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Executive framing
The collapse of the Bretton Woods exchange-rate framework did not end international monetary 
interdependence. It changed the contracts, markets, and institutions through which that interdependence 
operated. Between 1973 and 1982, expanding cross-border bank lending helped governments finance 
development, absorb oil shocks, and postpone adjustment. The same lending created large obligations in 
currencies borrowers could not issue, often at interest rates they did not control and on maturities that required 
continued creditor cooperation.

This chapter examines how that arrangement developed and why it became unstable. It connects floating 
currencies, oil-export revenues, offshore dollar banking, syndicated loans, and the turn toward monetary restraint 
to the financing crisis that became unmistakable in Mexico in August 1982. Contemporary Federal Open Market 
Committee records provide a view of the uncertainty facing officials before and during the crisis. Retrospective 
institutional histories supply chronology and context; the financial examples explain mechanisms rather than 
estimate historical losses. [2–17]

The central argument is that international credit expanded the time available for adjustment without guaranteeing 
the future income needed to service the resulting debt. A floating-rate loan could protect a bank against one form 
of interest-rate mismatch while increasing its borrower’s repayment burden. Syndication could distribute a single 
exposure among many banks while leaving those banks exposed to the same countries, commodities, and 
funding conditions. Official bridge finance could prevent an immediate interruption in payment while 
committing future inflows before they arrived.

The chapter’s analytical contribution

The story is therefore larger than a transfer of oil money from one group of countries to another. It is a study of 
how risk migrated between balance sheets. Three distinctions organize the analysis: foreign-exchange earnings 
versus domestic taxing capacity; temporary liquidity relief versus a durable improvement in repayment capacity; 
and the dispersal of individual loans versus diversification of the banking system as a whole.

Mexico and Brazil show why country differences matter. Oil-export prospects could support optimistic 
borrowing in one country, while the oil-import bill intensified the financing problem in another. Later changes in 
oil prices could consequently push their external accounts in different directions. Both could nevertheless be 
damaged by higher dollar interest rates and a retreat of bank lending. Contemporary officials explicitly 
recognized this distinction. [15]

The historical endpoint is the initial response in 1982. Subsequent restructuring, the later shift toward debt 
reduction, and the long distributional consequences warrant a separate chapter. Ending here preserves the 
uncertainty of the moment: a payment interruption had been contained, but the recovery path had not been 
secured.

THE GOVERNING QUESTION

When a borrower gains time through credit, what must change before that time produces the means of 
repayment?
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Scope, evidence, and reading guide
This paper continues The New Monetary Order, which followed the reconstruction and eventual breakdown of 
the Bretton Woods framework from 1944 to 1973. The earlier installment emphasized settlement, reserves, 
convertibility, and monetary cooperation. The present chapter follows the movement of those problems into 
expanding private international credit markets. The transition was gradual: offshore dollar markets and central-
bank cooperation already existed before generalized floating. [1, 18]

The organizing unit is the relationship among borrowers, commercial banks, and official institutions. Latin 
America receives particular attention because Mexico’s 1982 financing breakdown exposed vulnerabilities 
across an interconnected creditor system. The region is not treated as one borrower, and the discussion does not 
imply that every developing economy followed the same path. Sovereign debt, public-enterprise borrowing, and 
private external obligations also differ; aggregate debt measures must not silently be relabeled as government 
bank loans.

How the evidence is used

Contemporary FOMC transcripts are evidence of what US officials knew, feared, proposed, and debated at 
particular meetings. They are not complete records of every negotiation, nor proof that every contemplated 
facility was ultimately drawn on the terms discussed. Their internal disagreements are part of the historical 
evidence. The distinction is especially important when interpreting bridge facilities, expected IMF 
disbursements, and assumptions about banks’ willingness to maintain exposure. [12–15]

Retrospective accounts from the Federal Reserve, BIS, IMF, and US Department of State help establish 
chronology and institutional mechanisms. These sources have institutional perspectives. Their explanations are 
weighed against the incentives visible in the contracts and the uncertainty recorded in contemporary 
deliberations. This is a historical synthesis, not an econometric identification of the relative contribution of every 
cause.

Sections Historical focus Analytical question

1–4 Currencies, oil, and offshore banking How did the financing channels change?

5–9 Syndication, supervision, and debt terms Where did risk accumulate?

10–11 Worked financial scenarios How do shocks change cash needs?

12–17 Mexico, regional differences, and rescue What could additional time accomplish?
Table 1. Reading map. Section numbers remain usable when this paper is incorporated into a book.

The four explanatory figures are original analytical illustrations. The debt-stock chart reproduces three rounded 
historical observations reported by Federal Reserve History; it does not interpolate annual data. The worked 
examples are hypothetical and explicitly separate external financing needs from a government’s domestic-
currency budget. Neither their interest rates nor their exchange rates should be read as estimates for Mexico or 
Brazil.

Cover imagery was generated for this edition in a WPA-inspired style. It is symbolic artwork, not an archival 
depiction of an identified event. No third-party historical photograph is reproduced. Numbered references appear 
at the end, with notes distinguishing primary records, later interpretations, and the preceding series chapter.
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1. After parity: continuity beneath a changed 
regime
The transition out of Bretton Woods is often compressed into one event. In fact, the suspension of official dollar 
convertibility into gold in 1971, the Smithsonian attempt to restore an exchange-rate arrangement, and the move 
toward floating among major currencies in 1973 were distinct stages. By the latter point, the earlier commitment 
to maintain a broad network of fixed parities had ceased to organize the system in the same way. This did not 
mean that every currency floated freely, or that governments stopped managing exchange rates. [2]

What changed was the location of a central financial uncertainty. Under an adjustable parity system, a persistent 
imbalance could culminate in a discrete devaluation, exchange restrictions, or pressure on official reserves. 
Under floating arrangements, changes in exchange rates could occur more continuously. A borrower owing 
dollars while earning domestic currency remained exposed either way. The demise of a particular exchange-rate 
promise did not eliminate the currency mismatch written into a private loan.

