedul-
ing may be seen by lenders — particularly private ones — to reflect a decline of the
country's creditworthiness, thus making it more difficult and/or more expensive to raise
new money in the private capital markets and the export credit guarantee agencies (6).

The Paris Club welcomes the participation of all official creditors with claims on the
country seeking debt relief. In practice, the different Clubs of Paris have been made
up of OECD Governments with large claims on the debtors, although some other Govern-
ments have occasionally participated. In addition to the debtor and participating creditors,
the rescheduling meetings are also attended by observers from a number of interna-
tional institutions, including the IMF, and usually the World Bank and UNCTAD.

Paris Club meetings themselves are very brief and matters are resolved quickly (most
rescheduling operations last only about a day and a half). However, it has become stan-
dard practice (to which there have been no exceptions since 1977) that as a precondi-
tion for the consideration by official creditors of a request for debt relief by a Fund member
country, the debtor country must have reached agreement with the IMF involving the
use of the Fund's resources in the upper credit tranches. As is well known, the process
of reaching such agreements is often difficult and extended (we will refer in more detail
to the role of the Fund below).

The first part of the Paris Club meetings, is attended by all the parties concerned. In
a number of Paris Clubs, representatives of private banks acting as advisors to the
developing country Government enter the meeting as part of the developing country
delegation. The representatives of the debtor country's Government make a statement
for the record explaining the origins of its’ problems, the adjustment measures being
taken and the terms of the relief being sought. In some recent cases, the debtor coun-
try has also included a detailed presentation of their development plans and the financ-
ing needs which they will generate. The IMF representative makes a presentation for
the record reporting on the country's short-term situation and in particular the adjust-
ment programme, within the context of the upper credit tranche financing agreement
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previously reached with the Fund. It is interesting to note that representatives of the
IMF attending Paris Club meetings are often not specialists in the country whose situa-
tion is being discussed, nor have they formed part of the mission which negotiated the
Fund's credit agreement with the country; this seems rather surprising given that the
progress report presented by the Fund has great influence on the creditor Governments’
attitude to debt relief (the practical but somewhat insufficient explanation is that it is
easier for Fund staff based in Paris to attend rather than to fly over staff from Washington).
The World Bank representatives then make a presentation for the record which mainly
is focussed on providing information on the country’s outstanding debt and reporting
on its proposed loans and credits over the coming years. Sometimes the statements
and supporting documents provided by the World Bank give special attention to the
financing of long-term investment and associated resource transfers.

In recent years UNCTAD has also usually made a presentation stressing the long-term
development programmes and financing needs of the debtor country; this is sometimes
accompanied by technical notes on this subject provided by UNCTAD. There then follows
a period of questions posed by representatives, mainly focussed on its' commitment
to repay the debt.

Some of the information provided to creditors is not, as a rule, distributed to observers.
This has made it impossible for one of the observers (UNCTAD) to evaluate fully the
adequacy of the documentation for the analysis undertaken in the Paris Club (7).

In the second part of the proceedings, the representatives of the debtor Governments
(including their private bank advisors, if any are attending the meeting) leave the meeting,
but remain in the building. Representatives of the creditor Governments discuss amongst
themselves proposals for the terms of the debt relief; these are presented on an infor-
mal basis by the Chairman of the Paris Club to the debtor country representatives, who
conveyed to the creditor Governments their reactions. Most of the negotiations occur
on this informal basis.

In the third part of the proceedings, all the participants meet in a plenary session where
the general terms of the rescheduling agreement are annnounced; the Agreed Minutes
are then signed by the representatives of debtor and creditor countries. The Agreed
Minutes are not published.

The Agreed Minutes specify the maturity of the debt to be consolidated, the terms of
the consolidation i.e. the period in which payments to be rescheduled must fall due
(called the «consolidation period=), whether interest as well as principal is to be con-
solidated, the amounts to be rescheduled as a proportion of total repayments and the
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repayment schedule for the consolidated debt; if payments in arrears are consolidated,
the schedule is also specified. The Agreed Minutes sometimes provide for an exten-
sion of the consolidation period, subject to the fulfilment by the debtor country of specified
conditions; in other cases, the Minutes may only express the creditors’ willingness to
consider a future meeting to reschedule payments falling due beyond the consolida-
tion period.

While the proceedings of the Paris Club are speedy, they by no means imply the end
of the renegotiating process, as the agreements reached are not legally binding. Their
function merely determines a number of features (though not all) of the debt reschedul-
ing which are to be included in the bilateral agreements which the debtor country must
reach with each of the creditor countries, and which are legally binding. The problem
is that considerable time often elapses between the Paris Club agreement and the signing
of the bilateral agreements. As a result, the entire debt rescheduling process — from
the moment the interest to reschedule is expressed to the signing of the last bilateral
agreeement — may take from 12 to 18 months (8). If there are successive debt reschedul-
ings, as became very frequent in the early eighties (9) the process may be an uninter-
rupted one, with the last bilateral agreement arising from one rescheduling agreement
being signed only a few weeks or even days before a Paris Club meeting to consider
a subsequent rescheduling.

