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Wirl d needs to fall back on Keynes' idea

Jonat han Power

WHEN commer ci al short-sightedness i s conmpounded by | ack of effective

i nter-governnmental institutions and reinforced by ideological rigidity and
then, by | ack of conpassion, made dangerous and deadly, it is difficult
not to have synpathy for Datuk Seri Dr Mahathir Mohamad or Yevgeny

Pri makov of Russia who, in effect, are telling Western governnents and
their financial fireman, the International Mnetary Fund, to go take a run
and a junp.

Both the Prime Mnisters are wong but their wongness is nothing
conpared with the West's.

Whet her it be the | oose tal k about the need for noral hazard to serve
t he bankers and investors right (the US House of Representatives' econonic
experts are hot on this one); or the refusal by Al an G eenspan, chairman
of the US Federal Reserve Board and Hans Ti etneyer, president of the
Ger man Bundesbank, to countenance an interest rate cut (still fighting the
i nflationary denons of yesteryear); or German Chancel | or Hel mut Koh
(according to the | M) bal ki ng at anot her Russi an bailout a nonth ago when
the pro-capitalist reformers were still in power and begi nning to rmake
progress on Russia's main fiscal problem the under-collection of taxes;
or ... one could go on.

As if we didn't know what the cost is going to be. W need go no further
back than the great debt crisis of the 1980s. According to the United
Nati ons Children's Fund, 500,000 child deaths, two thirds of themin
Africa, were directly caused by the 1980s recession and the debt crisis.

By the end of the decade urban real wages in Latin America were 20 per
cent to 40 per cent bel ow 1980 levels. In Uruguay, Peru and Argentina they
were bel ow 1970 | evel s.

This crisis already has caused nearly as nmuch damage in Thail and,

I ndonesi a, South Korea and Russia, and the hurricane is still on the nove.
If, as many predict, it spills over into Latin America and Africa and then
into the Western world itself, it will drag half the world down and the
poorest 20 per cent not only down but effectively out.

One of the ironies of the present situation for a columist who covered
t he debate about the New Economic Order in the 1970s is to recall the
uphill battle to try and convince Western capitals and financial markets
of the econom c potential and possibilities of the Third Wrld. Now this
once underdevel oped world smacks a col |l ective punch that can send the West
reeling and perhaps - we don't know yet - bring it down on the mat for a
good count.

The argunent then was about | owering trade barriers to make the world an
equal opportunity enpl oyer; about encouragi ng i nvestnent and prining the
educational, health and infrastructure punp with aid. In the end nuch was
done by Western institutions and investors but we shoul d never forget the
devel oping countries did nost of it thensel ves.

Even in the 1990s, capital inflows from outside anmobunted to only 10 per
cent of donestic investnment in energing nmarkets.

Nevert hel ess, the process was unnecessarily slow and many opportunities
were mssed to speed it up. Success could have come sooner and with | ess
pain - and it woul d have been better for the Wst too, because these new
mar ket pl aces coul d have nushrooned earlier.

Goi ng back to the 1980s debt crisis whose main sufferer was Latin
Anerica - they called it the |l ost decade - the pain was at |east 75 per



cent unnecessary.

Prof essor Paul Krugman of the Massachusetts Institute of Technol ogy
wote a very clever piece at the time in favour of debt wite-offs, so
that Latin America could escape the straitjacket it was bound in

He argued that if half the debt were witten down to 40 per cent of its
face worth the investors would be better off in the |ong run. The
borrow ng countries would then nore quickly recover and be able to pay a
hi gher percentage than 40 per cent on the remaining half.

The sane t hought nust be entertained today. Wiat does the West gain from
puni shing yesterday's m stakes - by the banks and investors who |l ent too
much or the devel opi ng countries who encouraged an overdose of inward
i nvestment and didn't nonitor its use nore careful ly?

Puni shnment means wi despread poverty and political unrest for them and
nerve-racki ng econonic insecurity for the West. It is a zero sum gane.
Indeed it could be worse than that in Russia where increased chaos and
i ncreased nationalismis nucl ear arned.

For the future, to avoid nore such crises it nust be back to Keynes.
Back to what he tried to do in 1944 at the Bretton Wods conference where
he was overrul ed by Anerica's short-sight edness.

Keynes proposed an | MF whose resources woul d be equal to one half of
worl d inmports. In practise today the | M- controls liquidity equal to only
two per cent of world inports.

In an age when the conbi ned reserves of all the world' s central banks
anount to one day's worth of foreign exchange trading, the ability of
either the | MF or Western governnents to stop a quite irrational
haenorrhagi ng of the proportions we have recently w tnessed, and could
come to see in Latin America, is totally inpossible.

Mor eover, Keynes woul d have had no tinme for the present ganblers
paradi se - the speedy entry into and exit fromfinancial nmarkets with no
supervi sion or braking system

We need a tax of say 0.5 per cent on international currency
transactions. This woul d gi ve useful second thoughts to volatile investors
and thus danmpen down the I enming-like instincts of the short-term
i nvestors. Also it would produce a revenue of US$1.5 trillion (RVb.7
trillion) a year for the | M

When Ki m Dae Jung won the presidency of South Korea | ast year as the
east Asian financial stormgathered speed, he observed, "My country is
st andi ng between stagnation and rebirth".

Absolutely right and absolutely right for the rest of the world too.

( END)
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