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FOREIGN DEBT AND

DEMOCRACY

Historically, in Latin America, democracy has been
a project for the future rather than a real political
option. In this sense, the present essay will present
two sets of problems. First of all, it will deal with
the effects of the foreign debt on democratic pro-
cesses in South America (Argentina, Brazil, Uru-
guay), and secondly it will deal with the debt as a
negative factor in the development of our
countries, and will propose the alternative of Latin
American integration as an ideal response force to-
ward this general situation.

The very concept of the debt has
changed, and now there is an idea of
shared responsibility between debtors
and creditors, and the recognition that

the foreign debt structurally affects
certain vital human rights such as the
standard of living, self determination and
sovereignty

The political character of the debt has been ac-
cepted for quite a while now. Its representation as a
phenomenon of the inequalities in the international
financial structure has come to be commonplace;
for example, the concept itself has changed,
progressing from the idea of a monolithic character
of the banks to the idea of a shared responsibility
between debtors and creditors, and at the same time,
to the theme of the growth of underdeveloped
countries in order to face payment commitments.
Lately, “de facto moratoria” have been proposed,
as well as the possibility of convoking a multilate-
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ral forum and the approval of a Code of Conduct on
Foreign Debt.

Certain legal trends have proposed the illegality
and illegitimacy of the debt, as well as its violation
of International Law, and the principal of illicit
enrichment?, in order to arrive at the affirmation
that the foreign debt structurally affects certain vi-
tal human rights (standard of living, self determina-
tion, and sovereignty)2

One proposition resulting from this essay con-
sists of the celebration of an International Reunion
on the Debt (United Nations) and the approval of a
code of conduct destined to set the criteria, norms,
and requirements of the commitments (freely con-
sented to?) in relation to foreign debt. The absence
of research on the social conditions and the histori-
cal viability of Latin American democracy influen-
ces the analysis of the behavior of political sys-
tems in relation to the debt problem.3

The negative equation or dialectic between debt
and democratic transition notes the following two
initial factors: 1) the influence of the debt in proces-
ses of transition towards democracy and 2) the
debt as a factor of Latin American integration.

The Debt in Relation to Democratic
Transition Processes

Democracy, in general terms, consists of majority
government, with respect for dissent, free elec-
tions (free, universal, and secret suffrage), and the
operation of human rights. This is the most widely
accepted formula, that of democracy as a commun-
ity way of life.

We are referring to liberal democracy. In support
of this concept, Norberto Bobbio notes that de-
mocracy consists of “a set of procedural rules for
collective decision-making in which the broadest
participation of those concerned is planned for and
propitiated”.4 In the Latin American case, as has
been mentioned, democracy has been a project, a
hope®, more than a verifiable political and social
space.
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In the case of transition regimes as in Argentina,
Brazil or Uruguay, we are in the presence of “rupture
situations” of the military models without a fun-
damental break in the political system. It means a
transition from an agreed-upon break with the
authoritarian-bureaucratic states: “Given two mu-
tually exclusive concepts, war or consensus, the
agreed-upon break points to the building of a
collective will. My proposition is to rescue politics
as a deliberate creation of the future. Now, doesn’t
the agreement indicate the idea of consensus?’s.

The processes of transition towards
democracy involve the recuperation of
social unity from the atomization of
society provoked by authoritarianism

In our opinion, consensus is expressed in relation
to an alternative national popular and democratic
project. The problem consists of how to reconstitute
democratic legitimacy: a certain idea of democratic
participation in the transition governments of South
America. In other words, we are not thinking only
about the “crisis of reason’’? discussed by Cardo-
so, but instead, fundamentally, in a change of re-
gime rather than in the political system.

This necessarily leads us to the theme of de-
mocratic socialism, which exercises a formidable
fascination on Latin American political thought.
What is more, certain historical categories are recu-
perated, as these do not belong exclusively to capi-
talism but rather, are patrimony of humanity in its
totality: equality, democracy, and freedom. We be-
gin to enter a new stage in Latin American thought
which takes up what is “‘democratic” from previous
experiences (the oligarchic, populist, developmen-
tal, bureaucratic-authoritarian stage) into a kind of
“open dialectic” (non-contradictory); a union bet-
ween modernity (development) and democracy is
produced in relation to the new social pact which is
the result of the hegemony of the majority, nation-
al-popular, and democratic project.

