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continues to fall

NEW YORK, 21: Wall
Sireet continued shide, as
investors transferred ftal
to the credit market,
long-term interest rll.1lf'.lId were
up, and by computer-driven
sclling late . The Dow
Jones Index had 40
points by noon (1600 GMT)
and stood at 3.443.47 points,
down 23.82 points, late Ta-
csday. The market dropped
after the news that housing
starts dropped 4.6 per cent,
more than the expected four
pcr cent, reports AFP,

Russia issues big
amount of money

l MOSCOW, Apr 11: Russia
in February churned out 350
billien roubles, as much
monecy as was printed by the
former Seviet Union from
1961 to 1991, according to
cconomist Gregory Yavlinsky.
The expert, who has taken
part in planning economic
rcflorms over the past few
ycars, said the reform pro-
gramme should have started
with financial stabilisation in
order to avoid the present
rampant inflation, the

Interfax news agency said,
reports AFP. -

BUCHAREST, Apr '21:
Romania's parliament might
need another week of debate
before taking a final vote on
the 1993 budget, a promi-
nent Romantan politician
said. A vote on the govern-
ment's 1993 budget will
probably be delayed until
next week becau e bill
has become
a protracted parliamentary
debate which began last
month, Adrian Severin,
Deputy leader of the opposi
tion Natfonal Salvation Front
party and a former Economy
Minister, said, reports

\ Reuter.

J apan's trade surplus can

increase EC trouble

TOKYO, Apr 21. Japan's
burgeoning trade surplus i: ig-
niting an explosive situation
which could make it a prime
scapegoat for Europe's trouble
economy, a senlor Eu an
Community offictal said

in Tokyo, reports AFP.

"In the present economic
situation in Europe, it is a
rather explosive situation
which can be described as a
ticking bomb,” warned Horst
Krenzler, European Commi-
ssion Director-Gencral for
external relations.,

Speaking lo reporters alter
iwo days of high-level talks
with his Japanese counter-
parts, Krenzler urged Japan to
boost eflorts "to de-emotion-
alise the debate” and "reverse
the trend.”

"The European Community
wants clear evidence of
change,” he said.

He said he hoped a new
mechanism for analysing the

Europcan Community [FE]
d:ﬂtil would produce swilt re
sults.

lle welcomed a Japan-EC
pact finalised with Tokyo on
Tucsday on jointly monitoring
the impact of Japan's massive
cconomic stimulus package on
domestic demand for Europe's

ris.

Japanese Prime Minister
Kiichi Miyazawa announced a
week ago economic recovery
measures lotalling a record
13.2 trillion yen (119 billion
dollar).

However, Tokyo announced
the same day that Japan's
1992 trade surplus had hit
111 billon dollar, also a
record.

its 1992 trade surplus with
the EC reached a record 31.2
billion dollar, up 15 per cent
[rom a year earlier.

"It Is particularly damaging
bccause the cconomie situation
is too good in Europe, where

i there is slagnation, recession,

rising unemployment, and dis-
satisfaction rrgurdlng eco-

nomic management,” Krenzler
said
Krenzler salid he had little

confidence in Japan's package
lo spur consumer demand.

"It remains doubtful
whether it will have a concrele
impact” on Iimperts from
Europe because the stimulus
docs not include lower tarifTs,
a factor nccessary for reviving
consumer demand

Monitoring the package s
eflccts on trade is a vital de
velopment, an aide to Krenzler
salid. Until the accord was
drawn, Japan had been con-
tent to simply tell its trading
partners the sweeping macro
economic programme would
have an impact gn Japanecse
demand for imports; the aide
said.

Krenzler expressed great

. hope for a new process, pul in

place in January by Tokyo and
the Europcan Commission

Business

A duler ﬂashmg a llgn during the nﬁernmn session nf’ the Tnkyn F‘nrﬂgn Exchan e
market April 20 as the US dollar slipped further despite intervention of the Bank of Japan
to close at a record low of 110.25 yen down 0.75 yen from the previous day's finish.

