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The case for creditor co-responsibility:  
the spotlight on countries in arrears on their debts 

This is a Eurodad discussion paper initially for participants at the South-North 
Consultation “Resistance and Alternatives to Debt”, Havana Cuba, September 2005. 
This paper is designed to get c omments and feedback. Please send such by 10 
October to Gail Hurley: ghurley@eurodad.org, Tel: +32 2 543 90 68.  
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1) Introduction  
 
In 1978, Erwin Blumenthal (an IMF-man appointed to run Congo’s central bank) 
reported that large amounts of lenders’ cash had gone missing and that there was 
"no chance, I repeat no chance, that [Congo's] creditors will ever recover their 
loans." Congo's foreign debt then stood at $5 billion. Nevertheless, in the 1980s, 
after Blumenthal left, the World Bank, IMF among other northern credit ors lent 
Mobutu almost US$5 billion more. In this case however the international financial 
institutions (IFIs) did recover their cash. In 2002, the Democratic Republic of Congo 
(DRC) cleared its arrears of US$132 million to the World Bank. Bilateral donors 
(Belgium, France, Sweden and South Africa) issued cash-strapped DRC with sizeable 
new loans to enable it to do so. In 2002, DRC also cleared arrears to the IMF and 
African Development Bank (AfDB). DRC was in arrears to the AfDB to the tune of 
US$800mn. The arrears clearance operation involved partial repayment of the 
arrears and a consolidation of the balance into a new credit facility. It was supported 
by international donors. And so the multilateral institutions recouped their cash, even 
though a significant number of loans were of dubious origin and the “loot” squirreled-
away in Swiss, UK and other Western banks.  
 
Processes of arrears clearance such as these are not widely known about or reported 
on. Yet, as this report reveals, current practices of arrears clearance – in particular 
to the international financial institutions but also to the Paris Club – display many 
very worrying features. In this paper, Eurodad explores several recent and current 
cases, including the Democratic Republic of Congo, Iraq, Haiti and Nigeria.  
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We reveal key concerns in a number of areas. These include the impact of arrears 
clearance on principles of creditor co-responsibility and allegations of odious or 
illegitimate debt by developing countries; the negative impact on countries’ levels 
of indebtedness to the international financial institutions; the implications on 
countries’ policy space or autonomy; the impact of arrears clearance on donor 
aid budgets and the impact on poor countries’ very scarce financial resources.  
 
The paper also looks at several probable future cases of arrears clearance, including 
The Sudan, Liberia and Somalia and argues that, from an ethical point of view, 
these countries should not be pushed down this same well-trodden and very dubious 
path. Instead, we argue that the cases cited in this report demonstrate the clear 
need, so far denied by the international creditor community, for a radical shake-up of 
the international debt architecture . In particular, we suggest that some form of 
international insolvency or bankruptcy framework could be applied to these 
cases. We suggest that this approach could help reignite debates on the crucial 
principle of creditor co-responsibility within the international community. This will 
be one important step towards addressing, over the longer-term, the wider issue of 
odious and illegitimate debt. At the end of this report, Eurodad details what such a 
mechanism could look like, and argues that debt audits (both on the debtor and 
creditor sides) could greatly enhance these processes.  
 
But we also suggest that longer-term, civil society organisations should think about 
how far they would support the development of new, international lending 
standards or guidelines. This report ends with a series of challenging questions 
that it is hoped will generate lively discussion and a number of ideas on how work in 
this vital area could proceed by organisations in the South and North alike. We feel 
this is particularly timely – both because the international community is currently 
seeking solutions to the protracted arrears crises of countries such as The Sudan but 
also because at the same time , creditors continue to rely on the ad-hoc drip-feed 
cycle of limited cancellations for a minimal number of some of the poorest countries 
based on all the usual structural adjustment conditionalities as demonstrated by the 
most recent “deal” on debt by G8 Finance Ministers.1  This approach has dismally 
failed to comprehensively address the debt crisis and indeed only serves to 
perpetuate the “lend-forgive” cycle. 
 
Eurodad welcomes comments and feedback on any part of this report at any time. 
Please contact Gail Hurley on ghurley@eurodad.org . 
 

                                                 
1 Eurodad, Devilish details: Implications of the G7 debt deal, June 2005: 
http://www.eurodad.org/articles/default.aspx?id=628  
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2) Arrears clearance: a dubious and well-trodden path 
 
Historically, countries defaulting and going into arrears on their external debt 
obligations is not uncommon. Think Mexico, Brazil, Argentina, Nigeria, Democratic 
Republic of Congo, Iraq, Zimbabwe and Sudan to name just a few cases. Reasons 
why often include financial and economic collapse (which in turn may have been 
provoked by over-borrowing, over-lending and increased interest rates), civil conflict, 
national or regional political tensions, corruption or international isolation due to 
strategic geopolitical or human rights concerns. In lots of cases, countries have 
defaulted principally on commercial private debt and/or bilateral debt while they 
have continued to service multilateral debt obligations. This is because the 
multilateral financial institutions are de facto treated as preferred creditors which in 
turn means that a default on multilateral debt would result in a country being cut off 
completely from international credit leaving it unable to access much needed funds. 
Other countries however have indeed defaulted and gone into arrears on all of their 
outstanding external debt obligations. Again this may be for a number of reasons 
and for varying lengths of time. But what is common to these cases is the “circus” 
arrears countries must go through to clear arrears, in particular to the international 
financial institutions, in the absence of a fair and transparent debt work-out 
mechanism. This “circus” becomes a precondition for re-engagement and to gain 
access to new loans and grants from the donor community. Recent examples of 
arrears clearance include: 
 

?? Republic of Congo cleared all of its arrears to the International Bank of 
Reconstruction and Development (IBRD) and International Development 
Association (IDA) in 2001; 

?? Democratic Republic of Congo cleared its arrears to IBRD in July 2002 
which amounted to US$132 million (of which US$81 million was overdue 
principal payments). Bilateral donors (Belgium France, Sweden and South 
Africa) issued DRC with sizeable new loans to enable it to do so. In the same 
year, DRC also cleared arrears to the IMF and AfDB. DRC was in arrears to 
the AfDB to the tune of US$800mn. The operation was supported by 
international donors; 