Dollar finance without the gold promise

The dollar continued to serve important functions in international trade and finance after its official gold-
conversion commitment ended. Offshore dollar activity was already established before 1973. Banks and their 
customers had developed networks for raising, placing, and transferring dollar claims across jurisdictions; those 
networks did not require a return to gold convertibility to remain useful. Earlier Federal Reserve and BIS 
operations themselves illustrate how official and private dollar markets had become interconnected. [18]

For a borrower, access to an international bank could make expenditure possible before sufficient export 
earnings or domestic savings existed. For a bank, foreign lending offered interest income, customer relationships, 
and a use for an increasingly international balance sheet. For an official institution, private financing could 
reduce the immediate demand for scarce official resources. These interests could align during an expansion even 
when each participant held a different view of who would absorb losses in a downturn.

The temptation is to describe floating rates as the direct cause of the later debt crisis. That is too strong. The 
relevant mechanisms included the denomination and repricing of debt, the composition of exports, domestic 
policy decisions, and the availability of refinancing. Floating currencies altered the environment in which those 
commitments operated. The contracts determined how much of the changing environment reached a borrower’s 
cash flow.

The historical continuity is therefore as important as the rupture. International credit still relied on confidence 
that future payments would be available, and official cooperation still became important when confidence 
weakened. But a larger share of the initial financing decision increasingly lay in commercial banking 
relationships. The subsequent crisis would test whether supervision and official support had kept pace with that 
expanding network.

https://doi.org/10.5281/zenodo.22683829


CREDIT ACROSS BORDERS WEITL ENTERPRISES LLC

Peter Weitl  •  September 2026  •  DOI: 10.5281/zenodo.22683829 5

HISTORICAL CREDIT SERIES

2. Oil shocks and the financing of adjustment
The 1973–74 oil shock combined geopolitical disruption with a sharp change in the terms on which oil-importing 
economies obtained a critical input. The Arab oil embargo and the broader movement in oil prices were 
connected developments, but they should not be treated as identical. The effects extended beyond the countries 
directly targeted by the embargo. More expensive petroleum raised production and transport costs and 
transferred purchasing power toward exporters. [3, 4]

For an importing economy, a larger oil bill could worsen the external balance before domestic production or 
consumption adjusted. Factories, transport systems, and electricity generation could not all switch technologies 
immediately. Reducing imports enough to restore balance could therefore mean restricting output or compressing 
other essential expenditure. Borrowing offered a way to spread that adjustment over time.

That choice could be defensible. A temporary external shock need not require an equally abrupt reduction in 
investment or consumption. If financing preserved productive capacity and if later export earnings grew 
sufficiently, the borrowed resources could support a manageable adjustment. The difficulty was distinguishing a 
temporary shortfall from a lasting deterioration in the country’s capacity to pay. Neither a government nor a 
lender could know the future path of oil prices, world demand, and interest rates with certainty.

A transfer did not specify the investment channel

Oil exporters’ additional receipts had several potential uses. They could finance imports, accumulate bank 
deposits, purchase securities or other foreign assets, or support official financing arrangements. The term 
petrodollar recycling describes the return of oil-export receipts to the broader international economy through 
spending and investment; it does not identify one compulsory route through commercial banks. The IMF’s later 
explanation makes this distinction explicit. [5]

The destination of the financial claims mattered. A deposit at an international bank linked the exporter’s asset to 
the bank’s funding position. A bank loan to a deficit country linked the bank’s asset to that borrower’s future 
repayment capacity. These were separate contracts. Their coexistence created an intermediation relationship, but 
the oil exporter did not thereby become the direct lender under each sovereign loan financed on the bank’s 
balance sheet.

The 1978–79 oil shock brought a further disturbance associated with the Iranian revolution, supply disruption, 
and precautionary demand. It arrived in an economy already struggling with inflation. Oil prices contributed to 
the pressure, but the broader inflation problem cannot be reduced to oil alone; monetary policy, expectations, and 
earlier economic choices also mattered. [9, 10]

This sequence changed the meaning of adjustment finance. A loan intended to smooth one disruption could 
remain outstanding when a second disruption arrived. New credit might then finance not only current imports 
and investment but also the service or refinancing of earlier borrowing. The accumulating stock of obligations 
made the system sensitive to shocks that did not have to originate in oil markets.
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3. Petrodollar recycling: what moved, and who 
owed whom
Petrodollar recycling is most useful as a description of linked transactions. Oil importers paid for petroleum. Oil 
exporters acquired purchasing power and financial claims. Some of those claims entered international banks, 
which also relied on other depositors, interbank markets, and their own capital. Banks lent to governments, 
public enterprises, and private borrowers. Each step carried different rights and risks. [5, 6]

Figure 1. Selected channels of oil-revenue recycling. Original conceptual illustration; arrows identify transactions, not measured amounts. 
Bank funding includes sources beyond oil revenues. The diagram does not imply that a particular deposit must precede or be earmarked for 
a particular loan. Based on [5, 6].

A bank’s deposit funding may mature before its loans. If deposits leave, the bank must replace funding or obtain 
liquidity; it cannot necessarily demand immediate repayment of an otherwise performing term loan. Conversely, 
a borrower can become unable to pay even while the bank still has access to deposit funding. Funding liquidity 
and credit quality interact without being the same risk.