— AFP/UNB photo

Mahathir won't
sack bank staff

responsible for
$ 3.6b loss

KUALA LUMPUR, Apr 21:
Malaysia's prime minister said
Tuesday he will not fire execu-
tives ol bank Negara, the
Malaysian central bank, even
though it lost 3.6 billion dollar
in its foreign exchange market
dealings last year, reports AP

Mahathir Mohamad said it
would not be right to remowe
the exccutives bccause only
the banks losscs, not its prol-
its, had been announced.

In an apparent reference to
foreign media, Mahathir said
the foreign exchange losscs
were being exaggerated by
persistent critics ol the bank.

The National News Agency
Bernama said Mahathir ac-
cuscd critics ol patronizing
Malaysians on the assumplion
they do not know how man-
age their economy.

lie said the bank's compc-
tence In foreign exchange
markcts was refllected In the
country's economic resilicnce,

New Pak govt
to continue
Sharif's reforms

ISLAMABAD, Apr
Pakistan's ncw gnvcrnmcnt
will retain the privatisation
policies of sacked reformist
'rime Minfister Nawaz Sharil,
honour all contractual obliga-
tions and further deregulate
the economy, the Finance
Minister said, according lo
Reuter.

“There will be no interfer-
cnce whatsoever in the main-
tenance of foreign exchange
accounts in Pakistan,”™ newly
appointed Finance Minister
Farooq Leghari told reporters.

"The market-oriented con-
cepts will continue to apply.”
he said, adding that the new
iMlerim government would,
work toward greater liberalisa-
tion of the economic system.
"Our government is not against
privatisation.”

The new government plans
to fight the development of
monopolices while mobilising
new resources and widening
thc base of the stock market,
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Consortium meet to aid
Pakistan postponed

ISLAMABAD, Apr 21: The
aid-to-Pakistan eonsorilum
meeting scheduled to be held
in Paris on April 22 has been
postponed following a gevern-
ment change in Pakistan, re-
ports Xinhua.

The two-day meeting has
been postponed on the request
of the nﬂlrly formed carctaker
government ol Pakistan which
wants to fully assess the pre-
sent economic situation and
formulate an appropriate re-
sponse to restore financial bal-
ance, according to official
sources here today,

The carctaker government,
formed only two days ago im-
mediately after the dismissal of
former Prime Minister Nawaz
Sharifs government by the
President, needs some time to
cast a ‘fresh look’ at the docu-
ments provided by the previ-
ous goverpment to consortium
memhcr: the sources said.

But no ncw dale for the
consortium meeting has been
announced.

Pakistan had carlier
planned to request 2.25 billion
US dollar of aid commitments
from the consortium for fiscal
ycar 1993-804 which begins on
July | comprising 2.03 billion

dollar In profect aid and 220

million dollar in non-project
aid.

Another report says: Pakl-
stan’'s carectaker Finance
Minister Farooq Leghari has is-
sued an order for formulating
the interim budget for the first
fourmonths of the fiscal 1993-
94 beginning on July ]

The minisicr has directed
concerned ministries to con-
duct a ‘Tull review’' of the eco-
nomic situation for the prepa-
rations for the budget, local
press today quoted finance
ministry sources as saying

Russia's economy shows
signs of improvement

MOSCOW, Apr 21: Russia's
has improved since
but there are signs
ol potential backsliding on
free-market reforms, econe-
mists said Tuecsday, reports AP.
"Russia’s economic perfor-
mance has improved in the
last several months and there
is opportunity for big further
improvements”, Richard
Layard, a professor of the
London School of Economics
and an adviser to the Russian
rnment told a news con-
erence.

"Bul there is a danger... that
the Cabinet attitude to the re-
form process is changing.”
added Sergei Vasilyev, head of
the Centre for Economic
Reform, a group ¢ with
cconomic analysis forecast
for the government of Russia.
“The latest Cabinet decisions
have nuthlng in common with
rcforms.”

During Sunday's referen-

dum on President Boris Yelt-
sin's leadership, Russian
voters also will be asked f{f
they approve of his economic
putlrfric: which have sharply
raiscd prices and caused living
standards to plummet.