The lengthiness of the process of reaching bilateral agreements with creditor countries
arises from particular difficulties which seem to be fairly pervasive. These include the
interest rate to be applied by each creditor, the currency of payment to be used and
the reconciliation of debtor and creditor figures on the actual amounts to be reschedul-
ed. On the issue of the interest rate to be charged, there is considerable divergence
among creditors and — for some creditors — practice has varied from one debtor country
to another; in some countries different interest rates apply to different categories of debt.
Creditor countries have not reached agreement amongst themselves on upper limits
for interest rates, on proportions of the subsidy element or even whether to use fixed
or floating interest rates. Recently, there has been a shift towards more market related
interest rates, as the proportion of subsidy has been gradually reduced (10). The pro-
blem of reconciliation of figures arises even in the case of debtor countries with
sophisticated debt registration systems, but are naturally much more difficult for coun-
tries with limited debt registration systems, as are a large proportion of the low-income
African ones.

A further problem raised increasingly by debtor countries (for example at the March
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26th, 1984 meeting of the UNCTAD Trade and Development Board) is that restoration
of «cover» is not automatic upon signing the bilateral agreements, which entails a high
cost to them.

3. The role of the IMF in Paris Club debt reschedulings. The advisory role of private
banks

3.1 The crucial role of the IMF

The International Monetary Fund plays a key role in the Paris Club rescheduling pro-
cess, clearly very much underestimated by its official role as «observer» at the meetings.
In cases involving countries members of the IMF, a condition for Paris Club reschedul-
ing has come to be that debtor countries reach previously an agreement with the Fund
involving the use of the Fund's resources in the upper credit tranches. There have been
no exceptions in this practice since 1977 (11). (The situation was marginally different
in the early seventies when for example Chile, in 1972, rescheduled its official debt
in the Paris Club without entering into a stand-by agreement with the IMF, but instead
made a declaration of intent to the creditors on measures to be taken to reduce the
pressure on the balance of payments and to improve debt management which reflected
the result of IMF studies and recommendations. It has recently been reported (12) that
Argentina would raise the possibility of rescheduling in the Paris Club, without previous
agreement with the IMF).

Because an upper credit tranche agreement with the IMF, is a pre-condition for a Paris
Club meeting, IMF conditionality and practices are clearly central to the rescheduling
process, and have a profound influence on both its' procedures and outcome.

It has often been said (13) that Fund conditionality is primarily suited for reducing the
magnitude of payments imbalances arising from excess demand. It therefore has been
argued that the Fund approach is inadeguate for helping overcome the debt problems
of many developing countries, and particularly the low-income ones, as their more struc-
tural nature may often require a medium-term programme to increase productive capacity
in order to expand exports or to reduce dependence on imports. As such a transforma-
tion of a country’s production structure normally implies additional investment with a
kigh import content, it may require a medium-term financial programme to support the ad-
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justment, with disbursements spread over a number of years and repayments linked
to the maturity of the investments financed (because investments would be concen-
trated in the tradeable goods sector, they would however have much shorter pay-off
periods than investments in infrastructure). This would require financial support over
a much longer period than is presently available from the IMF. The large amount of
countries, particularly low-income ones, forced to successively reschedule their official
debt seems to confirm the validity of the conclusion in the recent UNCTAD document
(14) that «the absence of suitable medium-term balance of payments adjustment pro-
grammes supported by the IMF, with a more appropriate — yet no less rigorous — type
of conditionality, renders it highly unlikely that debt rescheduling can adequately restore
a country's capacity to service its debt in the long-terms.

A closely related, more specific, issue arising from the link between Paris Club reschedul-
ings and IMF programmes is the fact the consolidation periods of the rescheduling tend
to be very brief, and very often cover only 12 months so as to fit in with the framework
of the IMF standby. The briefness of the consolidation period has been a key factor
in the frequency of «back-to-back» reschedulings, which are costly for all the parties
involved, imply that the developing country is prone to repeatedly lose its' export credit
insurance cover and that excessive emphasis has to be placed within the developing
country on debt crisis management, often at the sacrifice of the more fundamental con-
cern with development, particularly as there is in most cases no coordinated effort dur-
ing the rescheduling exercises to increase the supply of additional finance in support
of a medium-term investment programme. Such costs are significant for developing coun-
tries generally, but are particularly large for small, low-income countries with a shor-
tage of skilled personnel.