?? The Islamic State of Afghanistan cleared its overdue obligations to the 
Asian Development Bank in December 2002 and the IMF and World Bank in 
February 2003. This was funded by grant contributions from Italy, Japan, 
Norway, Sweden, the United Kingdom and the Afghanistan Reconstruction 
Trust Fund; 

?? Iraq cleared all overdue debt service payments to the IMF in September 
2004. This amounted to US$ 81mn. In December 2004, Iraq also cleared all 
arrears to the IBRD. These amounted to US$ 110mn; 

?? Haiti cleared US$ 52mn of arrears to the World Bank on 4 January 2005. 
Haiti used US$40mn of its own reserves and a US$12.7mn grant contribution 
from the Government of Canada; 

?? Liberia has resumed monthly token payments of around US$50.000 towards 
arrears with the International Monetary Fund (IMF) in 2004. The World Bank 
hopes for the full clearance of its arrears by December 2005. The African 
Development Bank has also expressed hope for full arrears clearance by end-
2005; 

?? Nigeria has all but secured a deal with the Paris Club of wealthy creditor 
nations for a 67% cancellation of debts owed to the Club. This deal however 
is contingent on Nigeria using US$6bn of its own reserves to clear all 
outstanding arrears to the Club. 
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There are also a number of likely cases to watch out for in the near future: The 
Sudan, Somalia and Côte d’Ivoire at least. Indeed, Sudan has resumed some 
monthly payments towards arrears with the IMF and AfDB, even though some 
elements within these two institutions have said they would like the authorities to 
increase the amount. So what’s it all about? 
 
Arrears clearance: what’s it all about? 
 
Processes of arrears clearance are usually extremely complex, involve lots of clever 
accountancy tricks, i.e. the shifting of funds from one bank account to the next and 
then back again as well as being invariably conducted behind closed doors.  
 
For many countries, arrears clearance to the multilateral institutions is the first 
non-negotiable  step they must take due to the “preferred creditor” status of the 
international financial institutions. The process typically involves the country in 
arrears appealing to the international community for financial support. Several 
bilateral donors then usually step in to help the country clear its arrears. This help 
may be in either grant or loan form and the poor country may also have to 
supplement this assistance with its own reserves. In the case of Haiti, which cleared 
US$52mn of arrears to the World Bank in January 2005, it used US$40mn of its own 
(very limited) reserves coupled with a US$12.7mn grant contribution from the 
Government of Canada. Perhaps (probably) due to the current geopolitical 
importance of Afghanistan, it was able to clear its overdue obligations to the Asian 
Development Bank, World Bank and IMF with grant contributions from Italy, Japan, 
Norway, Sweden, the United Kingdom and the Afghanistan Reconstruction Trust 
Fund. In the case of Nigeria which is moving to clear arrears to bilateral creditors 
(members of the Paris Club), it will use its own international reserves taken from the 
“excess crude-oil fund”. 
 
What happens next? 
 
In cases of arrears clearance to the multilateral institutions, what tends to happen is 
that only several days later, the IFIs then re-lend the country in question even larger 
sums of money. In June 2003, the Democratic Republic of the Congo was 
immediately re -lent US$450 million from the World Bank upon clearance of its 
US$132mn in arrears to the IBRD and IDA. Iraq cleared overdue payments of US$ 
81mn to the IMF and was immediately re-lent US$436.3mn by the Fund (a 
staggering five and a half times more). Just four days after Haiti cleared its 
US$52mn to the World Bank, it received US$73mn in new assistance from the Bank: 
US$36mn in grants and US$37mn as credits. And of course, where bilateral donors 
did not provide their original support in grant form, part of the new loan(s) will pay-
back the donors which helped “bail-out” the country in the first place! 
 
 
Flow-chart to follow 
 
 
Why clear arrears? 
 
The purpose of arrears clearance is of course to re-establish (or “normalise” in Bank 
speak) relations with the international donor community in order to obtain much-
needed fresh loans and grants. Typically, countries in arrears have been effectively 
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cut-off from international assistance for many years. In lots of cases, this has been 
caused in large part by protracted civil conflicts which have in turn resulted in the 
destruction of infrastructure and productive capacities, large populations dead, 
displaced and/or impoverished. These countries are therefore in desperate need of 
new cash.  
 
The problem is that this leaves countries extremely vulnerable to external political 
pressures. This in turn means that countries can be effectively “rail-roaded” into 
accepting IMF and World Bank supported programmes and loans that contain a 
whole series of policy priorities (such as austerity measures and free- market reforms 
for example) that are not only totally unsuitable for a country emerging from conflict 
but should never be the immediate priorities of countries which have overwhelming 
reconstruction and development needs.  
 
What are the implications? 
 
Research carried out for this paper has revealed that there are several very serious 
implications to current practices of arrears clearance. These typically include: 
 

?? The impact of arrears clearance on principles of creditor co-responsibility 
and allegations of odious or illegitimate debt by developing countries; 

?? The negative impact on the countries’ levels of indebtedness to the 
international financial institutions; 

?? The implications on countries’ policy space or autonomy; 
?? The impact of arrears clearance on donor aid budgets. 

 
This report explores each of these concerns in detail, and at the end outlines a series 
of detailed recommendations on ways in which they may be comprehensively 
addressed. 
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3) Dubious debts – but the creditors don’t care 
 
Many commentators argue that current practices of arrears clearance are unjustified 
on the grounds that , in many cases, the debts being cleared are odious or 
illegitimate in nature2. These debts should never be repaid to the international 
financial institutions or rich country governments. This argument could be applied to 
the Democratic Republic of Congo (DRC), Iraq, Haiti, Nigeria and many, many other 
countries. 
 