Transition processes re-orient the discussion to-
wards new or forgotten themes: the recuperation of
social unity versus the atomization provoked by
authoritarianism, the re-appearance of liberal slo-
gans; democracy as a new form of social relation,
the critique of authoritarian thought, the union of
socialism and liberty. Some begin to speak of
“post-Marxism” or of socialism as an extension of
democracy.

The old idea of A. Pinto regarding the lack of syn-
chrony between political and economic develop-
ment is strengthened again in relation to the for-
eign debt. The process of indebtedness is inscrib-
ed in the logic of the unbalanced development in
our countries: on one hand the search for political
democracy, and the economic underdevelopment
with indebtedness, on the other.
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These two aspects of the transition processes
show the unstable, unequal, and weak character of
the South American “new democracies”. The limit-
ing point of the relation between economic crisis
and political system in transition is expressed in
the theme of the (eternal) foreign debt: this structu-
ral, historical heterogeneity re-formulates and ar-
gues the epistemological bases of the state. The
thesis of structural heterogeneity of our countries,
the rural-urban dichotomy, should be linked to the
relationship certainly existing between economic
crisis and the (relative) stability of the regimes in
transition.

Thus, the polemic in relation to the exhaustion of
industrialization by the substitution of imports
(1.S.1. formula), brings to the discussion the degree
of influence of certain economic phenomena (such
as the foreign debt) on the maintenance of political
systems®. We are in agreement with A. Hirschman,
in the sense that Guillermo O’Donnell’s proposition
should be broadened and extended, regarding the
supposed correspondence between ‘“‘exhaustion”
of industrialization through substitution, with the
emergence of authoritarian regimes, making it at-
tain a political level (the state), and not only as a
partial economic explanation.

Mexican Treasurer Pedro Aspe, responsible for the
renegotiation of the country’s foreign debt. Photo by Angeles
Torrejon/Imagenlatina
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Social groups demand resolution of their demands for basic necessities. Photo by Angles Torrejon/Imagenlatina

This proposal, the exhaustion of the substitu-
tion-authoritarianism, can be valid as a global
explanation regarding the failure of the populist
pact of the 30’s; but, it is not sufficient to explain
the emergence of the current authoritarianism, with
its doctrine of National Security.

We would like to transfer this same proposal to
the debt crisis. Certainly, the exhaustion of the
deepening of import substitutions can suppose the
appearance of authoritarian regimes, by producing
the weakening of the intermediate and capital in-
vestments; but, it would not have a general explana-
tory value in the sense that the debt crisis neces-
sarily invoives a definitive crisis of the legitimacy
of democratic processes.

In other words, the debt crisis could provoke a
deterioration in the stability and legitimacy of the
democratic regime, but it is not a sufficient cause

Political demands are later displaced by
demands for social rights. The society,

awakening from its long lethargy, exerts
pressures for the return to the welfare

state, without which the re-establishment
of policies of re-destribution of wealth
and industrialization in Latin America

would not appear possible

of this situation. The effect of rupture situations in
the transition, points to a return to the authoritarian
model before a revolutionary opposition, under-
stood as a fundamental break in the political system.
The unilateral declaration of the moratoria in Brazil
(suspension of payments for 90 days), the popular
mobilization and the bank strike, in that same
country, provoke a set of problems that place in je-
opardy the permanence and success of the transi-
tion to democracy.

High Social Cost of the Debt

An important place in this discussion is occupied
by civil society. Once resolved a first phase of poli-
tical petitions, the economic demands are transfor-
med into almost irresistible pressures for the politi-
cal system (strikes, salary increases, employment),
which separate the state from civil society. Politi-
cal scientists have spoken of a “reinforcement” of
the civil society in order to avoid or prevent future
authoritarian attempts and/or to strengthen and
support the transition processes. While not in the
script, what has occurred is the understandable
flood of citizens’ demands in relation to postponed
goals and hopes: standard of living, housing and
employment.

After a time, pressures are displaced from politi-
cal reclamations (elections, Constitution) towards
demands for social rights. The society, recuperated
from its long lethargy, demands the return of the
benefactor state, without which the return to poli-
cies of redistribution of wealth and industrializa-
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tion in Latin America would not appear to be pos-
sible.

Within this context, the theme of the debt ap-
pears as an external demand on the domestic system,
which cannot be fulfilled in economic, political and
social terms. On the economic plane, it is due to
the immense cost implied in relation to the gross
internal product, to payment capacity, to the weak-
ening of economic and political sovereignty, and to
the options of an autonomous development
policy?; the payment of the debt means an immense
bloodletting which assaults the bases of a national
development policy.

