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Public external debt in countries of the South [1] is a source of concern, notably because of
its dramatic increase within the last two decades and because of parallels with the pre-crisis
debt situation of Third World countries in the 1980s. Beyond the similarities, the widespread
use of bond issues poses a new challenge. With nearly ten over-indebted countries and
seventeen in suspension of payments, the debt crisis has already begun. [2]

Recent evolution of the debt in countries of the South

In July 2019, according to the IMF, among low-income countries, 9 are over-indebted and 24
nearly are, which amounts to 39%. [3] As evidence of the inability (and unwillingness) of
international  financial  institutions  (IFIs)  to  respond  effectively  and  sustainably  to  over-
indebtedness, half of these 31 countries had strictly implemented the adjustment policies of
the HIPC initiative [4] launched by the G7 in 1996. [5] And according to a German NGO, 122
countries are in fact in a critical debt situation. [6]

Since 2010, the share of public external debt repayments by countries of the South in their
total revenues has increased by 85%, peaking at an average level of 12.2% of state public
revenues,  the  highest  level  since  2004.  [7]  The  majority  of  countries  affected  by  this
increase  in  debt  service  had  contracted  loans  and/or  obligations  with  the  IMF.  [8]

“Debt levels have reached new highs in advanced, emerging, and low-income
countries […]global debt—both public and private — has reached an all-time
high of $182 trillion — almost 60 percent higher than in 2007 […] Emerging
and developing economies are already feeling the pinch as they adjust to
monetary normalization in the advanced world.” – Christine Lagarde, Managing
Director, IMF – October 1, 2018 [9]

Between 2000 and 2017, the public external debt in countries of the South more than
doubled, from US$ 1,304 billion to US$ 2,936 billion (see Table 1). Several factors may
explain this increase. Taking advantage of high commodity price levels until 2013, countries
of  the  South  generated  significant  revenues  from their  export  products  and  the  economic
growth rates were high for a majority of them.

Table 1: Evolution of the public external debt in countries of the South by category of
creditors (in millions of US dollars and as a percentage) [10]
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At the same time, the 2007-2008 financial crisis had an impact on the economies of Western
countries. In search of more profitable financing, banks and private investors invested their
substantial cash in the sovereign debt of countries of the South. [11] Fuelled by the low
level of key interest rates in the United States and Europe, this cycle is currently coming to
an end and has caught countries of the South in a “debt trap”.

The end of the commodity supercycle

At the beginning of the 1980s, the fall in commodity prices was one of the elements that
triggered the Third World debt crisis. History is repeating itself today for these vulnerable
countries that are still dependent on their export revenues. [12] Mainly intended to provide
the foreign currencies needed to repay external debt, raw materials have been exported
since  2013  at  prices  well  below  those  previously  achieved  (see  figure  1).  This  reversal  is
causing  significant  financial  difficulties  for  a  number  of  countries  dependent  on  oil,
agricultural or mining revenues. [13] This factor is aggravated by the recent depreciation of
Southern currencies against the US dollar. [14]

Figure 1: Monthly commodity prices indices, 1998-2018 (base year 2015 = 100) [15]

The boom in bond issuances

The boom in the use of bond issuances is the main originality and indeed concern of this
new debt crisis. [16] As early as the mid-2000s, attracted by low interest rates (see figure 2)

https://www.globalresearch.ca/wp-content/uploads/2020/01/Screen-Shot-2020-01-23-at-11.02.36-PM.png
http://www.cadtm.org/Sovereign-debt
http://www.cadtm.org/Interest-rates
http://www.cadtm.org/Bond
http://www.cadtm.org/Interest


| 3

and the absence of conditionalities, many countries turned to private creditors. But unlike in
the 1960s and 1980s, when governments borrowed directly from banks, they used bond
issuances  in  the  financial  markets.  In  Western  contexts  of  moderate  or  even  negative
growth, private creditors in search of profits, encouraged by the low level of interest rates,
have taken advantage of this situation to reinvest their liquidity in the sovereign debt of
countries of the South and thus improve their return rates. [17] At the same time, the IMF
has encouraged low- and middle-income countries to use this type of instrument [18] to
finance  their  infrastructure  needs  and  repay  their  arrears.  [19]  Private  creditors  now hold
more than 60% (see Table 1) of the public external debt of the countries of the South.

Rising interest rates

As the article was written in May 2019, this paragraph on interest rates should be qualified
since in the summer of 2019, the FED announced a (temporary) reduction in its interest
rates, and the ECB announced an extension of the Quantitative easing mechanism.

In  response  to  the  2007-2008  financial  crisis,  central  banks  (US  Federal  Reserve  –  FED,
European Central Bank – ECB, etc.) lowered their key interest rates. The measure was aimed
at  facilitating  the  financing  of  States  and  economic  actors  by  promoting  investment  at  a
lower cost. However, central banks soon put an end to this policy of key rates close to zero
or even zero (see figure 2). Mainly denominated in US dollars, [20] the external debt service
of countries of the South consequently deteriorated while causing a decline in investment in
these countries through a decline in investment because of private capital returning to more
industrialized countries. [21] In 2017, more than 60% of the debt of the countries of the
South consisted of variable-rate loans [22] and maturities of sovereign bonds will begin in
2021 (see figures 3 and 4). [23]

Figure 2: Changes in the key rates of the European Central Bank and the United States
Federal Reserve since 2005 (in percentage terms) [24]

Blue line: ECB, Orange line: US Federal Reserve

Figure 3: Selected International Bond Redemptions in SSA (Billions of U.S dollars) [25]
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Figure 4: Upcoming International Bond Redemptions of Frontier Market Sovereign Issuers
(Billions of U.S dollars) [26]

The IMF’s comeback
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As a sign of the times, the IMF has made a strong comeback in recent years. After being
weakened in the early 2000s, [27] 35 countries are currently implementing the policies
required by the IMF in return for financial assistance. [28] The populations of Argentina, [29]
Egypt,  [30]Greece,  [31]  Morocco,  [32]  Tunisia,  [33]  Ukraine  [34]  and  Central  African
countries [35] are among the latest victims of this undemocratic neoliberal institution in the
service of Western interests. [36] After the failure of the structural adjustment plans of the
1980s, the IMF still insists on demanding the implementation of anti-social policies, [37]
leading to an increase in inequalities [38] and causing major popular revolts in its wake. [39]

Cancelling illegitimate debts

Donald Trump’s recent announcement to stop the rise in FED interest rates in response to
the deteriorating economic situation in the United States [40] may delay the spread of the
debt crisis, but vigilance is required. Faced with the debt trap, the climate emergency, the
challenges of development and social justice, it is necessary to work towards the application
of collective and solidarity-based alternatives. The establishment of a citizen audit [41] to
identify  and  abolish  odious  and  illegitimate  debts  resulting  from  creditor  greed  and
corruption of local elites [42] is a first example, as is the effective creation of a Bank of the
South to help countries escape the domination mechanisms inherent in the IFIs, the Paris
Club and other major new creditors such as China.

*

Note to readers: please click the share buttons above or below. Forward this article to your
email lists. Crosspost on your blog site, internet forums. etc.

Translated by Milan Rivié and Christine Pagnoulle
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