The most positive sign is
that growth of the infllation
raic dropped to 21 per cent in
March and {s expected to
reach 15 per cent to 18 per
cent in April, Layard said. That
lollowed a steady 25 per cent
monthly growth In 1992, he
added.

When Yeltsin mentioned
thc same [igures Friday
speech lo state factory direc-
tors, he was jeered by the
crowed of managers, who have
the most to lose if the reforms
are carried out.

"Many people are talking as
if the production has been
falling, whereas in fact it has
been siable since last August,”

Layard said.
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Indian bond scam

Monmohan to

face parliamentary
probe body

HEW DE.UII Apr 21: Mll'l

Ing al bilhn-n &r l::-unun
scandal will summon India's
Finapsee Minister Manmehan
Singh 0 answer members que-
stions the hecad of the com-
mitice said, reports Reuter.

Ram Niwas Mirdha, Chair-
man ol the Joint Parliamentary
Commitice, toid that
Singh and Health Minister B
Shankaranand, would appecar
before members next week

Singh will be corss ecxam-
ined the committee for the
central banks failure to check
India's biggest financial scan-
dal. Shankaranand ecarlicr hea-
ded the petroleum mintistry.
During his time the state-run
petroleum companies invested
in financial companies that
speculated in the booming
£ stock markel

Earilier Lhe 30-member
commiliec was sharply divided
on the question of summoning
scnior ministers, Mirdha said

UK public
sector deficit
reaches $ 56.6b

LONDON, Apr 21: Britain s
public sector deficit grew to
36.5 billlon pound (56.6 billion
dollar) or six per cent of GDP
in 1992/93, alter surging to a
rccord 9.51 billlon pound in
March, officials said Tuesday,

nysAFP."-

The March figure was the
largest-cver monthly deficit.
The previous high was in
March 1992, when (t was
6.392 billion pound.

In February the deficit rose
to a revised 5.38 billion pound,

originally reported as 5.4 bil-
lfon.

Borrowing was .hcavy In
March, as the forecast implied
it would be, a treasury
spokeswomen said.

The deficit in the previous
year was only 13.8 billion
pound, but the figure is pre-
dicted to rise to 50 billion
pound, or eight per cent of
GDP, in the coming year.

"Given proper conditions private sector is bound to respond”

Hernan Buchi{, 43, Finance
Minister of Chile from |985-
89, a presidential candidate in

1989, and currently adviser to -

several governments in Latin
America and East

countries, was recently in
Bangladesh at the Joint
invitation of the MCCI and the
World Bank. A professor of
Engi-neering and Economics,
Buchi became actively involved
in his country’'s economic re-
forms from 1975 on ward.
Starting as an adviser to the
Economic Minister, Buchi held
many positions in the

govern-
ment and became his country's

Planning Minister in ]1983.
Buchi was very up beat

about the prospect of private
sector growth in Bangladesh

In the following interview he
outlines his e nces in
Chile and other Latin American
countries, from which there (s
perhaps some lesson to be
learnt.

Daily Star (DS] — In the
meeting organised jointly by
the World Bank anarb dLCﬂ

you said that ﬂ'lt
like a figsaw pu::b

put uthmtﬂ?peroe?nfﬂ
together then the latent en-
ergy of the people takes over
and the economy moves on its
own. So how do you put that
80 per cent together at any
given moment. and more im-
portantly, how do you get it all
slarted?

Hernan Buchi (HB) — Well, |
am going to be very specific in
my answer. The case for every
country is different. When I
look around the countries of
Latin America, the region that
| know well, | can see that it
was done diflcrently in each
country.

DS — Yes, that is
what we want to know — how
each country got started.

HB — In the case of Chile,
after the economic crisis of
the 1930s (depression in the
us),
closed. We were, so to speak,
the most 'advanced’ country in
closing the economy. We can
say we started going in the
very opposite direction than
we needed to.

We started closing the
m::unmrz. making the govern-
ment the main actor in the
cconomy and promoting an in-
terventionist role for it. Thus
we cntered a period of slow
growth and with perfodic in-
stability. From the 30s upto
. the 70s Chile had an average
rate of infllation of 30 per cent
a ycar. So you can sce that we
had a problem that was being
accumulated, In the 70s this
process of closing the econ-
omy rcached its peak and we
completely closed the econ-
omy with the role of the gov-
ernment becoming total inter-
ventiondst,

DS — You are talking about
the policies of the Allende
government.

