IMF and the
Mexican Crisis

Financial Bosnias [ owe
this evocalive lerm to
Newsweek [(13/2/94) which
uses the term (o capture a
process of financial disintegra:
tion of an economy in the same
way as the current crisis in
Bosnia captures the -political
disintegration of a nation state.
The notion of financial collapse
of a state has haunted the fi-
nancial markets of the world
in the wake of tHe Mexican
crisis. This crisis manilested
itself in the dive in the -exter-
nal value of the peso, and the
flight of 'hot capital out of
Mexico, leading to a collapse of
share values in [ts stdck mar-
ket. This crisis m the Mexican
capital mdrket triggered off
panic in other so called

emerging markets where*'hot', w__

money had been parked for
making quick capital gains.
The Mexican crisis aroused
sufficient panic both about the
political luture of Mexico as
about the health of the global
capital market lor o massive fi-
nancial rescue vperation (o be
launched led by the United
States, Lo stabilise the Mexican
Peso. The United States sees
itself as the financial patron of
Mexico because ol their part-
nership in the North American
Free Trade Area [NAFTA). Due
to this linkage much of the
short term capital that has
flooded into Mexicu in the last
few vears. which now faces a
collapse in its value. has been
from the United Swates. Thus
thre global rescue operation to
'save’ Mexico is as mmuch a re-
lief programime for US in-
vestors who were unhappy at
paying the market price of
their financial culations on.
the Mexican stock exchange. It
is also feared that if Mexico
can move into an unscheduled
financial crisis so tan other
emerging markets. Thus a
move to rescue Mexico Is
deemed important because it
will help to maintain the con-
fidence,. ol global ([inancial
spec ulatnrﬂ in other e¢merging

. capital markets.
eusweek apprehends that

more such Bosnias may be
round ihe corner and- indicts
the International Monetary
Fund (IMF) for its impotence
as a global financial watchdog.
However the current Mexican
crisis and ‘the prospect of
.other such Bosnias remains
. inherent in theé new global fi-
nancial order which has
evolved over the last two
decades. We today live in an
age where capital market are
increasingly interlinked
-through a global super high-
way, which moves trillions of
dollars everyday from market
to market. Such a crisis is thus
not the first such crisis

world of deregulated fm;.ncial
markets, nor will it be the last.

What is significant about the
‘Mexican crisis is that it carhe

without-warning. This has trig-
gered off serious concern
about the nature of both the

-

global financial system as well
as the fundamental health sta-
tus of many post-reform devel-
oping econonues
This sense of panic s re

flected in the quite extraordi-
nary move by the IMF to com-
mit 17.5 billion dollars in
emergency assistance to sus
tain the Mexican ecbnomy. In-
contrast, the Clinton adminis-
tration could not get its own
rescue operation, for what is
after all its client economy,

passed through the US
Congress to grant a special 40
billion dollars loan to Mexico.

All that Clinton could do was to
commit 20 billlen dollars from
an Emergency Stabilisation
Fund at the disposal of the US
President which was made
available, not as a loan to Mex-
ico, but as a guarantee for loans
from the capital market. The
serious money was extracted
by Clinton fromi thé IMF
through pressure applied on
the G-7 countries, to vote for
this unprecedented jumbo loan
to a single member country,
The IMF, for those who con-
tinue to cherish illusions that
it Is an independent multilat-
eral institution designed to
serve the Third World. was
X 1 in all its nakedness a8
a Toreign policy instrument of
the United States. In its pub-
kcly proclaimed role of moni
tor of the global economv. as o
lender of last resorl to {finan
cially strapped economies, the’
IMF proved itsell to be a help-
less spectator. [ts actions in
‘this crisis were thus forced on
it by the G-7 countries which
not only demonstrated the
IMF's weakness as a manager
of global linances but also ex-

posed its lack of internal
democracy in its decision
making. =

S0 what docs this wll us
aboul the.curremt global finan-
cial system? A whule book
could bLe written on this bult I
am neither gualilied to do this
nor are the columns of a Dhaka
news paper the plwe to hegin
one. [ will thus address briefly.
three issues for refleetion bw

Bangladesh's current and
prospective policy makers and
those here who reflect on is-
sues of public pﬂlicy This re-
lates to;

(a) The nature of lhe glubal
system and what this implies
for Third World countries.

