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"I MF nade E. Asia recession deeper, |onger and harder'

Har dev Kaur

VWHEN Prime M nister Datuk Seri Dr Mahathir Mbhamad took to task the
Bretton Wods institutions - the International Mnetary Fund (I MF) and the
Worl d Bank - for causing nore harmthan good to devel opi ng countries, his
vi ews were di sregarded and he was | abel l ed a "nmad man".

Dr Mahat hir, the outspoken | eader of a devel opi ng country, supposedly
di d not know what he was tal ki ng about. After all, the | M- and Worl d Bank
had been in the "busi ness" for al nost 50 years. They shoul d know their job
better. Right?

Well, not so as it turns out. And what's worse, the Fund does not even
followits own advi ce on transparency and openness.

One of "the Insiders", M Joseph Stiglitz, forner chief econonist and
vice president of the Wrld Bank, in a chilling account of the "workings"
of the IMF, is "appalled" at the handling of the "gravest economc crisis
in a half-century".

Stiglitz, who had a front row seat in the Wrld Bank, says that during
the East Asian crisis, "not only was the | M- not restoring econom c
confidence in East Asia, it was underm ning the region's social fabric".

As a professor of economics at Stanford University, a post fromwhich he
took |l eave to serve the US President's Council of Econom c Advi sers and
then the Worl d Bank, he says: "Quite frankly, a student who turned in the
| M='s answer to the test question Wat shoul d be the fiscal stance of
Thai | and, facing an econoni ¢ downt urn?' woul d have gotten an F!'"

Even as the crisis spread and evi dence was nounting that the | MF cooki e-
cutter policies were not working, "the | M- barey bl i nked, deliveringthe
sane nedicine in each ailing nation that showed up at its doorstep".

East Asian countries, unlike the Latin Anerican nations, were al ready
runni ng up budget surpluses. Citing exanples, Stiglitz said that in
Thai | and, the Governnent was runni ng up such | arge surpluses that it was
actual ly starving the econony of nuch needed i nvestnent in education and
infrastructure, both essential to economni c grow h.

The East Asian countries already had tight nonetary policies and
inflationwas lowand falling. In South Korea, for instance, inflation
stood at a respectable 4 per cent.

Under such circunstances, the austerity neasures shoved down the throats
of these countries woul d not revive the econom es but plunge theminto
recessi on or even depression. And this the IM- certainly did as the high
i nterest rates choked the necessary credit to the firnms, causing
unnecessary bankruptci es and defaul ts. And reduced gover nnent expenditures
shrank the econoni es even further when stinmulus was what was needed.

To have cited the "success" of its policies in Mexicois "an absurd
anal ogy", says Stiglitz. The then nmanagi ng director of the | M/, M M chel
Candessus, maintained that East Asia sinply had to grit it out, as Mexico
had, adding that for all the short-termpain, Mexico had energed fromthe
experience stronger.

Mexi co had not recovered, Stiglitz nmaintains, adding that the | M- had
forced the country to strengthen its weak financi al system which remai ned
weak for years after the crisis. Mexico had recovered because of a surge
in exports to the US. But the situation in East Asia was different. Japan,
the maj or market, was in the dol druns.

Witing in The New Republic on "What | | earned at the worl d econonic
crisis", Stiglitz says secrecy, poor expertise, i nexperienced staff, wong



di agnosi s, arrogance, an undenocratic process and a | ack of transparency
are conmonpl ace in the | MF

The | M- | i kes to go about its business w thout outsiders asking too many
guestions. The Fund and US Treasury Departnent, which was active in
deci ding on the policies in devel oping countries during the crisis and
used the | M- as part of its foreign policy tool, "nade sure there was no
open debat e and t hen proceeded blindly along with their policy options".

Stiglitz points out that in theory, the Fund supports denocratic
institutions in the nations it assists. In practice, it undermn nes the
denocrati c process by i nposing policies. He does not have very flattering
words for the US either when he says: " the culture of international
econom c policy in the world' s npst powerful denocracy is not denocratic".

Even nore frightening is the fact that those with direct denocratic
accountability were kept in the dark. The US Treasury Departnent is so
arrogant about its econom c anal yses and prescriptions that it often keeps
- much too tight - control over what even the US president sees.

Open di scussion, Stiglitz argues, woul d have rai sed profound questions
that still receive very little attention in the Arerican press: To what
extent did the | M- and the US Treasury Departnent push policies that
actual ly contributed to the i ncreased gl obal economic volatility?

He points to the US Treasury's push for liberalisationin South Korea in
1993 over the opposition of the Council of Economic Advisers (Stiglitz was
a menber of the Council then). The Treasury won the internal White House
battl e, he says, but South Korea and the world paid a very high price.

Were some of the IMF's harsh criticisns of East Asia intended to detract
attention fromthe agency's own cul pability, he asks, and nore
inmportantly, "did Anrerica - and the | M- - push policies because we, or
t hey, believed the policies would hel p East Asi a or because we bel i eved
they woul d benefit financial interests in the US and the advanced
i ndustrial world?

"And if we believed our policies were hel ping East Asia, where was the
evi dence?"

As a participant of these debates, Stiglitz says, "I got to see the
evi dence. There was none"

The mat hermati cal nodel s used by the | M- were frequently fl awed and out
of date. Those who accused the Fund of adopting a cookie-cutter approach
to econonmi cs, he says, were right. Country teanms, who are nore likely to
have first-hand know edge of the five-star hotels than of the villages
that dot the countryside, are known to conpose draft reports before
visiting the countries.

| MF "experts" believe that they are "brighter, nore educated and | ess
politically notivated" than the economi sts in the countries they visit.
But, Stiglitz says, "econonic | eaders fromthese countries are pretty good
- in many cases brighter or better educated than the | MF staff, which
frequently consists of third-rank students fromfirst-rate universities".

Stiglitz, who has taught at the Oxford University, MT, Stanford
Uni versity, Yale University and Princeton University, says the | MF al nost
never succeeded in recruiting any of the best students.

The regi on has come out of the depths of the crisis but it is not quite
over it yet. Contrary to | M- assessnents, countries are still struggling.
While previously the | MF was secretive, nowit provides a snokescreen to
cover the poor track record of its policy achi evenents.

Close to 40 per cent of Thailand' s | oans are still non-perform ng.
Indonesiais still in recession and unenpl oynent rates remain high - in
Sout h Korea the rates are far higher than they were before the crisis.

Despite the mi stakes made and the bitter pill offered to the crisis-hit
countries, making their situation worse thanit originally was, the Fund



is nowtaking credit for the "recovery" as testinony to the effectiveness
of its policies. O thisclaim Stiglitz has this to say: "Nonsense!"

He points to the perfornmance of Thail and, whi ch adhered nost closely to
the | MF prescriptions, as worse than Mal aysia's, the country which took an
i ndependent course. "All that the IMF did was to make East Asia's
recessi on deeper, |onger and harder."

( END)
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