In DRC for example , lenders knew full well that their loans were personal bribes to 
Mobutu, then President. They knew the Congolese people never consented or 
received benefits from the loans. Indeed in 1978, Erwin Blumenthal (IMF- man 
appointed to run Congo’s central bank) reported that large amounts of lenders ’ cash 
had simply gone walkabouts and that there was "no chance, I repeat no chance, that 
[Congo's] creditors will ever recover their loans." Congo's foreign debt then stood at 
$5 billion. Nevertheless, in the 1980s, after Blumenthal left, the World Bank, IMF 
among other northern creditors lent Mobutu almost US$5 billion more. The 
international financial institutions did recover their cash however. In 2002, DRC 
cleared arrears to the IMF, World Bank and African Development Bank. These 
multilateral bail-outs were funded in most part by bilateral donors, including Belgium 
France, Sweden and South Africa. 
 
Nigeria is another case in point. In the 1970s and 1980s, successive military 
governments borrowed unchecked against future oil receipts, predominately from the 
Paris Club. Many of these loans however were simply looted (with full complicity of 
creditors). Others were not used judiciously or transparently and so projects for 
which the loans were obtained largely failed. Research by Oxfam 2004, puts the 
success of projects financed by foreign loans at just 2%.3  Nigeria’s President, 
Olusegun Obasanjo has described most of Nigeria’s external debt burden as “of 
dubious origin”. Indeed, when President Obasanjo assumed office in 1999, he said 
that from a historical, moral, environmental and human rights perspective, the 
country’s external debt was illegitimate. In the recent deal struck with Paris Club 
creditors however, Nigeria will use US$6bn of its own international reserves to pay-
off outstanding arrears in exchange for cancellation of 67% of the remaining debt. 
 
Haiti represents yet another very sad case in point. In January 2005, Haiti used 
US$40mn of its own scarce international reserves to clear arrears to the World Bank. 
This is despite the fact the nation is impoverished and international reserves at 
precarious levels. The IMF puts Haiti’s reserves at just six weeks of imports. But 
worse, this debt can easily be described as illegitimate. In March 2002, the World 
Bank in an independent evaluation of Bank assistance to Haiti from 1986 to 2001 
concluded that “the development impact of IDA lending had been negligible ”. 
Nevertheless, it is Haiti not the Bank that pays for these clear failures in 
development lending. The wealthy World Bank recoups its cash. 
 

                                                 
2 Debts are “odious” when they are contracted without the consent of the people and not spent in their 
interests and when the creditor is aware of this . The doctrine of odious debts was formalised in 1927 by 
Alexander Sack, a Russian international law scholar working in Paris. The concept of “illegitimate debt”  is 
broader than this and can apply to ill-devised and failed development projects for example. Currently, only 
the debtor pays for such failures. 
3 Aneej Briefing Paper, “Debt Relief for Nigeria Not Yet an Uhuru”, August 2005: http://www.aneej.org  
 



“The Case for Creditor Co-Responsibility” 

 8

But the concept of illegitimate debt can be expanded much further however. In many 
cases, debts have simply ballooned out of control over many years of non-
payment (or reduced payments) by the debtor country. The Nigeria case provides a 
particularly damning example. Since 1985 Nigeria has paid debt service to its 
wealthy creditors of US$37bn on original loan amounts of US$38bn but its debt stock 
still stands at US$36bn. This is because Nigeria has failed to service all its 
obligations on-time and in-full.  
 
In domestic law of course, there are certain guarantees against usurous (or 
unreasonable) interest rates and penalty charges levied against citizens who are 
unable to pay their debts. In July 2005 in the UK, a couple who feared losing their 
home after a loan of less than £6.000 (US$11.000) spiralled to more than £380.000 
(US$700.000) recently had their debts cancelled by a judge who ruled that interest 
and penalty charges were “extortionate” and “unfair”.4  In international law however 
no such protections for debtor nations exist. In this context, recent moves by the 
Parliament  in Nigeria to cancel interest and penalties on the external debt can be 
understood. 
 
 
 
The Case of Nigeria  
 
Nigeria’s debt, principally to Paris Club creditors, has quite simply ballooned out of 
control. This in itself – aside from the fact that much of this debt can also be 
classified as odious – means that the country’s current debt burden is without doubt 
illegitimate. Add to this mess conflicting numbers on Nigeria’s actual debt-stock 
and amounts repaid then the case for creditor co-responsibility and cancellation 
becomes even more compelling. 
 
According to Nigeria’s Debt Management Office, Nigeria’s external debt totalled 
US$35.9 billion at the end-December 2004. Of this amount, 85.8% is owed to Paris 
Club creditors, i.e. almost US$31bn. Ac cumulated arrears of principal repayment, 
interest payment and late interest charges amount to over US$5,6bn. However 
original loans from Paris Club creditors amounted to just US$16.7bn, accumulated by 
the military regime between 1964 and 1990. Since 1985, Nigeria has paid creditors 
US$11,6bn in debt service. Even so, Paris Club debt now stands US$14bn higher 
than the total original amount – not because of new loans but because Nigeria was 
unable to meet the full costs of servicing its debts over the years and therefore 
accumulated massive arrears and penalties.  
 
Indeed, on average on all its debts, Nigeria has paid around half of its external debt 
service due every year. The result of this is that, although since 1985 Nigeria has 
paid debt service obligations to its wealthy creditors of US$37bn on original loan 
amounts of US$38bn, its debt stock still stands at US$36bn. 5 Moreover, as this 
report has indicated, much of this debt was lent to and looted by the military regime 
(with full knowledge and complicity of creditors) and can therefore easily be 
classified as odious in nature. Seen in this way, the country’s external debt burden 

                                                 
4 Guardian, Court cancels debt that grew from £6,000 to £380,000, July 28, 2005: 
http://www.guardian.co.uk/business/story/0,,1537428,00.html  
5 Kersley, Helen, Statistics on Nigeria’s Debt, July 2005: 
http://www.newstartnigeria.org/content/briefings/Final%20Nigeria%20dŠics -July%2005.pdf  
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becomes illegitimate on two counts. 
 
