QUESTION 11
How did the price of cornmodities evolve during
the last quarter of the twentieth century?

Frrom the end of the 1970s to the beginning of the year 2000, the coun-
vies of the South were confronted with a major change: exports of raw

aterials and agricultural goods, which had been continually on the rise,
ried to abate.

The majority of loans were based on strong currencies like the U.S.
dollar. Moreover, and this is an essential point, repayments needed to be
ade in the same currency as the loan, because lenders who, for example,
nt dollars expect dollars in return—they are not at all interested in
_hgolese francs from the DRC or currency from any other developing
"oﬁ'ntry. Throughout the 1970s, with their debt spiraling out of control,
debted countries had to obtain more and more strong currencies to
epay their lenders. In order to do this they had no choice but to sell to
whomever possessed this hard money. Developing countries thus had to
€sort to structuring their economic policies around the expectations of
oi'eign economic actors, most notably in industrialized countries.

Produce what we need and consume what we produce, instead of
importing.
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Conditioned to make the payments at all costs, developing countries: 3) have since deprived these countries of any form of protection
had to export more of their “tropical” products or mining resources, previously had.
They strengthened their specialization in certain commodities, on :
which they had become dependent, like copper for Zambia and Chile,’ Trie free play of market forces via price liberalization and deregula-
or bauxite for Guinea and Jamaica. At the same time, these countries + was held up as promising the most efficient allocation of
injected an increased quantity of raw materials into the market, while the :sources and welfare gains. The concept of international commaod-
demand in the North, which was dealing with its own crisis, didn’t rise stQ. price stabilization thus suffered a major setback.
in proportion to this new supply. Developing countries thus competed —UNCTAD, 200356
among themselves and saw the price of all raw materials, including oil,
the price of which had been increasing since 1973, crumble. The funda-
mental turning peint took place in 1981, when the price of oil fell QUESTION 12
sharply, provoking the debt crisis in Mexico, 2 major oil exporter. ‘The What role did the evolution of interest rates
price of certain raw materials had already dropped years earlier, as was piay in the 1982 debt crisis?
the case with copper, which collapsed in 1976, provoking a payment cri-
sis for Mobutu’s Zaire. At the end of 1979, to get out of the financial crisis that hit the United
From a global point of view, it was an irregular drop, with periods of ¢s (as well as most other industrialized countries) and reassert their
collapse followed by short-lived peaks. However, the overall movement leadership after a string of hurniliating failures in Vietnam in 1975,
between 1977 and 2001 was a net drop in all raw materials, falling about Fan (the Shah’s overthrow in February 1979), and Nicaragua (the
2.8 percent annually.5 This fall also affected minerals and metals, drop- oval of the dictator Anastasio Somoza in July 1979), the government
ping 1.9 percent yearly, with most notably silver, tin, and tungsten falling egan a sharp turn away from liberal Keynesianism, greatly accentuated
more than 5 percent. Between 1997, the year when Southeast Asia expe- hen Ronald Reagan took over the presidency in January 1981. For sev-
rienced a large-scale collapse, and 2001, prices were sliced in half; “53 al months, the United Kingdom, ruled with a rod of iron by Margaret
percent in real terms. . . . That is, commodities lost more than half their hatcher’s government, had already imitiated a harshly neoliberal change
purchasing power in terms of manufactured goods.”® In addition, a directionn. Paul Volcker, the chairman of the Board of Governors of the
study of the structure of exports worldwide demonstrates that, in terms of [ . Federal Reserve System, decided on a steep rise in TLS. interest
value, rich countries export more than two-thirds of all manufactured rates. For someone holding capital, this meant that it suddenly became
goods, and developing countries export more than half of the commodi- ry worthwhile to invest in the United States, as it would bring in higher
ties. Despite everything, developing countries continue to be areas of har- profits. That was indeed one of Volcker’s objectives: to attract investment
vest and extraction, providing the indispensable raw materials to an arid revive the U.S. economy (in particular, by launching a huge military-
industrialized economy, yet receiving only a small portion of the benefits ndustrial program}. Investors rushed in from all over the planet. One
mn return. after another, European governments followed by raising interest rates in
With the reversal of price trends in the early 1980s, the financial sit- order to keep the capital from going abroad.
uation of indebted countries has become much more difficult. Not only In the U.S. the Prime Rate is the interest rate which banks charge each
is increasing production no longer sufficient; it aggravates the already other for overnight loans made to fulfil reserve requirements. The Prime
present phenomenon of an overabundance of supply on the world mar- ‘Rate is usually some 3 percentage points higher than the Federal Funds
ket. The structural adjustment policies that followed (see Q17 and Rate, that is, the interest rate set by the Federal Reserve.
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/ Evolution of Prime Rate \