The appearance of a mutually useful arrangement

Borrowers gained time, banks earned a spread, and exporters held internationally usable assets. Yet the 
arrangement’s success depended on more than the completion of the initial transactions. The borrowing economy 
had to generate future transferable resources. Domestic investment had to be productive enough, on an 
appropriate timetable, and linked directly or indirectly to foreign-exchange availability. A socially valuable 
project could still produce inadequate dollars by the date a loan payment fell due.

From the lender’s perspective, floating-rate pricing and syndication could make participation appear more 
manageable. From the borrower’s perspective, the availability of sizable facilities could be read as external 
validation of its economic program. Neither inference guaranteed that the combined volume of lending was 
sustainable. A series of individually approved loans could rely on the same export assumptions and on the same 
expectation that other banks would continue lending.

The financing channel could support adjustment, but its resilience depended on the risks retained by each 
participant.

https://doi.org/10.5281/zenodo.22683829


CREDIT ACROSS BORDERS WEITL ENTERPRISES LLC

Peter Weitl  •  September 2026  •  DOI: 10.5281/zenodo.22683829 7

HISTORICAL CREDIT SERIES

4. Offshore dollars and the geography of 
responsibility
A Eurodollar is, in ordinary usage, a dollar-denominated deposit held outside the United States. The label 
describes the location and currency of the claim, not a European currency, and the market was not confined to 
Europe. Offshore dollar banking developed before the oil shocks, allowing international banks to link depositors 
and borrowers across national boundaries. It provided an established channel through which the later expansion 
of cross-border lending could operate. [18]

The currency of a claim is not the same as the jurisdiction of the institution owing it. A dollar deposit at a bank 
outside the United States remains a liability of that bank or banking entity, governed by the applicable 
arrangements. Its holder does not acquire the same legal relationship merely because the deposit is denominated 
in dollars as it would by holding a direct claim on a US monetary authority.

This distinction helps explain why geography mattered. An international banking group could operate through 
branches and separately incorporated subsidiaries. Host authorities would encounter local operations, while 
home authorities would be concerned with the parent or consolidated group. Information, supervisory 
responsibility, and potential liquidity support did not automatically align along the same boundaries. The 1975 
Concordat addressed precisely the difficulties of supervising banks’ foreign establishments. [7]

Interbank flexibility and shared dependence

Banks could use interbank markets to adjust their positions as customer deposits and loans changed. That 
flexibility supported expansion, but it also created dependence on other institutions’ willingness to transact. 
Confidence in one bank’s counterparties could influence confidence in the bank itself. A network that 
redistributed liquidity efficiently in ordinary conditions could transmit pressure when participants became 
uncertain about exposures and funding needs.

This is why the offshore market should not be presented as an unregulated void or, at the other extreme, as a 
seamless extension of one national banking system. Multiple authorities exercised responsibilities, but their 
powers, information, and legal reach differed. The practical question was whether those arrangements captured 
the risks of the group and the market as a whole. The creation of an international supervisory forum reflected 
recognition that purely local perspectives could leave important gaps. [7, 8]

For borrowing countries, the offshore market increased the number of potential funding relationships. It did not 
confer control over the monetary policy affecting the currency in which their debts were written. A dollar 
borrower could therefore face decisions made in a distant policy setting for objectives unrelated to its own 
investment program. The resulting risk was contractual and macroeconomic at once: a financial obligation 
crossed borders, while the authority to change the currency’s monetary conditions did not follow it.
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5. Syndication: many lenders, one underlying 
exposure
Syndicated lending allowed a group of banks to finance a borrower under a coordinated arrangement. An 
organizing bank or group assembled the facility and brought in participating institutions. The structure could 
support a larger loan than some banks would wish to retain individually, distribute commitments, and simplify 
administration for the borrower. BIS research identifies syndicated lending as an important channel of 
international finance during the expansion preceding the 1982 crisis. [6]

Role Function Risk retained

Borrower Receives and services the facility Currency, repricing, and repayment burden

Arranger / lead bank Organizes terms and lender participation Its retained exposure and contractual duties

Participating banks Commit individual shares of the facility Credit exposure on their own claims

Agent Administers payments and notices Defined administrative responsibilities
Table 2. Core roles in a syndicated lending arrangement. Specific rights depend on the executed agreement; the table explains the general 
structure rather than any one historical contract. Based on [6].

The distinction between arranging and guaranteeing is fundamental. A participating bank’s reliance on an 
arranger’s analysis does not, by itself, transfer the participant’s credit loss to that arranger. Each institution still 
needs to understand the borrower, its own claim, and the terms governing collective decisions. A familiar lead 
bank can reduce search and coordination costs without making the underlying exposure safe.

Diversification at one level, concentration at another

Suppose ten institutions each take a share of a loan that one institution would otherwise hold alone. The exposure 
has been distributed. But if those same institutions also lend to other borrowers dependent on the same export 
markets, dollar funding, and refinancing conditions, the banking system remains exposed to common shocks. 
Counting counterparties or participations is not sufficient to measure diversification.