While it is true that a “deal” on Nigeria’s debt is currently being finalised between the 
Nigerian Government and Paris Club creditors, it remains seriously flawed. Nigeria 
will be required to pay US$6bn up-front to clear arrears to Paris Club creditors in 
order to obtain an overall reduction of 67% on the stock of debt owed to the Club. Of 
this “arrangement”, ANEEJ (African Network for Environment and Economic Justice) 
has commented, “as desirable an exit from debt peonage is, it is scandalous for a 
poor debt distressed country, which cannot afford to pay US$2bn in annual debt 
service payments to part with US$6bn up-front”. According to ANEEJ, 79.500 
Nigerian children die before the age of five every month. 70% of Nigerians live on 
less than US$1 per day. Dr. Chu Okongwu, Former Finance Minister has also 
criticised the proposed deal arguing that it “will further accentuate the perverse 
resource transfer from the poor debtor to the rich creditor nations”.   
 
Eurodad argues that even though creditors may claim that Nigeria has benefited 
from an unexpected “windfall” due to high oil prices, and can therefore “afford” this 
US$6bn up-front payment, this money could be better spent. It should be spent first 
and foremost on the citizens of the country. Eurodad also points out that oil prices 
can very easily and very quickly decline which minimises the long-term benefits of 
any windfall. Paris Club creditors still have time to back-down and allow the country 
to invest the US$6bn in its people instead. Eurodad, ANEEJ and many other 
organisations strongly urge them to take this course of action over the coming 
months. At the same time, admission by creditors of usurous interest and penalty 
charges as well as recognition of the odious nature of much of Nigeria’s debt would 
not go amiss! Says ANEEJ, “creditors should take responsibility for irresponsible 
lending”. 
 
 
 
But even where debts are owed to the multilateral institutions which usually offer 
more concessional rates of interest, non-payment over many years has 
nonetheless resulted in ever-growing debt burdens. Indeed as the cases of Liberia, 
Somalia and Sudan show, well over half to two-thirds of the outstanding debt-
burden is made-up of interest and penalty charges alone. This matters little to 
creditors however who continue to insist that arrears be settled in full before any 
further negotiations on fresh loans/grants or debt restructurings can take place – as 
the following three examples show. 
 
 
 
The Case of Liberia 
 
Liberia remains in arrears with the IFIs for almost 20 years. No loans have been 
made to the country by the World Bank or International Monetary Fund since 1984 
when the country entered into a period of serious violent conflict. During this time, 
interest and penalty charges on previous loans have continued to accrue. To the IMF 
alone, Liberia owes a total of US$766mn of which a staggering US$430mn is in 
charges and interest on overdue payments. In total, Liberia’s external debt stands at 
US$3.8bn and has reached an unsustainable 2.722 percent as a ratio of goods and 
services on a net present value basis. In fact, Liberia is the world’s most heavily 
indebted country in terms of debt as a percentage of gross national product. 
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The National Transitional Government of Liberia (NTGL) has reportedly resumed 
monthly token payments of US$50.000 towards arrears with the IMF and World 
Bank. Moreover, in March 2004, the Bank announced that a plan was underway to 
clear the country’s substantial arrears to the institution as part of a broader re-
engagement strategy of the Bank with Liberia. The country’s arrears to the Bank 
stand at US$373 million. The IMF is also reportedly working on a proposal to clear its 
large arrears and in this year’s Article IV Consultation with Liberia “welcomed the 
authorities’ intention to consider increasing payments to the Fund in the context of 
the 2005/2006 budget”. Indeed, according to IMF projections, Liberia’s debt service 
to the Fund should amount to US$12mn each year for the next four years. 
 
Eurodad believes that the IFIs’ clamour to recoup their cash should be unthinkable. 
Chairman Bryant’s National Transition Government faces the insurmountable 
challenge of consolidating peace, reconstructing the economy and basic 
infrastructure – all completely destroyed by over fifteen years of intermittent civil 
strife. Poverty is widespread, the country’s macroeconomic position is fragile and still 
well below pre-war levels, a large number of ex-combatants still need to be 
integrated into economic life and the public debt is large and unsustainable. GDP per 
capita fell by an astonishing 29.5% in 2003. It recovered somewhat in 2004 by 
23.1% but real income per-capita remains at one-third of pre-war levels. In this 
year’s Article IV Consultation, the IMF admitted that “Liberia faces daunting 
challenges in its quest to rebuild the economy and reduce poverty”. 
 
 
 
 
The Case of Somalia 
 
Liberia is not alone. Somalia is in arrears to the World Bank and IMF to the tune of 
US$430mn. To the IMF alone, Somalia owes over US$334.5mn, of which a 
staggering US$116.7, i.e. half is in interest and penalties. With no prospect of HIPC 
Initiative debt relief on the horizon – and by extension no prospect of additional relief 
as proposed in the G-8 multilateral debt cancellation plan – the IMF wants Somalia to 
service this debt at a cost of US$5.91mn each year over the next four years. 
 
Somalia is impoverished after fifteen years of civil war, famine and gangsterism 
which have left the country almost bottom of the UNDP’s Human Development Index 
(161 out of 163 in 2001). GDP per capita declined from US$280 in 1989 to just 
US$226 in 2002. According to the World Bank, only one in five Somali’s are literate, 
only 13% of girls attend primary school and life expectancy is just 47 years. Add to 
this the damaging impact of the tsunami of 26 December 2004 which left nearly 300 
people dead and 50.000 more displaced. A large number of shelters and houses were 
damaged or destroyed, and many fishing boats and equipment were lost. 
 