(b} The role of the Interna-
tional Financial
{IF1} such as the World Bank
and the IMF and the conse-
quences of their advice to the
Third World.

(ce) The

lessons for

- Bangladesh.

The New Global

The Mexican crisis was the .

direct result of the opening up

~.of Third World capital markets -
" to the influx of foreign capital.

This process began in the early
1970's in the wake of the
delinking of the US dollar
from a fixed price for gold and
the explosion of petrodollars
which flooded the interna-

Institution ’

tional capital market following
The rise in energy prices after
the Ramadan War of 1973 be
tween [srael and the Arabs.

'"The petrodollars capital sur

pluses were récycled by the
global financial system to the
Third World through and ex

plosion of bank lending which
built up a debt liability of close
to a trillion dollars within the
Third World over the decade
of 1974-84 This boom col-
lapsed with the global eco-

nomic recession Induced by
the rise in US interest rates in
the tu:g]nnlng ol the 198Q's.

This recession was designed to
once and for all break the
power of the OPEC countries
by both reducing the long term
price of energy and cutting
down their share of the global
investible surpluses. | had at

that time occasion to study

quite carefully the rise and fall
«f the petrodollar and have
writtenn a few papers on this
episode in global financial his-
tory.

The consequence of this
rise in global interest rates was
the rise in debt service
charges (o Third World bor-
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exeeeded new capial flows
Other Third World countries
faced similar contractions in
capital inflows in the 1980s
This process of capital outflow
and economic austerity en-
lorced by Bank Fund.condi
tional lending exposed much
ol the Third World to a decade
ol economic slagnation which
is still far from over

e resumption of interna
lional private lending to Latin

Prof Rehman Sobhan

comed bur.in the form of
longer term lixed investment
or in the torm of term loans

contracted by a. borrowing
country on the global capital
market,

It was traditionally feared by
both policy makers as well as
the multilateral institutions

that short teYm capital flows
could be destabilising  for
Wedker Fhird World

economies due 1o the lack of
depth in their captial markets
and uie uncerfainty of their
external reserve position. Even
today few Third World coun-
tries, outside Asia. indeed even
within Asia, have butlt up both
the' strong reserve position as
well as the liquidity in its

. stock market to absorb a sud-

den withdrawal of funds on the
scale which catalysed the Mex-
tcan crisis. To ‘have totally
deregulated their markets has
thus exposed those Third
World countries to *sudden
economic shocks which need
not originate in their own eco-
nomic fundamentals but could
owe t0 speculative impulses of

Star

was 50 per cent of its net in-
lows of capital of 10 billion
dollars. In contrast China at-
Jracted 23 billion dollars of
foreign capital in 1992 but

oy one billion dollars came as

portfolio capital, the rest came
as Direct Foreign Investment
\DF1), or long term borrowing
o1 the capilal market.

The role of the interna-
tional agencies

| recollect no warnings
fromn the World Bank or IMF
over the last (wo years fhat
Mexico's attraction for portfo-
lio capital was a threat to the
stability of its economy or that
its economic fundamentals
were unhealthy. Thé public
image was ol a booming econ-
omy, to be emulated in its re-
form agenda by all Third World
reformers! Nor do | recollect
any serious discussion ag{ the
IMF about the attendant risks
of a global capital market
where billlons of dollars float
around for entirely speculative
motives, guite unrelated Lo the
fundamentals of the economy,
where the laws of the casino

If the Third World is not to stand on the threshold of financial crisis - Financial Bosnias new ground rules
should be developed at the global level to protect such countries from sudden flights of capital on portfolio
accound. This may be dane by building an adequate global reserve fund which will be operated on agreed and
transparent principles to serve gqll Third World members of the IMF. No such fund can be built if one equniry

can claim ITthmMurlnnthebam

of one nighhdtbaﬁeantheﬂm:d.