There has been in recent years recognition for a very limited number of countries that
the debt problem requires a more long-term solution. In the case of one low-income
country, Sudan, a special meeting of a consultative group was held with the purpose
of providing an integrated framework for analysis of the country’s problem (15), explicit
recognition was accorded to the need for investment to increase the supply of tradeable
goods. The details of a three year investment programme were reviewed, and donors
provided indications of the amount of financial support they encouraged to extend. When
the Paris Club met a short time later, the creditors agreed upon terms which were more
favourable than in the case of other countries that had rescheduled recently; to a cer-
tain extent, this more favourable rescheduling may have been influenced by the fin-
dings of the consultative group.
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Furthermore, in two recent cases the IMF took the initiative in encouraging a donor group
meeting, which almost coincided with the Paris Club meeting, to obtain pledges of
emergency balance of payments assistance. The Fund used this procedure because
the country’'s programme under the agreement with the Fund did not appear likely to
be met, taking into account prevailing levels of official capital flows and the debt relief
likely to be agreed in the Paris Club.

It can be seen thus that the IMF plays a key analytical role not only in influencing the
amount of debt relief to be granted to countries, but also in determining the need for
additional financial resources. To a certain extent, the agreement with the Fund pre-
empts any major analytical role that could be undertaken by the Paris Club. The Fund
has often — in its' design of a country's adjustment programme — to anticipate a suc-
cessful rescheduling of official and officially guaranteed debt so that the country's ex-
ternal accounts can balance during the period of the programme. As a result, it has
often occurred that in the course of the Paris Club meeting, creditor countries accepted
as a parameter the residual balance of payments gap calculated by Fund staff, which
was then divided by the creditors’ estimate of debt service payments due to them, so
as to arrive at the proportion of them to be consolidated, in their counter-proposal to
the debtor country. It is mainly for this reason that the UNCTAD document quoted above
refers to the possibility of describing these Paris Club rescheduling as «co-financing»
of Fund programmes.

As the link between IMF programmes and Paris Club debt reschedulings has become
so close, it could also be argued that the IMF has de facto become the main technical
secretariat for the Paris Club!

Finally, it should be pointed out that the role of the IMF is very crucial at all stages of
the Paris Club. As has been mentioned, since 1977 Paris Club agreements involving
Fund members were all linked to arrangements with the IMF and in all of them mention
was made of the importance that creditor countries attached to the implementation of
Fund programmes; in fact during the 1981-83 period in most of the Paris Club Agreed
Minutes it was specified that the continued validity of the agreement was made depen-
dent on a country’s maintaining a satisfactory agreement with the Fund; in three of those
agreements, its' continued validity was made dependent on the country being able to
make drawings from the Fund; this approach has since been abandoned. Furthermore,
in those recent cases where a provision of conditional future rescheduling was includ-
ed, the conditions generally included the adoption of a Fund supported programme or
continued eligibility to draw under a Fund programme. «Goodwill clauses» (expressing
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the intent of creditor countries to convene another meeting to consider the possibility
of restructing future debt-service payments) have been used with far greater frequency
since 1981; in all the cases where a «godwill clause» was included, a condition for its
implementation was that the country conclude a new arrangement with the IMF, sub-
ject to upper credit tranche conditionality.

3.1 The role of the private banks

Private banks have been advising developing country Governments for over ten years
on a variety of financial issues, with particular emphasis on debt recording, manage-
ment and rescheduling. Most of the advisory activity has been concentrated in Africa;
however banks have also advised some small Latin American countries (e.g. Costa Rica
and Honduras) and some large Asian ones, like Indonesia and Turkey.

It is difficult to obtain detailed and, above all, systematic information on the advisory
role of private banks. Private bankers are on the whole reluctant to offer detailed infor-
mation on the subject, as this may be useful to their competitors; furthermore, some
developing country Governments are not willing that the bank reveals even the fact that
it is advising that country (in contrast with other developing countries’ Governments
which are keen to reveal that they have private bankers’ advice).

Although exact figures of charges are not available, it is evident that the fees are ex-
tremely high; in some cases these fees are financed out of the aid budget, of the in-
dustrial country where the bank is based. There does not seem to be a very clear policy
on the use of aid to finance these fees.

The services provided by banks to developing countries’ Governments cover a wide
range of activities. An apparently mundane, but actually very crucial, area is assistance
for setting up debt recording and monitoring systems; this is particularly important in
the case of many African countries, where there are serious omissions and inconsisten-
cies in their debt recording systems. The number of African central banks with a coherent
recording system and up-to-date debt and debt service records is small — as shown
by the discovery on «new» debts when rescheduling is under negotiation and/or debt
crisis erupts. The number with coherent forward projections — especially ones including
new borrowings during the period covered by the projection — is even smaller (16).
Less widely known is the fact that private banks have extended their advisory role to
helping particular developing countries design their adjustment programme for the pur-
pose of negotiating with the IMF, have been involved in different capacities in the negotia-
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tions between the Fund and the developing country on a Fund credit, and are in several
cases acting as advisors to Governments prior to and during Paris Club reschedulings
(in several cases, representatives of these banks attend the Paris Club meetings, as
«members» of the developing countries’ delegation).