(U.S. interest rate) 1970-1981

uring the previous two decades, but variable and linked to the
Saxon rates (the prime rate and the LIBOR, determined in New
and London respectively, are basically the lowest lending rates,
e éharged by the largest banks to their largest customers). From

20 — sund 4 to 5 percent In the 1970s, the interest rates climbed to 16-18
=== Norminal rate ) /@ ot and higher at the peak of the crisis, as the risk premium had
e == Real rate (minus inflation) ~ me enormous. Thus practically overnight, countries of the South
a threefold inerease in interest, while export revenue was falling (see
) Lending countries had thus unilaterally modified the rules. On the

10—

¢ hand, it was the central banks of most of the industrialized couniries,
rting with the Federal Reserve, that unilaterally decided to raise inter-
tes. Moreover, these same countries also forced the price of raw
terials to fall, in particular by weakening OPEC thanks to their ally,
audi Arabia, and by putting an end to the coffee cartel. The “trap” was
for the indebted countries. The effect of this was clear: indebted
d World countries found themselves under the heel of lenders.

The consequences were terrible. The South had to repay more with
ss income. In the vise-like grip of the debt, it was impossible to meet pay-
eﬂts as they fell due. Countries had to get even deeper into debt in order
pay, but this time at high rates. The situation rapidly deteriorated.

In August 1982, Mexico was the first country to announce that it was
onger able to repay. Other heavily indebted countries, such as Argentina
| Brazil, followed. This was the debt crisis that rocked all the countries
fthe South, one after the other. Even countries of Fastern Europe were hit,
pecially Poland, and a litde later Yugoslavia and Romania.
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Itis clear that during the 1970s, real interest rates were very low, and

even negative at one point. [t was thus a perfect opportunity to barrow: when
the real rate is negative, inflation is higher than the nominal interest rate, and
thus the cost of borrowing is extremely low, or nothing at all in some cases.

During this period, the expense represented by debt repayment by
the developing country was sustaivable, especially if export revenues
were high—and rising.

At the beginning of the 1980s, the situation changed drastically. Bank
loan interest rates accorded to countries of the South were clearly very

Develepment According to the Dominant Model \

. Borrowing leads Modernization of Rising export Repaymeat of
to Third World industrial and revenues debt and participation
., Indebtedness agricultural export in global grawth
YEAR NOMINAL RATE REAL RATE (minus inflation)

1970 7.9% 2.0% What Really Happened

2 -1.39
1975 79% % Borrowing leads to Increasea in Interest rates rise Overindebtedness
10976 49 107 1 4% Third Worid exports of raw and nrices of raw and the debt crisis

Evolution of the U.S. Prime Rate, 1970-1981
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The debt crisis resounded like a great clap of thunder. The interna- he Latin American debt crisis in the 1980s was brought about by a

tional institutions, whose job it is to regulate the system and prevent juge increase in interest rates, a result of the Federal Reserve chair-

crises, didn’t sound the alarm and acted as if everything was fine. man Paul Volcker's tight money poiicy in the United States.

—JOSEPH STIGLITZ, Globalizaticn and Its Discontents, 2002

It will be mare difficult for developing countries to manage their debts,
however, [current tendencies] do not indicate a general problem.

—WORLD BANK, Global Development Report, 1981 QUESTION 13

~ Are the World Bank, the IMF, and private banks

Although the World Bank and the IMF knew that clouds were gath- ~ somehow responsible for the debt crisis?
ering and a typhoon was forming, they didn’t want to advertise the real :
economic forecast. They wanted to give the major banks some time to s; definitely. In 1960, the World Bank was cognizant that a possible
pull out without harm.5” This was done with good reason, as the World ¢bt crisis could transpire with the principal indebted countries’ inca-
Bank’s new president was none other than a former top man at one of the city to keep up with increasing repayments. The warning signs that
most important U.S. private banks, Bank of America, which had lent an Itiplied throughout the 1960s were eventually topped off with the
arm and a leg to Mexico and Latin America. :

Tn short, the debt crisis had been caused by two phenomena, which Hd the General Accounting Office (GAO) published reports high-
occurred in quick succession: ig 'ng the risks of the crisis. ITowever, the tone changed radically
n the price of oll increased in 1973, and, at the same time, major
nks in industrialized countries performed a massive recycling of
rrodollars. The World Bank stopped talking about the crisis. Yet the

bt was quickly flying out of control. It became a competition

e an enormous increase in the amounts to be repaid, due to the sud-
den rise in interest rates decided in Washington;

o an enormous price drop for products exported on the world mar- .
ket by the indebted countries, the proceeds of which were to repay ctween the World Bank and private banks to see which could allocate
he most loans in the shortest ime. Up until the explosion of the cri-

in 1982, the World Bank maintained a double discourse: one, offi-

All the indebted countries in Africa and Latin America and several - 1al, reassuring the public and indebted countries that there was no