Syndication also changes the problem after distress emerges. During the boom, the group coordinates the supply 
of funds. During a crisis, it must coordinate maturity extensions, continued exposure, and perhaps additional 
lending. Each bank may prefer others to provide the resources that keep the borrower paying. An individual 
attempt to withdraw can be rational for that institution while making a collective solution harder. The FOMC’s 
August 1982 discussion of Mexico made this coordination problem unusually visible. [14]

It would be misleading to treat syndication itself as the cause of the debt crisis. It was a useful financing 
technology operating within optimistic assessments, competitive incentives, and incomplete information. The 
critical questions are what assumptions supported the aggregate exposure, how obligations were distributed, and 
whether decision rules remained workable once the interests of the participants began to diverge.
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6. Supervision catches up with international 
banking
The establishment of the Basel Committee at the end of 1974 followed serious disturbances in international 
banking, including the failure of Bankhaus Herstatt. Its first meeting took place in 1975. The committee did not 
become a supranational banking regulator with direct authority over every institution. It provided a forum 
through which national authorities could develop cooperation and common supervisory approaches. [8]

The original 1975 Concordat addressed the supervision of banks’ foreign establishments. It sought to prevent 
foreign banking operations from escaping supervision and recognized the need for cooperation between parent 
and host authorities. Its discussion separated liquidity, solvency, and foreign-exchange concerns, and it 
distinguished branches from separately incorporated subsidiaries. These distinctions mattered because an 
operation’s legal form affected the responsibilities and information available to supervisors. [7]

A problem of information as well as jurisdiction

An overseas branch cannot always be understood in isolation from the parent bank’s liquidity. A subsidiary has a 
separate legal identity, yet its relationship with its parent can create expectations of support that exceed a narrow 
reading of that separation. A supervisor focused on one establishment may therefore miss important 
dependencies elsewhere in the banking group. Conversely, the parent supervisor may need reliable local 
information to understand the conditions under which overseas business is conducted.

The Concordat recognized obstacles to effective information exchange, including secrecy rules and practical 
differences in supervisory powers. Agreement on the desirability of cooperation did not automatically remove 
those obstacles. The document is best read as an effort to define responsibilities in a developing international 
system, not as evidence that every supervisory weakness had already been solved. [7, pp. 2–5]

For the credit expansion of the 1970s, this institutional sequence is revealing. Banks were building international 
exposures while supervisory cooperation was itself evolving. Even a well-supervised individual bank could 
underestimate correlated country risk if its assessment assumed that other lenders would remain available. 
Monitoring capital, liquidity, and an individual loan portfolio did not make the system immune to a common 
reversal in export earnings or creditor confidence.

Later Basel capital standards should not be read backward into this period. The original Concordat, its 1983 
revision, and the subsequent 1988 capital accord belong to different stages of the supervisory response. The 1975 
document’s importance here lies in its recognition that national boundaries no longer adequately described the 
reach of international banking relationships. [8]

The larger lesson is that an international market can develop more quickly than the arrangements for observing 
and managing its collective vulnerabilities. Supervisory cooperation was an essential response. Its existence 
alone, however, could not resolve the underlying tension between the private incentives to extend credit and the 
public consequences of a widespread interruption in repayment.
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7. The growing stock of external commitments
Federal Reserve History reports Latin American external debt of approximately $29 billion in 1970, $159 billion 
in 1978, and $327 billion in 1982, drawing those figures from an FDIC historical study. These are rounded 
nominal dollar observations for external debt from all sources. They are not a measure confined to syndicated 
bank lending or a series expressed in constant purchasing power. [16]

Figure 2. Latin American external debt, selected years, nominal US$ billions. Values: 29, 159, and 327. Source: Federal Reserve History 
[16], which attributes the figures to FDIC (1997). The FDIC study is not separately cited as a directly consulted source. No annual 
interpolation is implied.

The chart records a substantial expansion in outstanding obligations. It does not, on its own, identify how much 
was productive, how much was public rather than private, or how readily the borrowers could service it. Those 
questions require the debt’s terms and the cash flows available to meet them. A debt stock can grow alongside 
repayment capacity; vulnerability rises when the relationship between the two deteriorates or when the financing 
structure makes small changes difficult to absorb.

View What it measures What it cannot establish alone

Stock Outstanding obligations at a date Cash needed at the next payment date

Debt service Interest and principal coming due Whether funding will be available

Repayment capacity Resources available to meet payments Creditor willingness to refinance
Table 3. Three complementary views of external debt. The accounting distinction prevents a rising stock from being used as a complete 
diagnosis of repayment risk.

Why the denominator matters

Debt relative to output can indicate the scale of obligations within an economy, but output is not identical to 
foreign-exchange earnings. Debt service relative to exports offers a different perspective, yet gross export 
receipts are not all available for debt service: imports and other external payments also require financing. 
Reserves provide a buffer, but a finite one. Refinancing may bridge a timing mismatch while increasing exposure 
to creditor decisions.

Analysis must therefore combine stock, cash flow, and maturity information. Testing uncertain receipts and 
refinancing reveals how a payment crisis can arrive before a long-term valuation establishes ultimate repayment 
capacity.
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8. The contract as a transmitter of risk
A loan’s headline amount cannot convey the full obligation. Currency denomination, interest repricing, margin, 
maturity, amortization, and the treatment of nonpayment all shape its economic effect. Two loans with the same 
principal can create very different pressure on a borrower’s external account. In a period of changing exchange 
rates and monetary conditions, terms that seem secondary during negotiation can become decisive.

Consider a floating-rate dollar loan. A reference rate changes at specified intervals, and a contractual margin is 
added to it. The margin compensates the lender for costs and risk, but the benchmark’s movement changes the 
borrower’s interest bill even if the margin remains unchanged. Syndicated lending commonly uses benchmark-
plus-margin structures; the BIS account explains the contractual logic. The worked examples below illustrate that 
logic without claiming to reproduce any particular 1970s loan agreement. [6]

Repricing does not make risk disappear

For a bank funded at variable rates, a floating-rate asset can reduce the mismatch that would arise if funding 
costs increased while loan income remained fixed. That protection depends on the actual repricing schedules and 
funding structure. It does not protect the bank from a borrower that becomes unable to pay the higher contractual 
interest. Interest-rate exposure can migrate into credit exposure.