On the political level, the debt brakes the possi-
bilities of self-determination and seriously affects
the stability of democratic processes. On the social
level, as we have mentioned before, the debt af-
fects the standard of living of the people (article 25
of the Universal Declaration of Human Rights), self-
determination (article 1 of the Civil and Political
Rights Pact and the Economic, Social, and Cultural
Rights Pact of 1966), and political and economic
sovereignty (United Nations Organization Letter on
Rights and Economic Duties of States)10.

Affected Sovereignty

There is also a legal point of view on the debt
problem in transition regimes. We would like to add
to what has been said on the issuell in terms of
the idea that certain state responsibilities exist
which are ““sensu internationale”: in this way, the
state’s exclusive right to decide its political eco-
nomy is recognized, for example, in deciding its
customs tariffs and its regime of private property.
Also, as proposed by Professor Rousseau, there are
certain economic responsibilities exclusive to the

state, according to International Law, among which
are the internal economic regime and the formula-
tion of external economic policy.

This leads us to propose that the foreign debt be-
comes a fundamental element of internal legal-
economic order, and is a matter of state sovereign-
ty13. Economic sovereignty means analyzing the
intervention of the state (planning, well being), and
the proper direction of economic nationalism4:

The approval of the Letter of Rights and Econo-
mic Duties of States (Res. 3281, General Assembly,
December 12, 1974) reaffirmed this principle as a
norm in international economic relations. The road
of transition is blocked by the absence of sover-
eignty, or by the state’s impossibility to decide its
economic policies for itself without the influences
of third parties.

The payment of the debt means an
immense blood-letting which assaults the
bases of any national development
policy.

The processes of transition face their
first challenge in relation to human
rights, such as the judgement and
punishment of the military and others
involved in crimes and violations of
human rights during the military regimes

The heavy weight of the foreign debt lessens the
viability of the democratic project. “From 1978 to
1982 the debt of the Latin American countries more
than doubled, from 150,000 to 318,000 million
dollars, coming principally from the commercial
banks’15, and certain elements of regional agree-
ment have begun to take shape in the manage-
ment of the debt.

The rupture of the authoritarian models, as
expressed by Juan Linz, are “agreed-upon breaks”,
such as in the case of Argentina, Brazil, and Uru-
guay, or else appear through popular rebellion such
as in Nicaragua. Specifically we can note the follow-
ing: 1) through the rise of a new governmental co-
alition, which includes and absorbs certain sectors
of the populace, a project with some results in Bra-
zil; 2) the other alternative consists of a polarization
process which increases until it causes the fall of
the authoritarian government. The domestic lead-
ership has, at the time, two following options: a) to
return power to the ‘“apolitical” authorities such
as the Supreme Court in order to call elections; b)
to call majority organizations to power.16

The processes of transition face their first
challenge in relation to human rights, such as the
judgement and punishment of the military and
others involved in crimes and violations of human
rights. In this way, the transition is seen to be
complicated by the need to exercise justice before
putting its own political project in operation.
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Industrial development is indispensable for Latin America’s political stability. Photo by Marco Antonio Cruz/Imagenlatina

On the other hand, the theme of political de-
mocracy becomes a central point in the processes
of transition, following the failure of the bureaucra-
tic-authoritarian model to organize state and poli-
tics. The exhaustion of authoritarianism, a transition
begun from inside or outside the military institution,
represented an attempt at redemocratization which
has not been accompanied by a project of economic
democracy, at least not in its first stage.

Perhaps the most important phenomenon
that we observe in transition processes is
the re-appearance of political parties and
social movements on the political scene

Instead it means returning, as in the old days, to
the operation of the scorned liberal democracy:
“Authoritarian capitalism was incapable of insuring
the viability of the political model and between the
foreign debt, unemployment, recession, the
destruction of the productive plant, the incapability
of state action, wars in some cases, the resurrec-
tion of civil society, and the transition to the new
democracy; it was transformed into a call to admin-
istrate a crisis and propose a solution which
would “save the furniture of dominance”17. The

crisis of authoritarianism did not bring with it, as
Graciarena notes, ‘‘a state crisis” which implies a
change in the underlying forces of the system?s.
Perhaps the most important phenomenon that we
observe in the transition processes is the re-
appearance of political parties and social move-
ments on the political scene.