Asian countries (such as South Korea), regardless of the type of govern- se for alarm and that any potential problems would only be tempo-
ty; the other, much more unsettling, restricted to private discussions

debt crisis. ehind closed doors.
The basic responsibilities are largely on the side of the industrialized Let’s consider some examples demonstrating that the debt crisis didn’t

countries, their central banks, their private banks, and their stock st appear out of the blue.
exchange (Chicago, London) that fix the prices of the raw materials. In 1969, Nelson Rockefeller, brother of  the president of Chase

Corruption, megalomania, and the lack of democracy in the South (see anhattan Bank, explained in a report to the U.S. president the problems

Q10) certainly made matters worse but were not responsible for frigger-

their loans, and a halt in bank loans.?8

ment, the degree of corruption or of democracy, were confronted with the

atin America had to face: “Heavy borrowing by some Western
ing the crisis. emisphere couniries to support development has reached the point
where annual repayments of interest and amortization absorb a large

hare of foreign exchange earnings. . . . Many of the countries are, in effect,




80 BEBT, THE IMF, AND THE WORLD BANK & DEBT CRISLS N
having to make new loans to get the foreign exchange to pay interest and

amortization on old loans, and at higher interest rates.”®

funds into the current account deficits of the oil-importing countries.
—IMF, Annual Repori, 1975
Many poor nations have already incurred debts past the possibility Robert McNamara made a great show of confidence in the 1970s. In
g'j7 he declared in his annual address that “the major lending banks and
ajor borrowing countries are operating on assumptions which are
oadly consistent with one another” and he concluded, “We are even
ore confident today than we were a year ago that the debt problem is
deed manageable ” 63
fn October 1978, one of the vice presidents of the World Bank,
Peter Cargill, in charge of finance, addressed a memorandum to the
fgsident, Robert McNamara, titled “Riskiness in IBRD's Loans
tfolic.” In it, Cargill urged McNamara and the whole of the World
ank to pay a lot more attention to the solvency of indebted countries.64
Cargﬂl claimed that the number of indebted countries in arrears regard-
payments to the World Bank or were seeking to renegotiate their
mgl__tilateral debt had risen from three to eighteen between 1974 and
78! McNamara himself vented his concern, albeit internally, on sev-

of repayment.
—GENERAL ACCOUNTING OFFICE, 196980

Some time later, in 1970, in a report to the U.S. president, Rudolph
Peterson, president of Bank of America, sounded the alarm: “The debt
burden of many developing countries is now an urgent problem. It was -
foreseen, but not faced, a decade ago. It stems from a combination of
causes [but] whatever the causes, future export earnings of some coun-

tries are so heavily mortgaged as to endanger continuing imports, mvest

ment, and development.”6! :
In short, from the late 1960s, diverse influential and interrelated
sources in the United States considered that a debt crisis could break out

in the ensuing years.

For his part, Robert McNamara also considered the rate at which
Third World indebtedness was growing as a problem. He declared: “At
the end of 1972, the debt represented 75 billion dollars and the annual
service of the debt exceeded 7 billion dolars. The amount paid in debt
servicing had increased by 18 percent in 1970 and 20 percent in 1971.
"The average rate of increase of the debt since the decade of the 1960s rep-
resented almost double the growth rate of the export revermes with which
the indebted countries had to service the debt. This situation could not
go on indefinitely.’52

Yet the World Bank under McNamara's direction kept up the pres-
sure on the countries of the periphery to get them even more into debt.

The rise in prices of petroleum products and other raw materials in
1973 led countries to rush blindly into even greater debt. Pessimistic

forecasts appeared to be thinning out.

eral occasions, particularly in a memorandum dated Séptember 1979.
nie internal memorandum reads that if banks see risks rising, they will

t down on loans and “we may see a larger number of countries in
tremely difficult situations.”s5
The World Development Report published by the World Bank in 1980
ves an optimistic view of the future, predicting that interest rates would
stabilize at the very low level of 1 percent. This was completely unrealis-
tic; as was proved by events. It is edifying to learn through World Bank
historians that in the first, unpublished version of the report, there was a
s_e_pond hypothesis based on a real interest rate of 3 percent. That projec-
ion showed that the situation would eventually be unsustainable for the
ndebted countries. Robert McNamara managed to get that gloomy sce-
nario out of the final version! 66