The involvement of industrial countries’ private banks in developing countries’ debt
management seems to some observers to imply an unnecessarily high cost and to in-
volve an additional potentially undesirable external influence on national policy-making.
It seems necessary to stress, however, that the widespread use of advice by private
bankers reflects a need, whether real or perceived, by developing country Governments
for their services.

There are a variety of factors which seem to contribute to explain the relatively
widespread use of private bankers' advice. A first set of factors is related to the ex-
cessive and apparently increasing complexities of the debt rescheduling process itself.
We are referring for example to the negotiation of complex bilateral agreements with
individual creditors and to the fact that in many cases, debt reschedulings are so fre-
quent (generating problems such as the renegotiation of previously renegotiated debt).
The complexity of the rescheduling as well as its' frequency creates continuous
rescheduling activity in which new situations are permanently arising, where knowledge
of precedent is of great importance. This relates to a second set of factors which con-
tribute to greater use of private bank advice. The lack of detailed, timely information
published or easily available on the results of recent similar debt renegotiations makes
it attractive to have advisors which have either participated in them or have detailed
knowledge of them (17). This is particularly important in the Paris Club, as there are
no set of rules, the agreements are heavily influenced by precedent (and therefore detail-
ed knowledge of precedent is perceived as an important bargaining instrument). A third
set of factors is particularly relevant to small low income countries, for example, in Sub-
Saharan Africa. The general lack of skilled manpower in these countries, and the relative-
ly low priority on the whole given to training personnel in the fields of macroeconomics
and external finance imply that an insufficient number of nationals are available to carry
out complex and almost continuous negotiations; furthermore, there seems to be in-
sufficient international support in providing detailed information in these matters as well
as concrete back-up for negotiations, even though such support has increased in re-
cent years. For example, at the request of four countries, the UNCTAD Secretariat has
executed UNDP financed projects whose aim had been to assist the countries involved
to improve their national debt management by establishing an appropriate accounting
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base and/or computerising their debt records. The possibility of advice — on data recor-
ding — from central banks with their own system effectively functioning has also been
insufficiently explored.

4. The scope and terms of Paris Club reschedulings (18)

To a great extent, the scope and terms of debt relief granted by the Paris Club in the
early eighties (1980-83) were similar to those granted during the second half of the seven-
ties (1975-80) even though some evidence of systematic change can be detected.

As was the case in earlier periods, «eligible» debt for Paris Club rescheduling was
restricted to large officially insured suppliers’ credits and government loans. This ex-
cluded from consideration all unguaranteed trade credits, commercial bank loans and
loans from multilateral financial institutions. This restriction did not present particular
difficulties in the past, but as the composition of the debt of developing countries changed
since the mid-seventies, it has limited quite severely the amount of debt relief that can
be provided within the Paris Club framework. Of particular relevance within the context
of low-income African countries is the exclusion of short term commercial credit arrears,
even though it is not evident that such arrears could be easily negotiated within the
Paris Club arrangements.

As was the case in earlier periods, during 1981-3, the agreements also generally ex-
cluded official of officially guaranteed debt with a maturity of less than one year. In the
early eighties there were several exceptions to this principle either covering arrears on
principal, as well as interest on short-term debt or rescheduling short-term debt falling
due during the consolidation period.

Most agreements in the 1981-83 period included payments of both principal and in-
lerest; there was in this area an increase in consistency compared with the mid seven-
ties when interest payments were often excluded.

Official creditors have continued to be very reluctant in rescheduling previously con-
solidated debt; however, during 1981-83, there were three cases which rescheduled
all debt, whether previously rescheduled or not.

The length of the consolidation period in the early eighties ranged from one to two and
one-third years, much as it had during 1975-80. It seems surprising that the average
consolidation period during the early eighties (1.18 years) was on average actually four
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months shorter than that for the previous period (1.55 years). More flexibility was however
shown in some cases; in a recent case, creditors departed from precedent by agreeing
to reschedule debt service payments falling due in a future period so that the combin-
ed consolidation period would coincide with an EFF arrangement with the Fund.

As had been the case earlier, debt service payments eligible for consolidation in the
Paris Club were divided into two portions: a larger one, usually either 85% or 90% and
the remainder (see Table 1). The total average maturity for the large portion remained
practically unchanged in the early eighties if compared with the 1975-80 period; however,
on three occasions (Sudan, 1983 and 1984, and Madagascar, 1984), the maturity period
(ranging from 11 and a half to 16 years) was considerably longer than had been
customary in the earlier period (see Table 1). Furthermore, the average grace period
in 1981-83 was longer than in the earlier period, while the repayment periods were
shortened (see Table 1); this pushed debt repayments further into the future than had
previously occurred, but will contribute to increased bunching of payments during the
repayment period. The treatment of the remainder, regarded as a down payment, varied
substantially from one case to another.