Currency risk follows a related logic. A government may collect taxes in domestic currency while owing dollars. 
It can obtain dollars through export-related receipts, reserve use, market purchases, or borrowing. Its authority to 
tax does not itself create the foreign currency required under the contract. Devaluation may increase the 
domestic-currency cost of a dollar payment, while its effects on exports, imports, and tax receipts arrive on 
different timetables.

A natural hedge exists only to the extent that foreign-currency receipts are sufficiently reliable, appropriately 
timed, and available to the entity that owes the debt. National export earnings and a particular public borrower’s 
revenues are not interchangeable. Nor does an oil-exporting country possess a stable hedge if the quantity sold, 
world price, or government’s access to the proceeds changes materially.

Maturity completes the picture. A country may have substantial long-run productive potential and still face an 
immediate refinancing need. If principal payments exceed the cash available and creditors do not renew them, 
the gap must be closed through reserves, official assistance, asset sales, external adjustment, or payment 
interruption. The ability to refinance yesterday is evidence about yesterday’s market access, not a binding 
commitment by tomorrow’s lenders.

RISK TRANSFER

A contract can relocate a risk without reducing the system’s exposure to it. The bank’s protection against 
repricing is only as durable as the borrower’s ability to meet the revised payment.
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9. Monetary restraint meets accumulated dollar 
debt
The anti-inflation turn associated with Paul Volcker took place against a long deterioration in US price stability. 
Inflation had developed through a combination of policy choices, expectations, and shocks; it was not simply the 
consequence of one oil disruption. Restoring credibility required a change in the public’s understanding of how 
monetary policy would respond. The costs and uncertainties of that change were visible to policymakers 
themselves. [10, 11]

At the special FOMC meeting on October 6, 1979, officials debated a shift toward greater emphasis on reserve 
measures in implementing monetary policy, with wider room for the federal funds rate to move. The transcript 
does not portray a mechanical switch that eliminated judgment. Participants discussed operational uncertainty 
and the relationship between reserves, money, and interest rates. The important historical point is the willingness 
to alter procedures and accept greater rate variability in pursuit of monetary restraint. [12, pp. 7–9, 24–28]

A domestic objective with international transmission

For a foreign borrower with floating-rate dollar debt, the relevant question was how changing dollar rates would 
affect contractual payments. The policy objective in the United States was domestic inflation control. The debt-
service effects abroad followed from the use of dollar-denominated credit. Borrowers did not need to be the 
intended targets of the policy for the financial consequences to be severe.

Higher interest costs could coincide with weaker demand for exports and less favorable financing conditions. 
That combination was more damaging than any one movement viewed in isolation. Increased interest reduced 
the cash remaining after debt service. Lower export receipts reduced the cash available before debt service. A 
retreat of lending removed a means of bridging the difference. Retrospective Federal Reserve accounts identify 
these interacting pressures as central to the crisis. [16, 17]

The dollar exchange rate added another possible channel. Where domestic currencies weakened against the 
dollar, a given dollar obligation required more domestic currency. That did not mechanically worsen every 
exporter’s net position: dollar receipts could provide an offset. The effects depended on who earned the foreign 
currency, what other costs changed, and whether the government or enterprise could mobilize the receipts when 
payments came due.

It is therefore inadequate to assign the crisis either entirely to foreign monetary policy or entirely to domestic 
borrowing decisions. External shocks interacted with choices about the amount and composition of debt, the 
allocation of investment, fiscal commitments, and exchange-rate policy. The relative contribution differed by 
country. The analytical task is to trace those interactions rather than use one explanation to erase the others.

The practical implication of this history is a demand for joint stress analysis. A loan that appears manageable 
under a higher interest rate alone may become unmanageable when the same scenario also weakens exports and 
shuts the refinancing market. The next section makes that interaction explicit.
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10. A worked external-debt stress scenario
Consider a hypothetical borrower with $1 billion of dollar debt. Principal of $100 million falls due during the 
next year. The interest rate resets to a benchmark plus a fixed margin of two percentage points. Baseline export 
receipts are $600 million, while specified essential imports and other external payments total $400 million. The 
resulting $200 million is a simplified residual available for debt service.

Measure Baseline Rate shock Combined shock

Benchmark + margin 6% + 2% 14% + 2% 14% + 2%

Export receipts 600 600 480

Specified external payments 400 400 400

Cash available 200 200 80

Interest due 80 160 160

Principal due 100 100 100

Total debt service 180 260 260

Surplus / (gap) 20 (60) (180)
Table 4. Hypothetical annual external financing, US$ millions unless indicated. Interest applies to the opening $1 billion principal for the full 
illustrative year. No reserve draw, new borrowing, fees, arrears, or behavioral response is assumed. These are not historical estimates.

Figure 3. The same scenario shown as available external cash versus contractual debt service. Coverage equals available cash divided by 
debt service: 1.11×, 0.77×, and 0.31×. Original calculations corresponding to Table 4.

At a 6 percent benchmark, the all-in rate is 8 percent. Annual interest is $80 million, and total debt service is 
$180 million after adding principal. Raising the benchmark to 14 percent lifts interest to $160 million and debt 
service to $260 million. The rate shock alone turns a $20 million cushion into a $60 million financing gap.