The Reformulation of National Projects

The civil society, previously fragmented, has recov-
ered its capacity for action and creation. Political
parties, students’ organizations, human rights
groups, and trade unions, again begin to represent
collective interests. It is polemical to affirm that, in
many cases, the political parties have been surpas-
sed by a more or less anarchic force of the social
movements (residents, consumers, students), but it
is still a fact that proves the dormant vitality of the
civil society.

Thus, with the problems derived from the econo-
mic sector, the transition processes are oriented to
reformulate national projects to resolve the social
crisis; this means the organization of a new social
pact (of a new contract, as Norberto Bobbio would
say), in which the problem of social reconstruction
is addressed, without substantial changes to the in-
ternal political system.

The theme of the debt only aggravates or slows
the process of social regeneration. Nevertheless, in
these experiments in South America, the idea of
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the state continues unharmed; we would have to
bet on the outcome of events in Chile, in which two
principal options are clearly defined, the nego-
tiated transition or the popular rebellion, a question
which has been recently worrying the United States
government.

The debt process constitutes a deus ex machina
of a history yet to be written. On the good side,
what is happening cannot dispense with the “ne-
cessary agency” (the State) to resolve the affairs of
common welfare. Thus, we are in the presence of a
return to the welfare State; a passage from the
state-night watchman to the providential state® is
being produced, along with fiscal crises, and cer-
tainly with less goods and satisfactions to be distri-
buted.

The elements of the theoretical debate are in-
complete. The need of the State is expressed in
continued demands for a strategy of basic necessi-
ties and autonomous development (self-reliance),
which can only be resolved through state interven-
tion, in a national, popular, and democratic state.

Debt and Unity in Latin America

There are three matters which have stimulated re-
gional unity in recent years: the Malvinas war, the
Central American crisis, and the problem of the for-
eign debt.

The SELA-CEPAL document (May 16, 1983) ident-
ified the principal traits of the economic crisis in
Latin America which are the following: reduction in
the rhythm of growth of imports, the high interest
rates in international financial markets, and the
brusque reversion of net capital movement®, To
these can be added, according to this report, the
external financial crisis, the fall in export income,
austerity policies proposed by international finan-
cial organisms, and the magnitude of external pay-
ments to service the debt.

All of these elements conform a certain idea
about the Latin American community in relation to
the theme of ‘““developmental re-activation”,
through the concertation and support of regional
cooperation and integration processes.

The first manifestation of this common activity in

vty

The debt only aggravates or slows the
process of social regeneration. With the
problems derived from the economic
sector, transition processes are oriented

to reformulate national projects to
resolve the social crisis
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the face of the debt was the combined declaration
of the heads of state of Argentina, Brazil, Colombia,
and Mexico, on May 19, 1984. To this declaration
was added a note from these countries and from
the presidents of Ecuador, Peru, and Venezuela,
addressed to the seven principal industrialized na-
tions of the West, in which the following was set
forth: “It is necessary to have a constructive dia-
logue between debtor and creditor countries in
order to identify the concrete measures which
would lighten the load of the foreign debt, taking in-
to account the interests of all involved parties”.?!

In the “Economic Declaration of London”, cer-
tain criteria were softened: the decision of the in-
dustrialized nations to increase the flow of capital
to developing nations was announced, and the idea
of extending the payment period of the debts
contracted with the private bank was accepted.

The Latin American reply was given in Cartagena
from June 2| to 22 of 1984,22 as a joint perspective
towards regional debt negotiation. The chancellors
and ministers of Revenue met on several later occa-
sions which were at the following places: Mar de
Plata (September 1984); Santo Domingo (February
1985); Montevideo (December 1985 and April.1986);
thus opening the way for the idea of “‘payment with
growth”.

The Latin American criteria regarding the debt
approved in these meetings highlighted the re-
gional tendency to give priority to growth before
payments, while recognizing the existence of inter-
national obligation (“pacta sunt servanda’): 1) the
shared responsibility between debtors and credi-
tors; the clause “‘rebus sic stantibus’ (modification
of the circumstances) was implicitly recognized; 2)
the possibility of a political dialogue between cre-
ditors and debtors through direct participation; and
3) a case-by-case treatment yet within a collective
framework, establishing general criteria for re-
negotiation and financing.