It is noteworthy that the repayment terms for rescheduled arrears were for the whole
1975-83 period considerably more stringent than for rescheduled current payments;
for example, half of the amount of the arrears covered by the restructurings were to
be repaid within four years, whereas the repayment of rescheduled current payments
was longer, with half of the total repayment not due until six years after consolidation.
Furthermore, the repayment terms for rescheduled arrears were more varied than for
rescheduled current payments.

In all the agreements reached during the 1981-83, interest rates were left to be deter-
mined bilaterally. There is a wide variety of practice in defining monetary interest rates,
by different creditor countries.

A number of undertakings that were common in agreements reached in the 1975-80
period became standard in the early eighties. For example, in the latter period, almost
all the agreements included an undertaking by the debtor country to renegotiate private
debt, especially with banks, on comparable terms.

In examining the magnitude of the debt relief, it is useful to say that, as the recent IMF
Discussion Paper emphasises (18), the Paris Club has «reflected the creditors’ view
that debt relief should not be provided as a vehicle for concessional development finance
but should be designed to assist the debtor bridge temporary foreign exchange dif-
ficulties». This approach is on the whole clearly reflected in the terms granted in the
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Table 1

SUMMARY TABLE OF CREDITOR MEETINGS IN PARIS

Second year conditional on IMF agreement
First parcentage relates 1o principal, second to intarest

Note: Grace period starls at the beginning of the consolidation period
Source: UNCTAD Secretarial, based on Agreed Minutes

Country Dale Consolidation Percentage Grace Repaymant ereats H:r;pﬂgm:rnl G::;d
Period  Consolidated Period Period reorganisation  clause

Peru 111978 2ys " 0% 3ys 5ys no no no
Togo 061879 1y8ms 80% 2ysBms 6 ys yes no no
Sudan 1171879 1y89ms 85% 3ys3ms BysGms yes no no
Zaire 121979 1yEms 0% 5 ys Sys6ms yes on pravious yes
Sierra Leone  02/1980 2ys* 90% 5ys 8 ms 6ys yes as scheduled yes
MNicaragua 1/ 11/1980

Liberia 12/1980 1yBms 90% 4ys9ms 4 ys 6 ms no no na
Pakistan a1/1981 1yBms 0% — — no no yas
Togo 02/1981 2ys " 85% 4 y8 5ys no as schedule yes
Madagascar  04/1981 1y&ms 85% S5ysdms 4d4yséms yes no yes
Cent Alr Rep  06/1581 1y 854 5ys 4ys6ms yes no yes
Zaire 07/1981 2ys 90% 5ys 5 ys 6 ms yes on previous no
Senegal 1071981 1y B85% 5ys 4ys 6 ms no no yes
Uganda 11/1981 1y 0% S5ys6ms 4ysBms yos no yes
Liberia 1211981 9 ms 90% 4ys105ms 4ys6ms no no no
Sudan 03/1982 1y6ms H0% 6ys 5ys yes no yes
Romania 06/1982 1y 80% 3ys6ms dys yes no -
Madagascar  07/1982 1y 5% 4ys9ms 4ysEms yes no yes
Malawi 09/1982 1y 859 4ysBms dysBms no no yas
Senegal 11/1882 1y 85% 5ys3ms AdysBms no no no
Uganda 12/1982 1y 9094 S5ys6ms dysfms no no yes
Costa Rica 01/1883 1y&ms 8540 4ysOms dysBms yes na yes
Sudan 021983 1y 100% Eyséms Gys6ms yas on previous yas
Cuba 03/1983 lydms 95%ofprnc. 2ys10ms 4ysB ms no no yes
Togo 04/1983 1y 90% Sys 4 ys B ms yes on previous yes
Zambia 05/1983 1y 9004 5 ys 4 ys 6 ms yes no yas
Romania 05/1983 1y 70% of princ. 3 ys B ms 3ys yos — —
Maxico 06/1983 6 ms 0% dys 2ysBms yes no yes
Cent Alr Rep. 07/1983 1y 0% 4ys 4ys 6 ms yes no yes
Peru 0771983 1y 90% Jys 4y5 6 ms no na yos
Ecuador 07/1983 1y LT 3ys 4 ys 6 ms no no yes
Morocco 1041983 1y4ms B50% 3ys9ms dysbms yos no yas
Malawl 10/1983 1y B5% JysEms 4 ys yes no no
Niger 11/1983 1y 0% 4ys 7T ms 4 ys no no yes
Brazil 11/1983 1y5ms B85% 4ys 10 ms 4ys yes no no
Liberia 12/1983 1 90% S5ys 4ys&ms no no yes
Madagascar 371884 1y6ms 90% Gys3ms Syséms yes on previous yes
Sierra Leone 2/1984 1y 90% y& 4 ys no on previous yes
Ivory Coast 5/1984 Tylms 100%50% ** Sysims d4ys6ms yas no yes
Sudan 51984 1y 100% B yrs Bys6ms no O previous yes

1 No agreeman! was reached
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Paris Club, as outlined above, and in the fact that debt relief is often a very significant
percent of the current year's export earnings or current account deficit (19), but is a
relatively insignificant proportion of the stock of total external debt or the medium term
foreign exchange needs of the countries rescheduling.

