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When talklng about aet1v1t1es of vulture funds the first thlng comes to mind WouIcl be the most
- recent and the most notorious hedge fund activity namely NML against Argentina in a US lower
court and then the supreme court.VIt_ has been dubbed as the 11t1.gat10n of the century, dominating
newspaper and website headlines for many months last year. However in absolute numb ers, the
successful litigations by hedge funds against the heavily indebted poor countries (HIPCS) would
outnumber by tar any other groups of countries. As you are aware in 1996, under a lot of
political pressure, the IMF and the World Bank and some regional development banks started the
HIPC initiative to reduce the debt stock of some poorest countries on the planet, most of them
are sub-Saharan African countries. Vul tute funds took the iJPC‘ countries as thelr easy preys.

‘ hdsy in the sense, debt rehef would free funds for these countries so that they can pay vulture
flllldS As these countries are normally weak in defending themselves legally, they are easy to
defeat at the courl, Just as the vulture funds expected, most the HIPCs being sued paid the
vulture funds, With a number of exceptions, not much was reported in the 111tezna11enal niedia.

These HIPC countries beieng to the voiceless bottom bﬂhon

For 1nstance Zambia owed to Romama money for purchaging agrleultural machinery, By 1984,
the government had difficulty to service the debt which amounted to-about $30 miltion with
interest included. In 1999, just when Zambia was about to reach the decision pomt under the
HIPC initiative for a eomprehenswe debt relief, a vulture fund based in British Vlrgm Islands,
bought the claim at about US $ 3 million, or 11% of the debt’s face value. This is a very clever
calculation, because the government will be in a posmon to pay w1th debt rehef In 2005 the
hedge fund seught $55m repayment in total. By the time htlgatlon ended, London’s High Court
had awarded the vulture fund a $15.5 settlement, roughly a 370% return. What is the i tmpact of

' this claim on-Zambia? The total expenditure of the central gevermnent on social benefits
according to the IMF was around US$ 140 million, thus the vulture fund took away almost 15%
of the total government social beneﬁls cxpenditure. Money that could have been channeled to

education, health care and poverty allev1at10n thus had to be used to pay the victorious vulture
fund. '




Out of 36 HIPC countries going thiough debt relief, at least 20 of them have been threatened
with or been subj ect to legal actiohs by commercial creditors anci vulture funde since 1999, Per -
capital 'iocome of many HIPCs is between 1 to 2 dollars per day. The HIPCs lost the cases
Systematically and have been obliged. to pay the original debt, interest and fees acerued since the

debt entered arrears, as well as the hefty legal costs of the lawyers.

Sometimes for some countries, the ratio of lawsuit costs to debt service obligations could reach

200%, so much s in 2009, the African Development Bank lainched its African legal e_uoport

'facility to provide legal help to countries facing Iitigation from commcrcial creditors.

According to country surveys, vulture funds are engaged in clalms seekmg atotal of $1.5 bn

from Hipc countries..

These vulture funds have won most of thelr law sults w11h a success rate of 72 percent. In some

cases, the claims by vulture funds constitute as much as 12to 13 percent of a nation’s GDP

After winning the case in court, vulture funds have used various means to get paid. Sometimes,

it can be very aggressive, They chase the sovereigns around the world, attempting to scize the |
overseas assets of the country In the case of an oil producmg HIPC country the—l%epe:bl}e—ﬁ
Conge, the vulture fund intercepted proceeds ofa Congelese-oil sale to recoup $39 million, The

| vulture fund is expected to get its $90 million cla1m eventually Thls prevents a profitable .
llld.li.Sl”Ly ofa poor.country from having any impact on allevlaung poverty and promoting
economic development. Instead 11 is turned mto a mifking cow for paymg fraudulous claims of

vultune fund located in an offshole island. This indeed is "a morally outrageous outcome'". '

Hedge funds have no idcological baggage, they attack developing and devcl’oped c'ountries alike,
| Take Greece debt resiructurmg 0f 2012 for an example Holders of over €6bn refused to swap
Greek debt To avoid legal comphcatlons Greece at one point made a 1epayment of €436m on its

foreign law -governed debts. Of this total, 90% reportcdly went to one hedge fund located in

Cayman island, For the Greek government, it received bauhng out money from the IMF EU and
ECB with the left hand and gave it out with the right hand to the vulture fund As for the Greek
people, we know with long period of austerity, the Greek welfare state has been on the verge of

collapses and the society has been suffering. Almost half of the young people are unemployed.




According to studies, suicide rate increased dramatically. Where is the human rights of the poor

people in Greece?

A sovereign debt crisis is hke a financial tsunaml It brings a great deal of economic destruction
~and economic reversal A country could Jose 5- 15% of its GDP With if, human rlghts would also
rbe sacrificed to various extent. A speedy and eqmtable debt restructuring could reduce economic -
and human suffering. However, hedge funds can hamiper and delay debt restructuring relative

effectively.

- With the US supreme court ruling on the Argentina case, debt restructuring_ is likely to become -

more difficult and vulture fund litigations would be on the rise.

There h’ﬁs been a lot of discussions ongoing in various international fora, among'academ_ics and
NGOs about how to contain hédge funds. Now there have been some proposals to tighten up
debit contract languages and introduce stricter debt contract clause including parti passﬁ and
collective action clause. However, we ali knbw it cannot fix all the problems and most important
ofall is that ex1st1ng, outstandmg debt contracts without the new clauses will last for years.
Allow me to give you an example. If the mortga.te terms has mtroduced a more favourable
cond1t10n for borrowers only the new house buyers can beneﬁt from it and the people with old
morgages are stuck with the old terms. According to ‘the IMF, now there are around 900 billion
dollars of sovereign debt outstanding. So they cannot benefit from the contraciual improvements.
Some of the bonds would last for 30 Yea'rs. It would not be an exaggeration that one or two debt
crises would have taken place within this period. Theféfore, it is expécted that vulture funds

activities will increase instead of declining,

‘With the global financial crisis and the messy litigation against Argentina, there is the |
convergence that the global system on sovereign debt workout is nof working, the system is

' bioken and needs to be fixed. How to fix it, in particular the hedge fund problem is being
heatedly discuséed in the UN General Assembly in NY. Last September, the UN GA had ar
resolution on towards the establishment of a'mul'tilaterél legal frame-work for sovereign debt
restructuring processes. The UN Secretary General set up an Ad Hoc Commlttee to conduct

mtergovernmenlal dlscussmns on the issue. Counmes may have different views on many aspec(s




of a legal framework. However, most of the countries are sympathetic to contain the vulture

funds activities.

* T hope the work in the Human Rights Council on Vulture funds would lead.to re_eor_nrnendations

rell'ati.ng to concreate actions. This could be at both national and mﬁltilateral level.

For inetance? at _the national level, the UK government’s Debt Relief Act 201.0 did play a role in
stopping creditors, including “Vulture Funds”, from using the UK courts to extract harsh and

inequitable payments from poor countries for debts.

At the multllateral level, the United Nations process and the process in the IMF are progressmg ,
However, it may take some time. Nevertheless, we should work together to curtail predatory
activities of vulture funds and protect human ri ights of the poor who would be negatlvely affected
" by such activities :