Against this background, in March 2005, the World Bank and IMF declared that the 
country must clear its arrears of US$430mn to the two institutions before it can 
benefit from any future financial support, including assistance to help the country 
recover from the devastating effects of last year’s horrific tsunami. In fact, the World 
Bank is on record as having said “because of [the country’s] arrears, the World Bank 
is not in a position to provide emergency IDA credits or grants” post-tsunami. 
Somalia has arrears to IDA of US$125mn.  
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The Case of Sudan 
 
Sudan is yet another case of a severely indebted, conflict -ridden poor country whose 
debts have ballooned out of control due to non-payment over many years. The World 
Bank estimates Sudan’s external debt burden to stand at around US$21bn, most of 
which is in arrears. Sudan owes the IMF (only!) US$1.58bn. But of this figure, a 
staggering US$1bn of this is in interest and penalties. At the end of 2003, Sudan's 
outstanding IDA debt amounted to US$1.2 billion of which US$306 million is in 
arrears.  It also has arrears to the European Commission of EURO 73mn. Sudan is 
the most heavily indebted of the 38 poor countries classified as “HIPCs” and 
represents a vast expanse of terrain, rich in oil resources, in East Africa. Sudan has 
suffered 20 years of brutal civil war between the predominantly Muslim North and 
Christian/Animist South which has left over 2 million people dead – mostly of 
starvation – and a further 4.5 million displaced, mostly from the region of Darfur in 
Western Sudan. Many have fled into neighbouring Chad, itself deeply impoverished. 
 
Sudan is one of the poorest (and unequal) countries in the world. Income per capita 
stood at US$340 in 2001 however these figures hide wide regional disparities. 
Primary education completion rates stood at around 50% in 2002, but again, in some 
states and especially those ravaged by war, these figures stand at well below 20%. 
 
With no immediate prospect of HIPC Initiative debt relief – and therefore no extra 
relief under the G-8 debt deal – over the next four years, the IMF wants Sudan to 
cough up US$20.3mn each year in debt service payments to it alone. And indeed the 
country has already resumed some payments towards arrears with the international 
financial institutions.  But even more worrying, the IMF reports that some Executive 
Directors to the Board would like the Sudanese authorities to consider increasing the 
country’s payments towards arrears with the Fund in 2006 “in line with increased 
repayment capacity”.  
 
It also appears that, in the wake of the Comprehensive Peace Agreement (CPA) of 
January 2005 which formally ended war between the Khartoum Government and the 
insurgent Sudan People's Liberation Movement/Army (SPLM/A), discussions on a 
more “comprehensive” arrears clearance strategy are gathering pace within the 
international community. The World Bank and International Monetary Fund are 
reported to be working on the question of Sudan’s arrears in coordination with a debt 
support group led by the United Kingdom.  
 
Many commentators will no doubt argue that these frantic behind-the-scenes 
negotiations will be motivated at least in part by the country’s enormous oil reserves 
that lie predominantly under the north-south border region. Sudan has an estimated 
two billion barrels of recoverable oil, and is currently producing around 250,000 
barrels per day in an industry worth around US$2 billion per annum. Oil experts 
expect this to rise to 500,000 or more by 2007/8, and over 800,000 by 2010.  
 
 
 
Eurodad believes it is unjust if not immoral to expect arrears clearance and debt 
repayments from such deeply impoverished and troubled nations. Especially when so 
much of the debt is in interest and penalties or is odious in nature. And especially 
when countries’ international reserves are so scarce. Creditors must recognise that 
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these debts are fundamentally uncollectible from both a practical and moral view 
point. But repayment is exactly what the current system does expect as a 
precondition for reengagement with the international community. Eurodad argues 
that the scarce financial resources used to clear arrears – whether they come from 
the impoverished nation itself or from grant/loan contributions from bilateral donors 
(or indeed a combination of both) – could be much better spent. Is it just that Haiti 
used US$40mn of its scarce international reserves to pay-off arrears to the World 
Bank for development lending that the Bank acknowledged utterly failed? The Plate-
forme haïtienne de plaidoyer pour un développement alternatif  (PAPDA) has 
described the move as “an insult to the poverty and misery of the Haitian people” 
which must never be repeated.  
 
But it is also the implications of the above processes of arrears clearance on 
important principles of creditor co-responsibility. The evidence is clear that, in 
several cases, these loans should never have been made in the first place or had no 
beneficial impact. Yet the creditors, and in particular the international financial 
institutions, recoup their cash. Indeed, as we have seen, bilateral creditors are in 
many cases bailing-out the multilateral lenders. This behaviour by the bilaterals in 
turn promotes moral hazard on the part of the multilaterals which have “bad debts” 
(in every sense of the word) written-off their books. A recent report by the 
Netherlands highlights this point: “Bilateral donor funds [have been] used on a large 
scale to bail out multilateral creditors. Thanks to this bailout International Financial 
Institutions avoided a substantial part of the cost of their imprudent lending policies 
which caused moral hazard”. 6  Eurodad argues that it is time for the creditors, not 
just the people, to take the hit. In the conclusions and recommendations to this 
report, Eurodad outlines how principles of creditor co-responsibility may be 
practically implemented and achieved. 
 

                                                 
6 Ministry of Foreign Affairs, Netherlands 'Results of International Debt  Relief l990-1999' 2004  
http://www.euforic.org/iob 
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4) A bitter irony: arrears clearance cranking-up the debts 
 
If you expected that arrears clearance would help ease a country’s serious debt 
difficulties, you would be sadly mistaken. In fact, processes of arrears clearance 
typically provoke even greater levels of indebtedness in already very vulnerable, 
often conflict-ridden and poor indebted states. In the case of Iraq, it cleared overdue 
payments of US$ 81mn to the IMF. It was then re-lent US$ 436.3mn by the Fund (a 
whopping five and a half times more). The IMF’s loan to Iraq is to be paid back over 
just five years with annual repayments to t he Fund rising from US$11.26mn in 2005 
and US$15.12mn in 2006 to a staggering US$234.6mn in 2008 – even though 
massive reconstruction efforts are likely to be needed for many years to come. 
Presumably, the IMF is banking on rehabilitation of Iraq’s oil sector to fund these 
huge increases in annual debt service repayments. The Democratic Republic of the 
Congo is another case in point. It was immediately re-lent US$450 million from the 
World Bank upon clearance of US$132mn in arrears to the IBRD and IDA. And of 
course, practices such as these also lead to allegations of loan laundering by civil 
society organisations and some southern governments. 
  
But worse is still to come! 
 