5. Increasing «debt-rescheduling effectiveness»

In evaluating the effectiveness of existing Paris Club procedures and their impact on
developing countries, it seems useful to distinguish two levels: 1) significant changes
in the parameters of the Paris Club and 2) small changes through which rescheduling
procedures could be improved without a major change In their parameters.

It seems important to stress that there are absolutely no legal or institutional ar-
rangements which regulate Paris Club operations. Therefore, a change in its’ terms
of reference, it procedures and the actual amount of relief offered depends only on the
political willingness of the creditor countries, (this is a formal but potentially important
point, not really made in the literature).

5.1 Significant changes in the parameters of the Paris Club

There has been a long debate between debtor and credit countries, as well as between
international institutions involved on the nature of a desirable debt-rescheduling pro-
cess (20). Perhaps the most fundamental points that the Group of 77 have made is that
the sharp distinction between debt relief and development assistance should be drop-
ped and that the amount and terms of the debt relief take account of the medium-term
development problems of the debtor.

As a result of discussions between industrial and developing countries, a resalution
on «Detailed features for future operations relating to the debt problems of interested
developing countries» was adopted by consensus at the Trade and Development Board
of UNCTAD in September 1980; this resolution includes the objectives of international
action and a very broad operational framework within which such action should take
olace.

The objectives contained in the agreed detailed features provide that international ac-
tion on debt problems of developing countries «a) should be expeditious and timely;
b) should enhance the development prospects of the debtor country, bearing in mind
its’ socio-economic priorities and the internationally agreed objectives for the develop-
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ment of developing countries; ¢) should aim at restoring the debtor country’s capacity
to service its’ debt in both the short-term and the long-term, and should recognise the
developing country's own efforts to strengthen its’ underlying balance of payments situa-
tion and d) should protect the interests of debtors and creditors equitably in the context
of international economic co-operation».

The approval of these broad objectives and of a similarly general operational framework
seems to have had relatively little impact on the actual procedures and terms of the
Paris Club operations.

The climate for accepting at least some major changes in debt rescheduling procedures
and terms currently seems however more favourable, largely as a result of the widespread
debt crises, their negative impact on developing countries’ economies and their actual,
as well as potential detrimental effect on industrial countries' economics.

The leaders of the seven major industrial countries’ Governments endorsed in princi-
ple at the London Economic Summit one important change in the rescheduling pro-
cess, when they stated that they agreed to... «In cases where debtor countries are
themselves making successful efforts to improve their position, encouraging more ex-
tended multi-year rescheduling of commercial debts and standing ready where ap-
propriate to negotiate similarly in respect of debts to governments and government agen-
cies»,

The factors that seem to make the adoption of important changes in the parameters
of debt rescheduling more likely for low-income countries are the following:

a) Debt crises have in the early eighties become extremely widespread (as well as in-
creasingly repeating themselves in some countries). It is increasingly recognised that
to an important extent the problems of servicing the external debt of so many develop-
ing countries reflects profound changes in the world economy and in particular in the
functioning of the international financial system, even though mistaken national policies
have often contributed to accentuate the problem. As a result, changes in debt reschedul-
ing practices — as well as other possible changes in the international financial system
— seem to be necessary to help overcome the severe economic problems facing
developing countries.

b) There is an increased perception that changes in debt rescheduling procedures —
as well as other changes in the international financial system — may not only be desirable
from the point of view of the developing country borrowers, but may also be in the ultimate
interests of the industrial country lenders, as more appropriate procedures will diminish
the risk of open default — with their very negative impact on these countries’ financial
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systems — and enhance the possibility of future profitable business activity with develop-
ing countries.

¢) It has become evident that in the eighties, private banking loans cannot be expected
to provide a major source to finance Balance of Payments' deficits, even for middle
income countries, as they did in the seventies; there is no alternative obvious source
of major expansion of new flows to developing countries operating at the moment. Net
transfers to developing countries have been declining, and have in some periods and
for some developing countries even become negative. Higher debt relief — both for
low and middle income countries — acquires particular importance if and while new
sources of external finance do not arise, to avoid very low levels or even negative levels
of net transfers.

d) The management of the debt crises in the early eighties has provided additional
lessons and precedents. In the case of many of the more successful private bank
reschedulings during the early eighties (e.g. Brazilian and Mexican ones) debt renegotia-
tion has been linked with negotiation for new loans. In the case of one low-income country
with a debt problem of several years' standing, a consultative group meeting was held
before the Paris Club, with the purpose of providing an integrated framework for analysing
the country's debt problems; this contributed to more fruitful Paris Club negotiations
and to more favourable terms agreed than in the case of other low-income countries.
These exercises in the early eighties would seem to confirm the value of putting debt
rescheduling in a broader development framework, and possibly linking it to discus-
sions of new flows. The link between debt relief and new flows had previously been
rather successfully established in the aid consortia for India and Pakistan.