If exports also fall by 20 percent to $480 million while the specified external payments remain $400 million, the 
residual available for debt service falls to $80 million. A 20 percent decline in gross receipts has produced a 60 
percent decline in the residual. The combined financing gap reaches $180 million. The arithmetic explains why 
gross export resilience can give a misleading impression of repayment resilience when necessary payments 
absorb much of the inflow.
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11. Currency translation and the limits of rollover
The preceding example is an external cash-flow calculation in dollars. A government’s domestic budget 
introduces another question: how much domestic currency must it mobilize to obtain the dollars? This is related 
to, but different from, the country’s capacity to generate foreign exchange. Mixing the two ledgers can produce 
double counting and obscure where the binding constraint lies.

Measure Baseline Combined stress

Dollar debt service 180 260

Domestic currency per US$ 5 8

Domestic-currency cost 900 2,080

Available domestic budget 1,000 1,000

Domestic surplus / (gap) 100 (1,080)
Table 5. Separate hypothetical fiscal translation. Domestic-currency amounts are in millions. The baseline dollar debt service is 180; stressed 
dollar debt service is 260. The exchange rate is domestic currency per US dollar. The available budget of 1,000 is held fixed solely to isolate 
the combined arithmetic.

Moving from five to eight units of domestic currency per dollar raises the domestic price of a dollar by 60 
percent. Expressed in the opposite direction, the domestic currency’s dollar value falls by 37.5 percent. Those 
percentages describe the same movement using different denominators. At the stressed interest bill, the 
domestic-currency cost of the $260 million payment is 2,080 million, compared with 900 million for the baseline 
payment.

The fiscal gap is not an additional dollar external gap to be added to Table 4. It is a different representation of the 
government’s financing problem under separate assumptions. An actual country analysis would also examine tax 
revenue, inflation, export-related government income, monetary financing constraints, reserves, and access to 
foreign exchange. The example holds these responses aside to make the mechanics visible.

What refinancing can and cannot repair

Return to the combined external scenario: $80 million is available, $160 million of interest is due, and $100 
million of principal must be repaid. If creditors roll over all the principal, the immediate cash requirement falls 
from $260 million to $160 million. The borrower still has an $80 million shortfall. Rollover solves part of the 
maturity problem; it does not automatically solve the earnings problem.

New lending could close the remaining gap, but its economic meaning depends on the future path. If it bridges a 
temporary disruption followed by recovery, it may preserve value. If it merely adds claims without improving 
future capacity, the next negotiation begins with a larger burden. The decisive issue is what changes during the 
time purchased: export earnings, expenditure, investment returns, debt terms, or the allocation of losses.

This distinction was not only an analytical possibility. Before the August 1982 emergency, FOMC discussions 
already recognized that some financing under consideration would largely refinance existing obligations and 
provide little fresh cash. The next section returns from the model to those contemporary records. [13]
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12. Mexico before August: warning inside the 
refinancing chain
Mexico’s crisis became a defining event in August 1982, but the financing problem was visible in official 
deliberations earlier that summer. At the June 30–July 1 FOMC meeting, participants discussed Mexican 
financing needs, prospective support, and the relationship between short-term obligations and future resources. 
The record shows concern that apparently substantial borrowing could consist largely of refinancing and bridge 
finance rather than a net addition to freely available cash. [13, pp. 22–28]

The distinction matters because a gross announcement can conceal a small net inflow. If a new loan repays an 
old claim, it changes the creditor, maturity, or terms, but the full headline amount is not available for imports or 
investment. Similarly, an advance against future oil receipts brings cash forward while committing part of a later 
inflow. It can be useful, but it does not create a second set of receipts in the future.

Oil wealth was not an immediate payment instrument

Oil-export prospects could strengthen a country’s case for borrowing. They could support expectations of future 
foreign-exchange earnings and a larger role for public investment. Yet the financeable value of a resource 
depended on production, prices, costs, and the timing and control of revenues. A promise of future receipts could 
not be used repeatedly without increasing the claims on those receipts.

This helps explain how an oil exporter could still face an external financing crisis. The question was not whether 
the country possessed valuable resources. It was whether available and expected inflows, after other 
commitments, were sufficient to meet the obligations arriving on the relevant dates. A favorable long-run 
resource story could coexist with a severe short-run cash shortfall.

The FOMC discussion also reveals the limits of official certainty. Participants considered possible IMF 
involvement, the conditions under which temporary support might be repaid, and the risks attached to further 
advances. These were deliberations about a developing situation, not a fully agreed rescue plan. Reading them as 
a sequence preserves the difference between contemplated support and completed transactions. [13]

Creditor confidence became consequential precisely because refinancing needs were large. Continued lending 
could postpone the pressure; hesitation by lenders could bring it forward. A borrower dependent on renewal 
therefore faced a vulnerability that could intensify before its export facilities or long-term productive assets had 
materially changed. Expectations affected the timing of the crisis through the availability of credit.