rowers who had borrdwed
Indiscriminately during the
1970's when real rates ol in-
terest were low. As a result
most of the big borrowers,
such as Mexico, Bragzil, Ar-
gentina, faced financial col-
lapse as they defaulted on their
loans and sources of' private
capita® moving to the Third
World dried up as rapidly as if’
had moved there in the 1970s.
The same multinational banks
who pushed cheap money
down the throats of Third
World clients, encouraging
their every economic excess,
now. withdrew from the mar-
ket when funds were most
needed by the Third World. As
was remarked then it was like
loaning someone an umbrella
when the sun is shining but
taking it back the moment it
starts to rain. Such is the logic
of the global financial system!
To cope with their mounting
financial crises, .during the
1980's, most of the Third
World's indebted countries
were exposed to a regime of
severe stabilisation and struc-
tural adjustment under the
tutelage of the World Bank and
IMF, in return for their debts
being rescheduled and the re-
sumption of capital inflows.
. The entire burden of adjust-
ment, originating in the debt
crisis, thus was thrown on the

Third World whilst the G-7
countries and their financial

institutions, absolved them-
selves ol all responsibilities for
the financial crisis. For nearly a
decade Latin America was ex-
posed to a net outflow of capi-

‘tal as its debt servicing costs

;“!\HI{‘J ITRrR A .lllil othier conmntries
in the Lue 8Os and 199%)'s was
of a completely ditlerent char

acter Irom capital flows in the
1970s. The new inflows into
Mexico, Argentina. Brazil, orig-
inated in the complete deregu-

lation of their capital markets.

Under pressure [rom the IMF
most Third World countries
have made their currencies, in
varving degrees, convertible on
current as well as capital ac-
couiit and have been opening
up their stock markets to for-
eign invesiors. This means that
a Fund Manager in New York
can now buy shares queoted in
the Mexican or Dhgka sfock
exchange. hold these stocks
for a month. and then sell
them off and take the capital
_ out of the markel (0 buy shares
" on the Sri Lankan or Vene?ue—i
lan stock exchunge. TD enable
foreign investors to do this.
loreign exchange laws must be
flexible enough to permit both
entry as well as sale and the
capital markets must always be
liquid enough to find buyers
for the sale of such stock. This
opening up of capital markets
to exteérnal investors and the
freeing of the capital account
has been a relatively new de-
velopments for Third World
countries, with fhe robust
Stock Exchanges of Hong Kong

"and Singapore appearing as

rare exceptions. Most coun-
tries, including giants such as
the Republic of Korea, until
quite recently., praotected
themselves against such short
lerm speculative flows of capi-
“tal from abread. Foreign capital
was. In varving degrees. wel-

uverseas investors, their sense
of panic about an economy or
Lhe emergence ol better in-
vestmerfl options elsewhere.
[n this deregulated global sys
tem a large "volume ol short
term funds have moved out of
London and New York to some
emerging markets. due to low
interest rates on offer in de
veloped countries. The recent
upward pressure on interest
rates in the US has.thus con-
tributed
lunds out of emerging markets
back (o London and New York.

>0 what has Mexico done to
deserve this flight of capital?
Until recentiy it was the dar-
ling of the World Bank and
IMF. one of the really success-
ful ‘reformers’ whose privatisa-
tion and financial deregulation
programimes were deemed as a
model for the Third World.
How much of Mexico's eco-
nomic revival was due to their
reforms -and how much ‘to
massive’ intlow of external
funds, particularly short term
capital inflows, was not.
pointed out by the World Bank.
in 1992, when Mexico was
still a great success story the
World Bank. in its World De-
velopment Report for 1994,
showed that Mexico had a net
Balance of Payments deficit of
23 billion dollars compared to
1 billion dollars in 1970 and
that its external resource
deficit GDP ratio was 6 per
cent compared to 3 per cent
in 1970. This resource gap was
hieavily financed by short term
inflow so that in 1992, Mexico
attracted 5 billion dollars in
purtfahﬂ equity flows which

1o a reverse flow of -

LEVET

appear more relevant than the
laws of economics. These are
issues which should be central
lo the concerns ol a prospec-

tive global watchdog on the
world s finances
Ralher than discharpe its

role as a global agency and
Iriendly advisoy to the Third

. World the sudden collapse of

the peso has exposed the dou

bled standards of the interna

tional agencies. As a long as
you open up and deregulale
your economy, the adverse
macro-economic results such
as a rising external deficit, are
see11 as temporary phenomema

it is only when a crisis hiis the
economy that we are reminded
about the deteriorating exter-
nal balances of Mexico and fhe
weaknesses in its economic

- fundarnentals. But then any fool

can be smart after the event.
The secret is to be im‘ewarned
of a crisis.