 
5) More cash yes, but only if you do exactly as we say 
 
 “After a cataclysmic event, governments will usually do whatever it takes to get aid 
dollars – even if it means racking up huge debts and agreeing to sweeping policy 
reforms”.7   
 
Processes of arrears clearance and reengagement with the international community 
have very serious implications on countries’ freedom to define their own 
macroeconomic and social policy priorities. The catch to new loans and grants of 
course is that they are all tied to IMF/World Bank conditionalities and policy 
priorities. This provokes substantial and on-going policy interference by the IFIs in 
the affairs of the government and the running of the country. Worse, the policy 
priorities outlined in new loan or support agreements can often be described as 
strange at best and extremely worrying at worst as the recent examples of Iraq and 
Haiti demonstrate. 
 
 
 
The Case of Iraq 
 
The IMF’s “emergency post conflict assistance (EPCA)” package to Iraq is one case in 
point . The Fund describes the programme as underpinned by “a prudent fiscal policy 
that aims to limit spending to available government revenues and external 
resources, the use of the exchange rate to anchor inflationary expectations, and the 
implementation of key structural reforms to transform Iraq into a market economy.”  
 
Last year, the Financial Times described the reforms as “free-market economics so 

                                                 
7 Naomi Klein in “The Rise of Disaster Capitalism”, 16 April 2005, The Nation  
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sweeping a bust of Milton Friedman might be erected in Baghdad to fill the empty 
plinth where the statue of Saddam Hussein once stood”. 8  The FT has a point: to 
many these look remarkably like standard IMF policy prescriptions - which could in 
fact have been prescribed to any country in the world! It would appear totally 
unclear how, with this “text book” policy advice, the IMF truly taken into account the 
very unique situation of occupation, violence, human insecurity, and ethnic and 
religious tension which currently prevails in the country. Surely any sensible (not to 
mention human) approach necessarily involves an analysis of the key factors that 
impact the conflict and the social investments that need to be made to tackle the 
root causes. Instead the IMF is effectively calling for clear limits to public 
expenditures and a focus on market reforms! Even the World Bank, in its advice on 
conflict prevention and reconstruction, admits that “business as usual often 
exacerbates the situation”.9 
 
Iraq’s worsening social indicators confirm that these are indeed strange priorities. 
The country’s social indicators are now among the worst in the region and indeed the 
world. According to the World Bank (2004), infant mo rtality has increased to 107 per 
1000 live births (compared to an average of 105 in Sub-Saharan Africa, the most 
disadvantaged region of the world). In 2002, GDP declined by 4% and a staggering 
31% in 2003. One quarter of primary school aged children do not attend school. 
Human security remains a massive problem with almost daily car bombings and 
unemployment exceeds fifty per cent. Nevertheless, Laith Kubba, a Spokesperson for 
Iraq's Prime Minister, Ibrahim Jafari, declared in June 2005 that Iraq would “honour 
the IMF's demands to gut public spending”. This will involve the slashing of 1.6 
million further jobs and an end to subsidies on electricity and oil products. And all 
this in a country where 9 out of 26 million citizens live below the poverty line. 10 
 
However the IMF and World Bank are not the only culprits. The Paris Club cartel of 
wealthy creditor nations made Iraq’s compliance with an IMF-sponsored economic 
reform programme a precondition for “generous” debt reduction on their part. In 
November 2004, the Paris Club slashed Iraq’s debt by 80% in return for the country 
“yoking itself out to the IMF” as Stephen Gowans describes in “A Rape in the 
Making”11 . 
 
 
 
The Case of Haiti 
 
Of Haiti’s US$73mn in fresh assistance from the World Bank, a staggering US$61mn 
would be devoted to “economic governance” support measures. This would include 
“public private partnerships and governance in the education and health sectors”, i.e. 
private companies running schools and hospitals, writes Naomi Klein in “The Rise of 
Disaster Capitalism” 12 . PAPDA also expressed surprise at the policy priorities. Camille 
Chalmers, Executive Director remarked that the programme “in fact prioritises 
sectors associated with the process of privatisation of the country’s main public 
companies. It is significant that the first tranche of funds […] does not support job 
                                                                                                                                                 
8 Bretton Woods Project, Bank and Fund figure out Iraq lending, 17th November 2003, 
http://www.brettonwoodsproject.org/article.shtml?cmd%5b126%5d=x-126-27496  
9 See World Bank: 
http://lnweb18.worldbank.org/ESSD/sdvext.nsf/67ByDocName/TheWorldBankinConflictandDevelopment  
10 Gowans, Stephen, A Rape in the Making, June 15, 2005: http://gowans.blogspot.com/ 
11 As above 
12 Naomi Klein in “The Rise of Disaster Capitalism”, 16 April 2005, The Nation 
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creation, support to small or medium enterprises or access to basic social services 
but in fact supports the putting in place of market procedures designed to accelerate 
the transfer of capital to transnational corporations. It is a strange and surprising 
priority given the country’s state of economic collapse and urgent humanitarian 
need”. 
 
Moreover, in January 2005 (the same month), the International Monetary Fund also 
approved a new “emergency post -conflict” loan package to the interim government 
totalling US$15.6mn. Haiti would begin to service this loan immediately with US$ 
5.34mn already becoming payable in 2005. 
 
Even the World Bank admits that “Haiti is the poorest country in the western 
hemisphere and one of the most disadvantaged in the world, as social, economic and 
environmental indicators reveal”. According to the Bank, an estimated 76% of Haiti’s 
8 million people live in poverty and income inequality is among the highest in the 
world. Annual income per capita stands at just US$361 and Haiti ranks 146 on the 
Human Development Index (HDI). Half the population live on less than 1US$ per day 
and half is illiterate. Added to these critical concerns are rapid economic decline, 
shortage of water, electricity, employment, access to primary health care and 
education and deforestation. Worse, economic growth in the country declined by a 
further 3.8% in 2004. 
 
Nevertheless, of the interim government’s 2004-2005 budget, 22% of public 
expenditure has been ring-fenced for debt service repayments. In relative terms, this 
in effect means that debt service actually constitutes the number one priority policy 
of the virtually bankrupt present government, says PAPDA. External debt service has 
more than doubled between 1996 and 2003 and now amounts to around US$ 70mn 
annually. Haiti, despite its depressing economic state, has actually become a net 
exporter of capital to the World Bank over previous years! 
 