The warning in these records is unusually concrete: fresh borrowing, fresh cash, and improved solvency were 
different propositions. Officials could recognize that distinction while still concluding that additional time was 
necessary to organize a response. The policy dilemma was how to provide that time without mistaking an 
extension of maturities for a completed economic adjustment.
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13. August 1982: a national crisis becomes a 
creditor problem
In August 1982, Mexico informed US and international officials that it could no longer meet its external debt 
obligations as scheduled. Federal Reserve History identifies this episode as the beginning of the widely 
recognized Latin American debt crisis. The importance of the announcement extended beyond Mexico’s own 
payments: international banks held claims on several countries vulnerable to related pressures. A breakdown in 
one major relationship could change the availability of financing elsewhere. [16]

The August 24 FOMC transcript records the immediate coordination problem. Participants discussed temporary 
support, a requested rollover of principal, bank participation, and the relationship between prospective IMF 
resources and repayment of official advances. The discussion showed how several financing decisions could 
depend on each other. Banks wanted confidence in a broader program; official lenders wanted an exit from 
temporary support; the borrower needed resources before every component of the package was settled. [14, PDF 
pp. 3–10]

Why an individual withdrawal could defeat a collective solution

A bank might prefer to reduce its exposure while other creditors maintained theirs. If enough institutions took 
that position, the resources needed to support continued payment would disappear. The transcript includes 
explicit concern about smaller banks leaving the arrangement and undermining the overall response. The issue 
was not simply the willingness of a few large institutions to negotiate; the behavior of the wider creditor group 
mattered. [14]

Coordination did not mean that every creditor possessed identical rights or faced identical pressures. Exposure 
relative to capital, funding conditions, management expectations, and loan terms differed. Some institutions 
could absorb a delay more easily than others. A collective approach had to operate across those differences 
without assuming that all banks would voluntarily choose the outcome preferred by public authorities.

The problem also affected official claims. Expected IMF disbursements could be assigned, in practical planning, 
to the repayment of bridge support. That could improve the bridge lender’s position while leaving relatively little 
of the gross disbursement available for other immediate needs. A financing package therefore had to be assessed 
as a sequence of uses and sources, not as a list of headline commitments. [14]

This is the point at which the chapter’s earlier distinctions converged. Short-term liquidity could not be separated 
from expectations about longer-term repayment. A bank’s individual strategy could affect the system’s capacity 
to maintain financing. A borrower’s need for foreign exchange could turn several institutions with different 
mandates into participants in the same urgent negotiation.

Containing an immediate payment interruption was an important objective. It did not establish that the final 
burden of adjustment had been determined. The initial response organized time and creditor cooperation; the 
question of how the accumulated claims would be serviced remained open.
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14. Mexico, Brazil, and the danger of a single 
regional story
A regional label can identify shared financial pressures while concealing major differences in their origins. 
Mexico’s oil-export position and Brazil’s dependence on imported oil created different sensitivities to changes in 
energy prices. Both faced the burden of dollar debt and the possibility of reduced creditor support. Those 
common exposures did not make their external accounts identical.

Country Selected external sensitivity Shared financial pressure

Mexico Oil-export receipts vulnerable to lower oil prices Dollar debt service and continued access to 
credit

Brazil Oil-import bill eased by lower oil prices Dollar debt service and continued access to 
credit

Argentina Different export and policy setting; oil effect less 
central in this comparison Creditor confidence and adjustment constraints

Table 6. Selected differences recognized in contemporary official discussions. This is a qualitative comparison, not a complete country-risk 
ranking. The oil-price contrast and Argentina’s differing position appear in the December 1982 FOMC record. [15, pp. 69–70]

At the December 1982 FOMC meeting, officials explicitly discussed the possibility that falling oil prices could 
harm Mexico while helping Brazil. Argentina was viewed differently again in that particular comparison. The 
observation is valuable because it resists a simplified explanation in which every movement in a major 
commodity price must benefit or damage all indebted countries together. [15]

A shared financial shock can meet different real economies

For an oil importer, cheaper petroleum can reduce an essential foreign-exchange outflow. For an oil exporter, it 
can reduce a central source of receipts. Yet the importer may still be unable to service debt if interest costs 
remain high, other exports weaken, or lenders refuse to renew obligations. Conversely, stronger export prices do 
not guarantee that an exporter can mobilize enough cash before a concentrated maturity date.

The policy response also depends on domestic institutions and political constraints. Reducing public expenditure, 
changing administered prices, altering exchange-rate policy, or restraining domestic credit distributes costs 
differently. A measure that improves an aggregate external balance can impose severe hardship on particular 
households or firms. The feasibility of adjustment therefore depends on implementation and consent as well as 
arithmetic.

Contemporary discussions of regional support recognized political fragility and the risks of social strain. They 
also reflected creditors’ concern that failure in one large case could destabilize the broader response. Those 
concerns should not be treated as proof that every country required the same program. They show why the 
international response combined country-specific negotiations with a strong system-wide interest in avoiding 
disorder. [15]

The appropriate comparison is consequently conditional: which shock affects which receipt or payment, through 
which institution, and on what timetable? This question produces a more useful credit analysis than a generic 
judgment about an entire region. It also keeps the historical narrative from turning Mexico’s experience into a 
template that erases the choices and constraints of its neighbors.
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15. The initial rescue: buying time through linked 
commitments
The initial crisis response brought commercial banks, the IMF, and official lenders into a sequence of 
interdependent actions. Temporary facilities could supply cash while a broader program was negotiated. Banks 
could extend maturities, maintain exposure, or contribute new funds. IMF-supported arrangements could provide 
financing and a policy framework. Each element had a distinct role, and none should be assumed to have 
supplied unrestricted cash equal to its headline amount. [14, 15]

Figure 4. A conceptual financing sequence in the initial crisis response. The arrows show dependencies and possible uses; they are not a 
transaction ledger for a specific package. Commitments, approvals, and actual disbursements are distinct stages. Based on the 1982 FOMC 
records [14, 15].

The exit question for bridge finance

A bridge facility is strongest when its expected repayment source is identifiable and credible. If repayment 
depends on a later official disbursement, the bridge lender is exposed to the conditions and timing of that 
disbursement. If it depends on renewed bank lending, the lender is exposed to the willingness of a dispersed 
creditor group. The bridge can help create conditions for the next stage, but it can also add another claimant to 
resources that are already heavily committed.