So what does the IMF do

‘when it is faced by an economy

which® has been financing its
external deficit by short term

horrowing? Does it advise il to |

take steps to reduce short
term borrowing? No, it moves
in with a financial rescue oper-
ation of 17 billion doliars to
reassure investors that if you
go on speculating on the Mexi-
can stock exchange your losses
will be underwritten by the
IMF. 50 will- the IMF give
Bangladesh 17 billion dollars
to underwrite its capital mar-
ket? Were the IMF to provide
1.7 billion dollars let
alone 17 billion dollars, to
Bangladesh, | imagine both the

Finance Minister d
Chairman of our S would
faint wjth the shock of their
good fortune. But they may
both rest in peace. No such
underpinning is available to
such strategically peripheral
couniries as Bangladesh. No
US President is going .to
arouse his countefparts in the
European capitals in the mid-
dle of the night, (o instruct
their country Directors in the
IMF to vote for a financial bail
out lor Bangladesh Does the
IMF now have the moral
stature or even the profes-
sional autherity to preach to
Third World countries running
payments deficits when it
rould neither forewarn Mexico
nor discipline it but instead
had to genuflect to the com-
pulsions of the United States
w financially salvage its politi-
cal ally? a

Will the Bank and Fund now
give any cautionary
the Third World refoermets to
go slow on opening up their
capital market? | see no signs
of such a gnove. Right now the
only pressure is to move to-
wards convertibility as fast as
possible on the capital account.
Is Bangladesh being warned
that inflows of short term capi-
tal could expose its fledgling
stock market to some risk? It
would need no more than half
a dozen overseas Fund Man-
agers to seek to liquidate their
stock portfolio ‘in the Dhaka
Stock Exchange (DSE) over 3
working days, so that they can
subrscribe to new share offer-
ings in Thailand or a Treasury
Bill issue in the US. Could the
DSE handle this sale and what
would happen to investor's
confidence if the Dhaka mar-
ket could not find buyers for
this sale?

The governance
- of the IMF
[f. the Third World is not to
stand on the threshoid of fi-
nancial crisis - Financial
Bosnias new ground rules
should be developed at the
global level to protect such
countries from sudden flights
of capital on portfolio account.
This may be f8one by building
an adequate global reserve

~ fund which will be operated on

agreed and transparent prin-

ciples to serve all Third World

members of the IMF. No such
fund can be built if one country
can claim 17 billion dollars on
the basis of one nights debate
on the Board.

Secondly we will have to re-
think the way the IMF is man-
aged. This agency is not a pri-
vate financial institution at- the
beck and call of one member
courntry. The United States has
the largest holding in the sub-
scribed capital of the Fund.
This ownership can- at any
time be diluted by letting
US divest 50 per cent of its

stake in the Fund to any of its _

members, with half of this of-
ler reserved for subscription to

. each of its members on a pro

rata basis based on its existing
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Avoiding financial Bosnias: The impotence of the IMF

quota. A similar process of di-
vesliture could make the
Warld Bank's capital base and
ownership more democratic.

Under such a restructuring
of Lthe ownership of the Bank
and the Fund the US would not
have reason to feel that the
size of its holding gives it a
prescriptive . monopoly over
the agendas of the IMF and
World Bank. Since the United
States is comumitted Jo pro-
moting both democracy and
geod governance arourld the
world it should support any at-
tempt to apply these some
principles to the World Bank
and IMF which should in any
case. as mulitilateral institu-
tions. have always been run on
more democratic principles.
But now that there is no short-
age of capital around the world
to contribute to the
democratisation of the share
structure of Lthese global insti-
lutions the persfsience with a
hegemonistftt ownership and
managemen! pattern is both
bad business as well as wrong
politics. Thus if (he United
States or any other member
country has a private agenda (o
help Mexico or any other
client state, it should use its
owtl-resources and not eat into
the capital of an agency de-