In this context, PAPDA has condemned moves towards arrears clearance and re-
indebtedness based on the policy priorities of the IFIs. As PAPDA points out, “how 
can we, in such economic circumstances, dare to ask that our country honour debt 
service repayments – a debt which, at least in part, has been plundered and used for 
personal enrichment?”. PAPDA is of course referring to the approximately 40% of 
Haiti’s US$ 1.4bn in external debt which can easily be identified as prima facie 
odious, accumulated under the Papa Doc and Baby Doc Duvalier dictatorships and 
used systematically to oppress the Haitian people. Moreover, PAPDA argues that the 
so-called improvements in public sector expenditure management which the World 
Bank is so keen to focus on “will have essentially no impact on our national economy 
when debt service repayments will still absorb increasing resources”.   
 
But even worse, these financial transactions and decisions on structural economic 
reforms have been taken by non-elected interim authorities (as in the case of Iraq 
also). Says PAPDA: “it is important for the provisional government to remain vigilant 
against all temptation to rapidly privatise public utilities. It is not for the current 
interim authorities to take such important decisions that serve to alter the economic 
structures of our country. Only an elected government can decide on what final 
course of action to take following extended consultation with all relevant actors and 
consumers”. 
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These examples outline serious concerns in relation to the effects of processes of 
arrears clearance and reengagement with the international community on developing 
countries’ policy space and autonomy. But PAPDA points to another serious concern 
that is worth reflecting on: in many cases, the international community is forcing 
radical neo-liberal reforms on “transitional” non-elected authorities not 
democratically elected governments.  
 
And this is indeed the case in Iraq, Haiti and Afghanistan among others. In Iraq, the 
interim government of Iyad Allawi was in place at the time of these hefty 
transactions and fresh agreements with the IFIs. In Haiti, Interim President, Mr. 
Boniface Alexandre cleared the country’s US$ 52mn in arrears to the World Bank 
plus agreed on a radical new aid and reform programme. As part of an emergency 
aid grant to Afghanistan, the World Bank mandated "an increased role for the private 
sector" in the water system, telecommunications, oil, gas and mining and directed 
the government to "withdraw" from the electricity sector and leave it to "foreign 
private investors", writes Naomi Klein. This is two years before the country had an 
elected government. 
 
When we consider the current emphasis (even obsession) of the international 
community on “democracy” and “good governance”, it seems somewhat ironic that 
at the same time, Northern Governments and the IFIs are quite happy to insist that 
non-elected authorities agree to radical and sweeping (mostly neo-liberal) policy 
reforms while they crank up even greater debts – rather than wait until fresh 
elections take place and a democratic government is in place to decide these 
fundamental structural reforms. Eurodad questions how far the international 
community can honestly argue that the current system can in any way support 
democracy-building in vulnerable often newly-democratic  states. Can it really be 
argued that the current system works for the poor? Again, these concerns strengthen 
Eurodad’s case for a radical shake -up of how arrears clearance and country 
reengagement works. 
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6) The many guises of international aid 
 
Processes of arrears clearance to the multilateral institutions – where they are 
supported by grant or loan contributions from bilateral donors – are usually 
accounted for as part of donors’ official development aid (ODA) budgets. In the case 
of Afghanistan, it was able to clear its overdue obligations to the Asian 
Development Bank, the World Bank and the IMF thanks to grant contributions from 
Italy, Japan, Norway, Sweden, the United Kingdom and the Afghanistan 
Reconstruction Trust Fund. Canada provided the Government of Haiti with a 
US$12.7mn grant contribution. These efforts count towards ODA. In addition, should 
the international community decide to move on the case of Sudan over the next 
year or two (which looks possible), the European Commission will use cash from the 
European Deve lopment Fund (EDF) to clear the arrears owed to it by the country. 
Incidentally, this fund is intended to support development projects in 78 African, 
Caribbean and Pacific countries over 5 years. Worse, everything Sudan now owes to 
the EC is in interest and penalties. This means that, as the arrears crisis in Sudan 
goes on with no clear exit in sight, interest and penalties continue to accrue and 
continue to eat into the EDF pot. 
 
Electorates in the North rarely realise that, in cases such as these, so-called 
development assistance flows straight back into the coffers of wealthy multilateral 
institutions. This deceives the public that more money is being spent on development 
than is actually the case. Spending such as this is not the same as spending on 
health, education, water, rural roads or other expenditures that can be considered to 
directly benefit the poor. How many citizens in the north would be outraged that 
taxpayers’ money is being used in this way? But funding arrears clearance from aid 
budgets is not only misleading. It also risks penalising countries that are not 
indebted, as aid resources are diverted towards heavily indebted countries. It also 
violates the principle that creditors should carry some of the responsibilities for the 
current debt and arrears  crisis faced by many countries, which has been argued for 
throughout this report.  
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7) Conclusions and Recommendations: Where Next? 
 
In this short report, Eurodad has shown that there are many very worrying features 
about current processes of arrears clearance and in particular to the international 
financial institutions. These include serious concerns related to odious and 
illegitimate debt, lack of creditor co-responsibility, new debts and conditionality, use 
of official aid budgets and diversion of post-conflict countries’ scarce resources 
toward arrears clearance and debt service repayments.  
 
Eurodad believes it can be argued very strongly that current practices do not work 
for the poor. The majority of the cases cited within this report are post-conflict 
nations which are in need of special attention, including massive amounts of finance 
for investments in reconstruction and development. It is unjust if not immoral to 
expect arrears clearance and debt repayments from such deeply impoverished and 
troubled nations. This cash could be much better spent. Current practices also 
attempt to silence very serious allegations of illegitimate and odious debt and 
contribute to moral hazard on the part of the creditors – especially the multilateral 
lenders which are in many cases, as we have seen, bailed-out by the bilaterals. This 
report show that urgent measures are needed to tackle these problems. 
 