This is why a package must be read net of prior claims. Repayment of the bridge is a use of the subsequent 
inflow. The remaining funds may support current imports, other payments, or reserve rebuilding, depending on 
the arrangement. Treating both the bridge and its repayment source as independent additions to available 
resources would overstate the support.

The official dilemma was not solved by recognizing these limitations. Allowing financing to collapse could 
intensify recession, damage banks, and spread pressure to other borrowers. Providing support could reduce 
immediate disruption while extending exposures whose eventual recovery remained uncertain. The decision 
required judgments about time, adjustment, and the consequences of refusing assistance.

The response organized these relationships without yet establishing a durable solution to the debt burden.
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16. Who bore the cost of maintaining payment?
The survival of a payment arrangement is not a complete measure of its social outcome. A country can continue 
transferring resources to creditors while reducing imports, investment, or public services. A bank can avoid an 
immediate recognized loss while holding a claim whose ultimate value remains uncertain. Official assistance can 
reduce disruption while changing which institutions are exposed and when they expect to be repaid.

These possibilities require care in the use of the word adjustment. In external accounting, adjustment may mean a 
reduction in the gap between receipts and payments. In daily life, it can mean fewer jobs, more expensive goods, 
reduced real wages, or delayed investment. The distribution depends on domestic policy and economic structure. 
The FOMC’s December 1982 discussion included concerns about the social and political strains associated with 
adjustment, while later Federal Reserve reflection acknowledged the broader damage associated with the crisis. 
[15, 17]

Preserving a bank is not the same as preserving every claim

A hypothetical bank with capital of $50 million and exposure of $150 million to a distressed borrower illustrates 
why creditors might favor time. Its exposure equals three times capital. A 20 percent loss on that exposure would 
be $30 million, consuming 60 percent of the opening capital if no offsetting earnings or other changes occurred. 
The example is not an estimate for any historical institution. It demonstrates why a loss that seems modest 
relative to a loan book can be large relative to the buffer protecting the bank.

Time can produce real value if it allows earnings, recapitalization, recovery, or an orderly restructuring. It can 
also defer recognition without improving recoveries. Continued payment does not by itself distinguish the two. 
The question is whether the borrower’s underlying ability to transfer resources improves, whether creditors 
absorb appropriate losses, and whether the resulting arrangement can continue without an indefinite succession 
of emergency loans.

Borrowing-country governments also faced incentives to postpone difficult decisions. Maintaining expenditure 
and avoiding an abrupt contraction could have strong political and social justifications. But postponement could 
increase later vulnerability when borrowing supported current commitments without improving the resources 
available to repay. A balanced historical analysis must examine those decisions alongside creditor incentives and 
external shocks. [17]

This chapter does not attempt to quantify the subsequent decade’s social costs or to decide the incidence of every 
policy measure. Its narrower conclusion is that the initial rescue must be evaluated on two levels: the immediate 
prevention of disorder, and the longer-term allocation of the burden created by earlier lending. Success on the 
first level did not automatically establish success on the second.
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17. What the episode changed in the history of 
credit
The years from 1973 to 1982 reveal a recurring pattern in the history of credit: new arrangements expand the 
ability to promise future payment, while the institutions needed to judge and manage the accumulated promises 
develop more slowly. Offshore banking, syndication, and floating-rate contracts made international financing 
more flexible. Their benefits were real. Their combined risks became apparent when changing economic 
conditions affected many borrowers and lenders at once.

Three analytical conclusions follow. First, risk must be traced to the cash flow that ultimately bears it. A lender 
may reduce its exposure to changes in funding rates by passing those changes to a borrower. If the borrower 
cannot pay, the same shock returns to the lender through credit loss. Contractual allocation determines the route 
of transmission, not necessarily the disappearance of the risk.

Second, the unit of analysis matters. A participating bank can reduce the size of any one loan on its books while 
remaining vulnerable to a common country or market shock. A borrower can obtain finance from several lenders 
while depending on their collective willingness to renew it. A supervisor can understand one establishment 
without seeing every dependency in the wider group. The relevant exposure often lies across the boundaries of 
individual contracts and institutions.

Third, liquidity support needs an account of what time is expected to accomplish. Bridging a payment date can 
prevent avoidable destruction. It becomes a durable solution only when future resources, debt terms, or the 
allocation of losses change sufficiently to support payment without repeated emergency assistance. This is not an 
argument against rescue; it is a criterion for judging what a rescue has achieved.

Continuity with the earlier monetary order

The preceding chapter showed how monetary cooperation attempted to reconcile national policy objectives with 
international commitments. This chapter follows a related tension into the financing decisions of banks and 
borrowing countries. The instrument changed from an official parity promise toward a growing network of debt 
contracts, but confidence, reserves, settlement, and adjustment remained central. [1]

The 1982 crisis also exposed the limits of separating private finance from public responsibility. Governments 
had not negotiated every commercial loan. Yet the threat to banks, trade, and economic stability brought public 
institutions into the response. Private contracts generated consequences that required collective action, while 
collective action raised difficult questions about incentives and the distribution of losses.

The next historical problem was therefore already visible: how could a temporary defense of the payment system 
become a durable restructuring of claims? The subsequent struggle over rescheduling, conditionality, new 
money, and eventual debt reduction should be examined as a distinct phase. By the end of 1982, the immediate 
emergency had made that struggle unavoidable, but had not settled its outcome.

CLOSING PROPOSITION

Credit can transfer purchasing power and buy time. Sustainable repayment still requires future resources, 
workable terms, and institutions capable of coordinating when the original expectations fail.
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