signed to serve all the world.
Lessons for Bangladesh
Retorm ol the IMF and

World Bank remain long term
agendas outside the control of
any Third World country. Till
such reforms do occur,
Bangladesh should take its own
initiatives (o insulate itself
from becoming one of many
emerging financial Bosnias.
The recent steps just taken by
the Securitigs and Exchange
Commission (SEC)fto regilate
the stock ntarket would, under
the circumstances. appear to
be steps in the right direction.
A compulsory residence period
for portfolio funds coming in
to ‘the DSE seems a good
working measure. I Lthe IMF °
does not like this step by the
SEC then it should think of
extending a financial guarantee
to Bangladesh ‘on the lines of
Clinton's #hiervention in Mex-
ico. This codld underwrite a
special Mutual Fund which
could absorb all offerings of

overseas shorl term portfolio

capital which cannot be ab-
sorbed by the DSE. Beyond
such stabilisation measures,
the goal of the Bangladesh gov-
ernment should be towards
aecessing more Direct Foreign
Invesiments {DFI) where .in-
vestors are willing to risk their
capital in the efliciency and vi-
ability of a productive enter-
prise. Wh.1 Hingladesh needs
today is capital which shays
long enough to create jobs,
bring in technology. manage-
ment skills and provides ac-
cess to overseas markets.
Bangladesh's economy is too
immature to be permitted the
exciternent of a night out on
its own in Monte Carlo.

| Iftik_ér new
MD of EBL

A I M Iftikar Rahman has’
-been appointed Managing
Director of the Eastern .Bank
Limited, says a press releasé.

Prior: to. this, he was the
acting Mnnaglng ﬂirectur of
th: Bank, : r

Hahms'm obtained his BA
(Hons) and Masters degree in
‘Economics (rom _Dhaka
‘University. He is also an
Assoclate of the Institute of
Bankers, Lﬂnqun (A1B).

Rﬂﬁman started his hanking
lfHI-EEl‘ with National Bank of
“Pakistan, London, in 1963.
‘Later, he served/United Bank
Limited, London, Janata Bank, -
Brussels and Head Office,
Bangladesh in variaus capacis
lies as. Seniur Execiftive. ™

‘Balanced budg_et amendment issue

‘White House attacks
congressional leaders

g WAEHING‘IHN Feb 25: The
White House attacked congres-
"siondl leaders Friday on moves
to pass a balanced budget
amendment, but the scheme
was gathering pace ahead of a
-key vote in the Senate, reports
AFP, |

h ndous economic policy,”

isury Secretary .Robert Ru-
'bin said at the White House in
a briefing held by President
Bill, Clinton’'s key economic
‘advisers. :

Rubin warned that an
amendment to the constitution

| requiring the government to

“This is unreasonable and

balance the hudgel h}r the year
2002 cuuld prove “very- un-
sound” if the economy went
into rer.::ssiun and could force
spending to be cut too quickly.

Clinton, speaking to re-
pnrtera in Ottawa, reiterated
his opposition to the budget
amendment, accusing Republi-
cans who back il of making
“war” on American youth and
failing to say where spending

would be cut, ¥

"We do need  tp keep

bringing this defteit down.”
. Clinton said.

- to doing that.

"I am committed
I don't think
this is the right way to do it.”

Arabian Advureu, the Destination N
range of desert expeditions with the introdue

ement Company of Emirates, has expanded its
fion of two new programmes this season.

| ArabianAdventures

introduces 2 new
programmes
this season

Arabian ‘Adventures,
Destination Management Com-
pany of Emirates, has ex-

~ panded its range of desert ex-

peditions with the introduc-
tion of two new programmes
this season, says a press re-
lease. ’

These are breakfast in the
desert and the UAE "Grand
Canyons" expedition, which
will offer tourists mnore variety
to soft adventure holidays in
Dubsai, :

The breakfasl tonrs will he
Iaum hwed at the end of March.
- as the first to combine authen-
tic Bedonin lifestvles with
nodern day sports activities
on the dunes. Tourisls set off
from their hotels at 700 amn,
drivenr i1 Arabian Adventiures'
four-wlieel drive vehieles into
the Al Khawaneej desert,
where their adventure starts
with' 30 to 45 minutes of
camel rides jfowards Arabian
Adventures' exclusive camp-
site. There, a hot breakfast
awaits them.

