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ABSTRACT:

| argue that the developing countries’ looming debt crises are being worsened by structural shifts in debt composition
towards riskier commercial loans, characterised by shorter maturities, higher interest rates and little or no restructuring or
refinancing options. Such shifts are due to multiple reasons that can be traced to the deliberate acts of Western donors and
multilateral institutions dominated by them, e.g., the World Bank and the International Monetary Fund (IMF).

First, is the decline in concessional development finance and broken aid promises, including for Sustainable
Development Goals (SDGs) and climate finance. Second declines or failure to mobilise domestic resources as the World Bank
encouraged developing countries to engage in a harmful race to the bottom tax competition through such publications as
“Doing Business Report” which severely impacted on developing countries’ public revenues. Third, as the gap between public
resources (concessional finance and domestic revenues) and public investment needs widened, Western donors, the World
Bank, IMF and reginal development banks, e.g., ADB, encouraged developing countries to borrow from international capital
markets, misleadingly claiming “turning billions to trillions” that the public money, in particular aid, could leverage trillions of
dollars, using public-private partnerships and blended finance. Fourth, Western rating agencies, serving the interest of large
private capital funds, also induced developing countries to borrow from international capital markets by conferring such
seductive epitaphs on them as emerging or frontier economies.

Thus, most developing countries have turned to riskier borrowings from international capital markets, and
commercial debts now constitute more than half their public debt. Such loans are usually of shorter durations and attract
higher interest rates, while have almost no restructuring or refinancing options.
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Chinese debt constitutes less than 20% of developing countries’ public debt, and less than 15% in low-income
countries. China extends four main types of loans to low- and medium-income countries, on both concessionary and non-
concessionary terms. The first are concessional loans extended by the government of China at very low interest rates, or
even interest-free. The second are concessional loans by the Export-Import Bank of China. The third, and largest type, are
non-concessional loans extended by policy banks, e.g., the China Development Bank and the Agricultural Development
Bank of China. Loans from policy banks are denominated in US dollars with market interest rates and medium-term
maturities. The fourth are loans from Chinese commercial banks and suppliers insured by China’s official export credit
agency.

Thus, Chinese loans are quite diverse, with only a small part of Chinese loans involving commercial conditions. And
unsurprisingly, independent studies did not find any evidence of China debt trap diplomacy.

China has announced ‘forgiving’ 23 interest-free loans to 17 African countries, and is redirecting $10 billion of its
$38.2 billion worth of newly issued IMF SDR reserves to African nations. China has provided more debt relief through the
G20 Debt Services Suspension Initiative (DSSI) than any other country, and has bilaterally negotiated up to $10.8 billion of
relief with debtor countries since the onset of the pandemic.

Obviously, greater foreign exchange needs in the face of declining foreign exchange earnings, due to pandemic
disruptions, war and sanctions have exacerbated the debt crises. Synchronised interest rate hikes, ostensibly to stem
inflation, are likely to trigger more debt crises. We are likely to see the replay of the 1980s debt crises that opened the
doors for the Fund-Bank’s structural adjustment programs. However, developing country debt crises this time are likely to
be much worse than before.

Discourses, such as of China debt trap diplomacy, distract from urgently needed international and national
measures to avert debt crises.

See Chowdhury, Anis and Jomo, KS (forthcoming), “Chronicles of Debt Crises Foretold”, Development and Change.
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