(Salvador Allende, with a

the economy became

socialist agenda, won the elec-
tions in Chile and became its

President in early seventies).

HB — |-would-ithe to point—

oul, that in a sense what
Allende did was something
new in Chile. The policies he
instituted were there from the
30s. He represented the cul-
mination of a process. He took
it to the very extreme. His
coming was not an {solated
event. It was part of a process
that has been going on for
sometime.

DS — Let us not forget that
socialism was quite popular in
those days.

HB — Yes, it was very popu-
lar, and many countries were
going in that direction. But
this got us in real trouble. We
went [rom high inflation to hy-
perinflation, to about 3{] per
cent per month.

DS — Let me understand it -

correctly. You are saying that
you u:entfrmn a 30 per cent
inflation per year, to 30 per
cent per month?

HB — That is correct. This
happened during '70-'75 pe-
riod. This took the country
into a political and economic
crisis. A military government
took over because the economy
was in a mess. | don't want to
talk about the political situa-
tion. | want to concentrate
only on the economic situation.
We were in a crisis, and dras-
tic reforms were neecded. So
we got together ...

DS — Who are ‘'we'? .

HB — The Chilean people.
The people ...

DS — Come on, don’t gilve
this "people” business. Thous-
ands of Chilean people did not
come to formulate reform
pdicy I want to know who are
the ‘we’ you are talking about.
Was it special Task Force
coming [from various seclors,
was It a group of University
professors, or a group from the
private sector... did you have a
special group in the cabinet? |
am talking about the people
who started the ball rolling.

HB = You are asking me too
much. It is a long story....

DS — | am doing so, because
I think it ts interesting for us
to learn how a drastic reform
process, that encompasses the
whole soclety, actually gets
started.

HB — The military govern-
ment that took over, did not
have a clear picture as to what
to do about the economy. It
was open, and wanted to listen
to various alternatives. The
government did not have any
cconomic plan. A group of
technicians prepared a plan ...

DS — Who were these peo-

ple?
HB — It consisted of a group
of intellectuals from the

Universities and representa-
tives from the private sector.
They all believed in the ‘free
market’ concept. This group
was popularly known as The
Chicago Club' because many

who helunged to this group
studied in the University of
Chicago, in the United States.
DS — This gives a much o
clearer picture .. i
HB — We wn:nt through
many many sessions of discus-
stons with the military and fi-
nally they accepted our reform
pmpoaals
— Did the government
realtse that it did not have any
economic plans and come to
this so-called 'Chicago Group'

nomic alternative,
DS — You talked aboul in-

[fighting. Can you draw jor us a

pu:l‘,ure as who were on which
V' $ydy. For example | can imag-
ine that bureaucracy may have
opposed the ‘free market’ re-
forms, the labour unions, very
powerful in the Allende’s
regime. might have done the
same., How were the power’
lobbies divided at that time?
HB — You are trying to un-
derstand something which is

debt crisis. We got fully started
in '75 and the country began to

grow from '76.

DS — Whnt were the res
forms?

HB — | that we had

more that two digit inflation
per month. Imagine there
were three thousand prices
fixed artificially. Imagine 40
exc rate of our currency
— one in which it was worth
ten, in another it was worth a
thousand. So the first reforms -

put Chile in a very uncasy situ-
alion. Because everybody
thought the reforms would
work. Suddenly everything col-

. lapsed. Entreprencurs were

bankrupt, banks ran dry, and
the demand for privileges and
tarifl protection came up again.
We had two very difficult years.