After breakfast and time to
relax, the tour continues in the
four wheel drive vehicles to-
wards the -magnificent rad
dunes at Hatta, where tourists
get to enju}r sand skiing a sport
peculiar to Dubai. This is per-
formed on mono-skis, with
participants sliding from the
top to the bottom of a high
duyne within a matter uf sec-
onds.

Peter Payet.: Manager
Operations Arabian Adven-
tures, said: "The breakfast
- tours will introduce a new
dimension to desert tours. ex-
posing visitors to new activi-
ties and attractions.

the

company created

Export earnings of Rahimafrooz
may r1se to Tk 155 m this yr

Export earnings ol Rahi-
malrooz Batteries are expected
to rise dramatically to Tk 155

‘million in 1995, from Tk 22

million last year, according to
company officials.

"New target markets are
opening up for us in the Mid-
dle East. and SAARC countries
such as Bhutan, Nepal and Sri
Lanka. We have also been get-
ting promising enquiries from
Moscow.” Munwar Moin, Assi.
Manager of the Marketing and
Manufacturing Division, in-
formed The Daily Star.,

"Adl this is in addition to our

- existing  expanding export

markets; for example, .in Pak-
istan which has the fastest
growing car-market in South
Asia,” he added.

Small scale export began in
early 1992, when Rahimafrooz
started manufacturing batter-
ies for Chloride Singapore and
selling industrial batteries to
Thailand. Later that year, the
their own
brand, Volta. just for the ex-

‘port market.

it then wernt on to provide
general assistance, through

training and collaboration, in

Pakistan, for Accumulators Pri-
vate Ltd to set up a factory.
"This turned out to be a big
opening for us: We made a
turnover of one millon US dol-
lars through this project.” said
Moin.

Rahimafrooz Bangladesh Litd
has long been the pioneer oi
lead acid automotive-batier
manufacturing in H':Illglﬂdflﬁ
since they entered into cellab

{ oration with the Lucas Battery

. By Rashida Ahmad

any IUH]. in 1959. In
197 Rahimafrooz Batteries

Ltd was created. Since then

Rahimafrooz Batteries have ex-
panded to include Yuasa Bat-

“terles Bangladesh Ltd and In-

dustrial Batteties Lid, as fully
owned subsidiary companies.

‘Acquiring Yuasa, in July
94 . was a major step in meet-
ing eur growing demands for
export. It is a fully modernised
factory, and has a much
greater production capacity
than our previous facilities al-
lowed." said Moin.

"But our most interesting
subsidiary at present is Indus-
trial .Batteries Lid. There are
very few manufacturers of in-
dustrial batteries, for use in

telecommunications, railway
sysieins, solar power, indus-

trial machine ‘“E{:

in Asia.

There is none, for exaiuple, in
Thailand, Malaysia, Singapore
or Pakistan. There are assem-
bly facilities in some of these
countries, but no production.

India does have manufacturing
p-liiﬂl’..‘s but they have been fac-

- ing problems with their tech-

nology.”

When asked whether ex-
pectations for this year's ex-
port sales were being met so
far, the response was that sales
in the Middle East have been
slower than anticipated.

. "Our biggest problem is fm-
age. As a country we face a
tfemendous problem in this
respect. We simply are nol re-
garded as an industrialised or
having a manufacturing base.
The government should give
much more support to indus
trv through

restrictions on our

increased PR and

promotion abroad. The Export
Promotion Bureau {EFEI is
very closed as to what.they
regard as exportable goods.
Their main concern is gar-
ments. They need to hire more
visionary and resourceful peo-

Ple and train them much more
adequately,”

Moin said.
"Other problems are the

industries’
investing abroad. There is a lot

of talk about the open market
and international trade but
economic alliances with other
countiries must work both
ways. To have money coming
in we must allow money to go
out as wel]."”

Ome thing the government

could implement immediately
is the reduction of various
charges on import of raw ma-
terfals,
not asking for subsidies but
genuine

he suggested. "We are

and justifiable re-

Display of Rahimaffooz export batterise at the recently held Dhaka Int| Trade Fuir 96