Given these recent changes in the economic environment and the gradual change in
creditor countries’ perceptions, it would seem that some or all of the following measures
have a broader base of support than in the past. Although linked, each of these measures
could be easily adopted separately; if several of them were adopted, they would imply
a significant change in the parameters of Paris Club reschedulings.

i) Particularly for low-income countries, it would seem appropriate to discuss their emerg-
ing debt problems initially in the broader context of a donor group, aid consortium or
consultative group. After a comprehensive analysis of the country's problems and future
prospects, such a multilateral forum could define the necessary action programme, which
would include recommendation regarding the amount of rescheduling required, but could
also make reference to new financial flows. Creditors meeting in the Paris Club could
carry out their discussions within the broader framework of the analysis and recom-
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mendation of this multilateral forum, and could discuss in other or the same forums
commitments to new funds (21).

ii) Such a comprehensive analysis, which lays greater stress on development prospects
and programmes of the debtor country, would seem to imply a greater role for the World
Bank and/or UNCTAD than is currently the case. It has been suggested (22) that the
discussion of the country’s adjustment programme could be carried out jointly by the
World Bank and the IMF, with the debtor country concerned.

iii) There are a variety of proposals relating to the role of the IMF in the Paris Club debt
rescheduling process, which seem in different degrees to propose a limitation to the
Fund's currently overbearing influence on these proceedings. Perhaps the most radical
proposal in certain respects is that of Chandra Hardy, which suggests that «debtors
should not be required to conclude stabilisation agreements with the Fund prior to seek-
ing debt relief, ... but shoud ... instead present to its’ creditors a programme that would
enable the debtor country to maintain a minimum rate of per capita income growth while
implementing policies to stabilise its’ external payments position».

If creditors continue to insist on prior adjustment arrangements with international financial
institutions, more modest alternative proposals (to modify IMF conditionality and/or to
enhance the role of the World Bank and possibly UNCTAD in the definition of the ad-
justment and development programme) could be implemented.

iv) There is increasing agreement, amongst all parties involved, of the desirability of
multy-year rescheduling, both of commercial and government debts. (As mentioned
above, this has had even some official endorsement from the leaders of the seven ma-
jor industrial countries). This approach has also received quite strong support from the
official international financial institutions. For example, in the recent World Bank publica-
tion, Debt and the Developing Countries, January 1984, it is said that «the prospects
for adjustment with growth would be enhanced if creditor nations and bankers could
support medium-term restructuring plans — perhaps to periods of up to five years —
from the start»,

The expansion of the consolidation period implied by such an approach would make
it rather inconsistent with a yearly IMF stand-by (though it could be linked to future
stand-by agreements, as has occurred already in some cases of longer consolidation
periods, even though this seems an unsatisfactory arrangement). It would seem more
logical to link a multi-year rescheduling of official debt to a medium-term financial pro-
gramme. One possibility, if existing arrangements are to be used, would be linkage to
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the EFF; other more innovative proposals (23) would link multi-year debt rescheduling
with a new medium-term IMF Facility (24) or even a World Bank programme loan.

v) A modification of the «short-leash» approach implicit in lengthening consolidation
periods could be complemented, particularly for low-income countries, by an extension
of maturity and grace periods. As discussed above, there has already been a trend to
somewhat increase grace periods, and in a limited amount of cases to significantly ex-
pand the maturity period. Therefore some precedent already exists for changes in this
direction.

vi) Paris Club reschedulings should include a general statement that, as a result of the
total rescheduling process — including the bilateral agreements — the present dis-
counted value of the debt service should not be increased (25). If not made for all deb-
tor countries, such a statement or rule should at least be made explicit for all low-income
countries.

5.2 Small changes in Paris Club reschedulings

Even without major changes in the parameters of Paris Club reschedulings, there are
a number of small modifications that could be made to existing procedures, which would
make them more agile and would make the task of debt crisis management easier to
handle for all parties involved.

As regards the procedures themselves, it would seem useful to attempt to expedite the
bilateral negotiations which follows and give validity to the agreements reached in
multilateral forums. In particular, attention should be given to clarifying the practices
and procedures followed by creditor countries in determining the interest rate on
rescheduled debt; this implies the possibility that more specific uniform criteria could
be evolved for interest rates to be charged, either by all creditors for each developing
country that reschedules or to establish common rules for the way each creditor tracts
different debtor countries. In individual negotiations, it would seem simpler if the issue
of interest rate could also be settled mainly or totally at the Paris Club meeting itself
(26).