These ideas mean that there can be a collective
treatment of the debt problem. “It is interesting to
note the asymmetry in the creditors’ argument re-
garding the impossibility of an understanding with
debtors in virtue of the singularity of each national
case. Nevertheless, the recipe for adjustment is the
same for all. The inconsistency of the argument
used in the concrete plan of debt negotiation is
truly astounding”’23. This collective option is rein-
forced by the propositions of Cartagena regarding
interest reduction, (interests have reached the
highest levels in history), such as the following: the
search for new measures in restructuring the nego-
tiations, such as interest rates which reflect real
costs, the maintenance of a minimum of intermed-
iary margins, and consideration of the debtors’
economic recuperative capacity; the modification
of bank legislation in debtor countries to increase
payment periods more in line with economic reali-
ties; the limiting of the service on the debt, such as
in Peru, to 10% of its export income, which has
been a general criterion adopted by the Consensus
of Cartagena.

There are three matters which have
stimulated regional unity in recent years:
the Malvinas war, the Central American
crisis and the problem of the foreign
debt

The search for negotiating power appears as a
reply to the hegemony of the centers, in the pers-
pective of a more self-reliant development (not
autarchic) or of self-centered development at a re-
gional level.24 The elements of this regional power
include the following: the utilization of the regional
market as a negotiating mechanism (some central
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countries are sensitive to this market), the utiliza-
tion of productive potential, the search for new ins-
titutionalization in international commerce, the
excercise of buying power, and the support of co-
operation processes and regional integration. In
this last path, there has been some progress in the
creation of Latin American multinational enterpris-
es (article 5 of the Constitutive Agreement of the
SELA, 1975), blocks of producers of raw materials,
associations of exporters, and the possibility of
joint negotiation.25 The debt can be a synthesis of
the region’s crisis and hopes.

Conclusions

This preliminary essay has attempted to propose
some reflections and arguments in relation to the
foreign debt and the processes of democratic tran-
sition, as well as the ties with the Latin American
plans for integration. We can note the following:

1. Throughout this essay, we can observe that
two phases in the processes of transition can be
distinguished?é: a) the decision phase in which the
fundamental guidelines of the political regime
(Constitution, elections, political economy, etc.)
are approved; and b) the habituation phase which
deals with the problems of consolidation of the de-
mocratic order (competitive policy, universities, for-
eign debt). In other words, there is a shift from sup-

This essay makes two proposals: the
celebration of a political meeting on the
debt within the United Nations, and the
elaboration of a Code of Conduct on the
Foreign Debt which would establish the

norms, procedures, principles and
payment periods of past and future debts
as well as the condonation of interest
payments

port to the actual implementation of specific poli-
cies. And, it is in this passage from one phase to
another where the problems of the foreign debt ac-
quire a special political weight.

2. Initially, the recovery of democracy acquires a
character which is almost exclusively political. La-
ter, economic and social recovery begins (salaries,
employment) within the regional and international
framework which is notably adverse.

3. Latin American pronouncements and profiles
on the theme of the foreign debt (the Declaration of
Montevideo, the Consensus of Cartagena) prove
the need for a common attitude.

4. The transition regimes studied derive from an

Angeles Torrejon/Imagenlatina
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“agreed-upon break’” with the previous authorita-
rianism, proposing a change in the society and in
the political regime, without reaching a “state cris-
is” or a system crisis.

5. The foreign debt becomes the limiting point
between two polar options: a) the possibility of re-
turn to a new authoritarian situation; and b) the pas-
sage from largely political demands (change of re-
gime, liberty, elections, ‘“grand themes”), to the
phase of distribution of economic and social satis-
factions.

6. The idea of a gap between political develop-
ment and economic lag, such as in the case of Ar-
gentina, Chile, and Uruguay, is seen as particularly
influenced by the debt theme as a mechanism
which affects human rights, in particular, political
and economic sovereignty and self-reliance.

7. There are some principles in International Law
which are contradictory in the case of the foreign
debt, in particular, the application of the clause “re-
bus sic stantibus’ and the principle of illicit enrich-
ment.

8. Two propositions are offered as conclusions
to this essay. The first involves the celebration of a
political meeting on the debt within the United Na-
tions. The second involves the elaboration of a
Code of Conduct on Foreign Debt which would es-
tablish the norms, procedures, principles, and pay-
ment periods of past and future debts as well as the
condonation of interest payments.

It would be necessary to discuss the nature of
the Code and its obligatory enforcement, due to the
lack of obligation associated with anterior codes
such as in the case of transnational companies,
technology transfers, food and pollution, Norms
and principles would be defined within applicable
International Law; the mechanism or judicial or
extrajudicial body which would determine actual
and future controversies; and the theme of the inter-
est and capital payments as well as other relevant
themes would be debated.

9. The debt has retrieved the idea of Latin Ameri-
can unity. Never before has regional integration
been more necessary.
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