Eurodad believes that the cases cited in this report, as well as a number of likely 
future cases, give further weight to calls for a fresh approach to debtor creditor 
relations. It is our view that current procedures are failing the poor because 
decisions remain exclusively in the hands of wealthy creditor nations and the 
multilateral institutions they control. It is they who decide whom to assist and when 
and under what conditions, refusing in many cases to recognise the obvious 
insolvency of debtor economies, their desperate need and allegations of illegitimate 
and odious debt.  
 
Instead, these cases strengthen the call in international law for some form of fair 
and transparent arbitration process (FTAP) or international 
bankruptcy/insolvency framework. Detailed proposals have been advanced for a 
number of years on this by many leading civil society organisations and academics 
(North and South). These include proposals for the internationalisation of Chapter 9 
of the US Insolvency Code, Afrodad’s proposals for a Fair and Transparent 
Arbitration Court for Debt and Latin American campaigners proposals for a 
“Tribunal de Arbitraje”. However so far, the international creditor community has 
failed to respond to these calls and instead preferred to stick to an ad-hoc approach 
to debt work-outs coupled with a drip-feed cycle of limited cancellations for a 
minimal number of some of the poorest countries based on all the usual structural 
adjustment conditionalities. This approach has failed dismally to address structural 
inequalities in the international debt architecture as well as problems of 
unsustainable debt burdens. It also perpetuates inequality of treatment between 
debtor countries since some are of greater geopolitical strategic importance to 
creditors than others. In sum, the current approach to debt work-outs only serves to 
perpetuate the “lend-forgive” cycle. 
 
Instead, the country cases cited in this report, as well as other countries with 
unsustainable and/or illegitimate debt burdens more generally, provide a unique 
opportunity to create a new debt work-out mechanism which will overcome not only 
structural and ethically questionable imbalances but also provide more effective and 
predictable debt management. The key features of such a mechanism would include: 
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?? A neutral decision-making body which should be independent from the 
parties involved. Both debtors and creditors should choose the members of 
the independent arbitration panel which will ultimately decide which debts 
need to be repaid and which ones cancelled/declared null and void. 

?? Comprehensiveness of procedure, i.e. the process should be open to all 
debtor countries and deal with all the debts of that country in one 
comprehensive process. This would avoid “free-riders” and protect 
countries from litigation by creditors such as “vulture-funds”. It would also 
help to ensure medium-term debt sustainability. 

?? The right of both debtor and creditor to be heard before the arbitration 
panel. But more importantly, the right of all stakeholders to be heard. The 
population of the debtor country through its representatives (parliament, 
chambers of commerce, trade unions, grassroots organisations, churches, 
NGOs, etc.) should participate actively in the process. Moreover c itizens 
and parliamentary audits of the national debt burden can shed light on 
numerous loans and therefore actively assist in the arbitration process. 
Eurodad actively supports these processes as well as encourages creditors to 
carry out audits of their loan portfolios with developing nations – reporting 
publicly on the findings and taking appropriate remedial action. 

?? Protection of the human, social and economic rights of the citizens of 
the debtor society, i.e. protection of basic expenditures in the social sectors 
before debts are collected. The arbitration panel should assess the balance of 
interests between the creditors, the priority need to finance poverty reduction 
programmes and finance the MDGs as well as the debtor country’s medium to 
long term economic interests.  

?? The institution of automatic stay, i.e. the start of the process shall 
automatically trigger a standstill on all external debt repayments to prevent a 
creditors’ run on the debtors remaining assets and to allow for an orderly 
procedure. 

?? Transparency: the whole process as well as the decisions of the panel should 
be made public.  

 
The advantages of such a mechanism are numerous and address many of the key 
concerns associated with current processes of arrears clearance outlined in this 
report: fairness of approach and outcome; objective assessment of allegations of 
odious or illegitimate debt; establishment of principal of creditor co-responsibility (as 
well as equal burden-sharing between creditors); promotion of debtor country policy 
autonomy; greater transparency and public scrutiny and perhaps most importantly; 
restoration of the economic and social viability of the debtor nation. Longer-term,  a 
further measure could be to bring together all stakeholders in equal partnership 
to define a set of workable international lending standards which would 
incorporate risk sharing between the creditor and the sovereign debtor. This process 
could be constituted under the umbrella of the United Nations. Certainly Eurodad 
would not support the multilaterals or any other creditor taking charge of this 
process. 
 
 
Final remarks  
 
As the international community seeks solutions to address the arrears crises of 
impoverished nations such as The Sudan, Eurodad urges debtors and creditors alike 
to call for a just and ambitious new approach to the problem. International 
arbitration or insolvency processes offers one strong and viable solution to the 
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profound debt difficulties many poor countries, including those in arrears, currently 
face. As this report has shown very clearly, current approaches to arrears clearance 
can be prolonged, unpredictable, expensive, riddled with conditionalities and 
therefore deeply damaging to the debtor nation. Instead, arbitration-type 
instruments would encourage a new starting point in relations between debtor and 
creditor. This level playing field is badly needed, as demonstrated by the mistrust 
and cynicism that currently characterises relations between many Northern and 
Southern countries and between Southern countries and the IFIs. But should the 
international community fail to act, it should not be surprised if and when debtors 
opt for more serious measures, including repudiation. Certainly at the moment, the 
commitment of the international community to the Millennium Development Goals 
seems in question when these should be at the forefront of everyone’s mind. 
 
 
8) Discussion questions 
 

?? How far do CSOs accept the arbitration approach as one which can help 
institutionalise principles of creditor co-responsibility, as well as level the 
playing-field between debtors and creditors? 

?? How far can CSOs call for cancellation and/or the application of arbitration for 
countries such as Liberia and The Sudan where fierce allegations of corruption 
and/or human rights abuses are directed towards the authorities? 

?? What do CSOs think of the idea of international lending standards? 
?? These efforts are likely to take time: how do we reconcile any efforts in this 

area with the need for resources today to invest in the MDGs? 
?? What are the prospects for successful political progress on these issues, and 

what can CSOs do to improve them?  
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