A second area to speed up the bilateral agreements would be to improve the flow of
information between creditor countries and the debtor country with regard to individual
loan transactions the benefit from government guarantees. A pre-requisite would be
to significantly update and fill in the gaps of records on current debt and the installation
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of debt recording/monitoring systems in debtor countries. It would seem that this is an
area in which many low-income African central banks may need emergency technical
assistance, as in the training of personnel to operate the new systems once installed.

Information should also be significantly improved on the Paris Club procedures and
the outcome of the operations themselves, by making them both more timely and more
detailed than current publications on the matter. A periodic publication (e.g. every 3
or 6 months) could be compiled, which would give details of the terms (including, if possi-
ble interest rates) agreed on a country-by-country basis. Such a publication could be
easily elaborated by technical staff linked to the Paris Club itself or by one of the inter-
national institutions which attend as «observers» and which already publish some material
in this field, though not as detailed and frequent as would seem to be required. It would
seem valuable if greater transparency was applied also to interest rates charged (as
details about them are currently not revealed). Finally, debtor countries have stressed
the need for greater clarity as to what procedures a debtor country could follow to ac-
celerate the restoration of export credit facilities.

A greater transparency of the operations may tend to limit the advisory role which mer-
chant banks need to play (though not eliminating it).

The Governments of developing countries themselves should attempt increasingly to
pool together in a systematic way information on their individual reschedulings; in this
respect, Latin American countries seem to be taking the lead, but this type of activity
could be easily extended — particularly to areas like Sub-Saharan Africa — where a
large number of countries have similar debt problems and are undergoing similar
reschedulings.
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LE CLUB DE PARIS ET LES PAYS LES PLUS PAUVRES
RESUME

Le nombre des pays qui ont di reéchelonner leur dette extérieure selon les modalités
du Club de Paris ont augmenté de fagon dramatique depuis 1981. Pendant la période
1976-83 la majorité (plus précisément le 70%) de ces pays appartenaient & la catégo-
rie des économies a faible revenu d'Afrique.

Le Club de Paris est un forum dans lequel les pays debiteurs négocient la restructura-
tion de la dette publique avec les gouvernements des principaux pays créditeurs. La
dette restructurée dans cette enceinte comprend des préts octroyés par les gouverne-
ments créditeurs et des créedits a4 I'exportation du secteur privé, garantis ou assurés
par les institutions de crédit a I'exportation des pays créditeurs.

Méme s'il fonctionne depuis 1956 et s'il s'est réuni dans beaucoup d'occasions, le Club
de Paris est un forum ad hoc et informel sans statut juridique et méme sans régles
écrites de procédure et de comportement. Le caractére informel des négociations du
Club de Paris pourrait étre potentiellement avantageux pour les P.V.D.: il permet, si
c’est le souhait des gouvernements des pays créditeurs, d'apporter facilement et rapi-
dement des modifications dans les procédures et dans les conditions de ses opéra-
tions.

Méme s'il n'ya pas de régles formelles, les ri-négociations des dettes du Club de Paris
suivent des procédures assez standardisées qui sont décrites dans la deuxiéme sec-
tion de cet article. Le Fonds Monétaire International joue un réle-clé dans le processus
de reéchelonnement de la dette dans le Club de Paris. Dans le cas ou les pays concer-
nés sont membres du Fonds Monétaire International, la procédure de reéchelonnement
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prevoit que les pays débiteurs s’accordent préalablement avec le Fonds pour I'utilisa-
tion des tranches finales de crédit (upper crédit tranches): voir a ce sujet la section
3-ieme. La section 4-ieme examine le volume et les conditions des plus récentes ri-
négociations de la dette au sein du Club de Paris avec une attention particuliére aux
pays africains a faible revenu.

La section finale résume les limitations principales des expériences de reéchelonne-
ment effectuées dans le cadre du Club de Paris et avance des suggestions pour accroitre
I'efficacité de ces mécanismes de reéchelonnement. On suggere par exemple que, par-
ticuliéerement pour les pays a plus faible revenu, la discussion des problémes naissant
de leur dette soit élargie: le groupement des pays donneurs, des consortium d'aide
et des groupes consultatifs pourraient constituer une assise utile pour les discussions
au sein du Club de Paris. On analyse aussi la nécessité d'une reéchelonnement de
la dette dans une periode de plusieurs années, d'une extension des échéances et des
périodes de grace pour les pays a faible niveau de revenu. On recommande aussi d’in-
tensifier et d'accélérer les accords bilatéraux aprés la conclusion des négociations du
Club de Paris.
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