There were six finance minis-

ters in a period of 20 months.
There were signs of hesi
in the government about the

opcen-door policy so long per-

Former Chilean Finance Minister, Hernan Buchi interviewed
by Mahfuz Anam, Executive Editor, The Daily Star.

or did the Group go to the
government ... -

HB — No, no. It is much
more complicated than that.
The military was under a lot of
prcssure and they reccived a

lot of alternative proposals.
And they rcalised that the ‘free
market’ oriented option was
the most coherent and practi-
cal alternative.

very difficult, unless you are

- part of the cultural and politi-

cal process that was going on
at that time. It was a very dy-
namic and fluid situation. Even
within the military, or the bu-
reaucracy, or the trade unfons,
thcere was uniformity of
thoughts. There were diflerent
lobbies within each group. The
breakthrough, | would say, was

Hernan Buchi
You have to understand that

there were severe internal
fights going on to get influence
and power. But finally in 1975
the rnment accepted our
policy and gave us the go
ahead. | was a part of the group
inside the government,
Remember at that time the 'Oil

shock' also aflected us very

negatively. The government
was desperate, and we pro-
vided the only coherent eco-

the emergence of this coher-
ent group above every other
group, that provided a total
plan before the government.
This group won the confidence
of the military men, and the
reform policy was accepted.

DS — Tell us now about the
reforms themselves.

HB — Our reforms can be
divided into two periods. One
from 1975 to 81 the other
from 1983 onwards, after the

dealt with freeing the pricing
system of goods, fixing the ex-
change rate, correcting the
budget. So it was a mixer of
macro and micro economic re-
forms, including cutting the
'fat’ from bureaucracy. We had
to act in many fronts — simul-
tancously. Inflation gradually
decreased to about 50 per cent
a year, economy began to grow,
foreign investment started
coming. And we had a steady
growth from 1976 up to 81-
82, Then the second crisis

came — the debt crisis. You see
during the period that we
grew money [rom abroad was
frecly available. There was a lot
of oil money that was being re-
cycle. Thus, instead of our pri-

valc scctor Increasing its sav-

ing, it preferred to borrow .

moncy from abroad whencver
thcre was any new investment
nccessary in Chile. The capital
base of the Chilean private
seclor was extremely weak.

DS — Before you go into the
post 1982 phase of your
growth, | have one question
about the first phase. Do you
think you recelved some spe-
cial support from the US, in
terms of infusion of capital, or
support to your export trade,
elc. because the US was op-
posed to Allende’s government
and (t wanted to see your re-
forms succeed — just to prove
the ideological point of the US
system being superior to that
of the Sovlet system. So the
question (s: Did you get any
special help from the US?

HDB — Not at all. The only
money we gol was from the
commercial banks, and they
were lending us money as they
were doing to other Latin
American counties.

DS — There were no special
efforts by the US to help you.

[1I3 — Not al all. In lact the
American people did not un-
derstand what was going on in
Chile, and thcy were opposed
to the Chilean government, afl-
ler the first year. During those
years we did not even go to the
World Bank. Alter 1975-76 we
did not even go to the IMF.

DS — Let us now come back
to the debt crisis.

113 — Yes. The debt crisis

sucd.,

The Chicago Club was elim-
inated from the government
during this time. But after two
years, the policy ol reforms
was back in place and the Fv
ernment its full backing
to it. | think | was the only
survivor, though [ am not frnm
the Chicago University. | pro-
vided, if you like, the continu-

t .Itlnv:r_\r trickytnc:phin
| was not bumt out.

DS — You are as a good sur
vivor,

HB — 1 really cannot ex-
plain. But we restarted the
process of rcforms very fast.
We re-privatised the compa-
nies, re-ordered the banks and
brought in financial discipline,

made them solvent and gave
them back to private hands,

good o be true. I wish we
could have success on concen-
sus here.

next question has three
different facts and | wanl you
to answer them separately. We
would like to know how you
were able to bring the bureau-
eracy and the labour unions in
tune with the reforms. And
also how you were able to build
the confidence of the private
seclor to come forward to in-
vest.

HB — 1 will start with the
bureaucracy. You can not cope
with it, unless you have a group
coming into the government
that has the cxpertise, the
knowledge and commitment
to carry out government poli-
cies. A rnment must have
the support of the bureaucracy.
One way, is to have your own
pcople. But it fs not always
possible. The other way is to
win them over through dia-
logue, motivation, persuasion
and also through determined
leadership. There will always
be some who will be willing to
commit and carry out changes.
In our case we were able to ef-
ther place people everywhere,
or find out bureaucrats who

belicved in our goals.

When a bureaucracy sees
clear thinking and determined
leadership— it falls in line. It is
a confused leadership that bu-
rcaucracy takes advantage ol.
Without participation of the
bureauc we could not have
moved forward. For example

The debts crisis

put Chile in a very

uneasy situation. Because

everybody thought the reforms would work. Suddenly

everything collapsed. Entreprencurs were bankrupt,

banks

ran dry, and the demand for privileges and tariff protection

came up
finance ministers in a
of hesitancy in the

. We had two very

difficult . There were six

nlﬂﬂmth.'l‘htrem-lﬂl
about the open-door policy so

long persued. But now we are back on track.

privatised big companies still
in government hands and re-
opened them. We took mea-
sures to give all out support to
the private sector and make it
more solvent, to make savings
more paying, investment more
rewarding. We renegotjated
the debt. This is the second
phase of our growth,

The next transition period
was in 1990. There was an
election’ and a new govern-
ment came in. While in opposi-
tion the members of the new
government, were opposed to
the reforms. But alter coming
to power they realised that it
was best for Chile. So, now we
have a national concensus on
economic policies. Recently
there was a law passed unani-
mously — both by the govern-
ment having 55 per cent seals
in the parliament, and the op-
position, that has 45 per cent
scats— about further lowering
the tarifl. The country is now
fully united.

DS — It all seems a bit too

without the commitment of
the Internal Revenue Service,
we could not have instituted
many of the financial reforms.

About labour unions, you
must understand, immediately
after the military take over,
the labour wunions were
"frozen”. Later, they were al-
lowed to have labour activities,
but no political activities. One
thing is often not understood.
The government in Chile
needed the support of the
labour unions. So they permit-
ted unions, but not for politics,

The challenge was how to
bring about changes urlthnut
hurtin or frightent

hou:ifnult I:!nwi;

undcrll:lnd that unless they
mdke profi), socicty will not
back them. Nobody will take
out money from the banks and
pay the workers, when they
are not productive.

DS — Tell me how were
you able to make, the unions
accept what (s basically a
commonsense conclusion. We

are trying to tell our trade
unions the same thing, without
much success.

HB — In life, you have to -

discuss, and to persuade. If
I'Icypﬂnnt wnlr? then you niust
act. Only talking, but no deci-
sive action, does not produce
any results. In Argentina,
Mexico and other places,
democratic governments acted
and then the unions accepted
the changes. Like, you close
down a public company that
does not make any money.
There {s no money to run it -
so it has to shut down. A few
actions like that, made work-
ers of other public enterprises,
work day and night to make
their companies piofitable. In
Colombia,” the government
closed down many public
companies. It gave the right
signal to others and there
were dramatic changes. May be
there will be a strike, but so
whatl What i{s good for the
country must be carried out.
But that is a political decidion.

DS— And, about gaining

confidence of the private sec-’

tor....7

HB— As to generating con-
fidence among the private sec-
tor to act, well if all the right
measures are taken, the pri-
vate sector will respond. May

. be it takes time, but much less

than you may think.

But obviously only talking
will not generate confidence.
You must put policies into ac-
tion and stand firmly behind it.
Then confidence will grow,
and the private sector will re-
spond.

People said Chileans are not
entrepreneurs. They are only
bureaucrats.

DS — Same is said about us,

Bangalees.

HB — But now it {s fascinat-
ing to see how fundamentally
wrong that perception is,
When there is opportunity,
how naturally and quickly the
Chileans became en-
trepreneurs.

But the government's mlc
very important. It must create
the environment so that pri-
vale sector can go ahead.

DS— So what is your main
message o us?

13— Very simple. Trust
the basic entrepreneurship of
the people. Don't believe il
anybody says, your people are
not entreprencurs. They said
the same about us. Just create
the conditions— both macro
and micro level — for the
growth ol private sector. Make
your economy open, help your
private sector to become com-
petitive and allow free market
to determine who is a better
producer. We had many of your
drawbacks — except the popu-
latton— and our policy of open
economy has helped us.

DS— Thank you for being
with us.

HB— Thank you and good
hack.