The World Bank’s World Development Report of 1981 mentions that
it seemed very likely that borrowers and lenders would adapt to the
changing conditions without starting a general crisis of confidence.5”
- On March 19, 1982, six months before the crisis, the new president
of the World Bank, Alden W. Clausen, who replaced McNamara, sent the

The investment of the surpluses of oil-exporting countries in
national and international financial markets together with the expan-
sion of international financing (through both bilateral arrangements

and multilateral facilities) has resulted in a satisfactory channeling of
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following letter to the Mexican president, José Lépez Portillo:8 “Our
meeting in Mexico City with your top aides reinforced my confidence in
the economic leaders of your country. You, Mr. President, can be right-
fully proud of the achievements of the last five years. Few countries can
claim to have achieved such high growth rates, or have created so many
jobs. . . . I wish to congratulate you on the many successes already
achieved. As I stated during our meeting, the recent setback for the
Mexican economy is bound to be transient, and we will be happy to be of
assistance during the consolidation process” (authors’ emphasis).®Less
than a year earlier, Alden W. Clausen still chaired the Bank of America,
which was busy providing loan upon loan to Mexico.

On August 20, 1982, Mexico, which had paid back considerable
amountis over the first seven months of the year, stated it could not pay
any more. The crisis spread like wildfire.

In conclusion, the lenders knew perfectly well that the debt crisis was
lurking, but they feigned ignorance. Once the crisis was under way, they
profited by having the upper hand over those countries that had
expressed a desire to be independent, increasing their degree of exploita-

tion over all developing countries and their inhabitants.

QUESTION 14
How did creditors respond to the debt crisis?

When the debt crisis broke out in Mexico in 1982, then in the other Latin
American countries, creditors realized they were at an impasse and the
world’s financial system wobbled. The banks of the North were in danger

because of the numerous loans they had made. For example, 0 1982 the

money owed by Brazil, Argentina, Venezuela, and Chile represented 141
percent of Morgan Guaranty Bank’s own capital, 154 percent of Chase
Manhattan Bank, 158 percent of Bank of America, 170 percent of
Chemical Bank, 175 percent of Citibank, and 263 percent of
Manufacturers Hanover. The bankers were in a critical situation,

As soon as a country found itself incapable of repayment (which was
the case in the 1980s for the majority of Latin American and African
countries, and for emerging Asian countries at the end of the 1990s), the
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first on the scene was always the IMF, coming to the rescue like a finan-
al fireman—but a peculiar fireman, exacerbaﬁng the pyromaniac’s evil-
oing, extinguishing lenders’ fires often caused by hazardous invest-
cnts, and at the same time igniting others.

- Yollowing the exigencies of the governments of the richest compa-
es; the IMF permitted countries in erisis to borrow in order to avf))id
:dé::fault on their repayments. Caught in the debt’s downward spiral
developing countries soon had no other recourse than to take on ncvs:
debt in order to repay the old debt. Before providing them with new
oans, at higher interest rates, future lenders asked the IMF to intervene
with the guarantee of ulterior reimbursement, asking for a signed agree-
ment with the said countries. The IMF thus agreed to restart the flow of
thfa “finance pump” on condition that the concerned countries first use
thl.:s money to reimburse banks and other private lenders, while restruc-
uring their economy at the IMF’s discretion: these were the famous
onditionalities, detailed in the Structural Adjustment Programs (SAP:
ee Q17 and Q18). The IMF and its ultra-liberal experis took controi

“of the borrowing countries’ economic policies. A new form of coloniza-
‘tion was thus instituted. It was not even necessary to establish an

‘administrative or military presence; the debt alone maintained this new
form of submission,

In August 1982 the Mexican government announced that it could not
service its external debts. The IMF organized and supervised the
administration of a plan to reschedule the private commercial debts
that the Mexican government had incurred over the previous
decade. IMF fending did not channel net new funding to Mexico.
Rather it lent the money to enable Mexico to service the debt.
Mexico's debt increased, but it avoided default. The IMF made its
loans conditional on ths implementation of a package of long-term
econonic reforms. Many of the conditions required sacrifices by the
local population, loss of jobs and deep reductions in living stan-
dards. Other developing countries, particularly in Latin America

found that net private capital inflows declined of became negative. ’

—IFI ADVISORY COMMISSION, also known as
the Meltzer Commission, 200070
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What was the rich countries’ desired goal in placing the IMF in such
an important position? It was simply to impose a sirict financial discipline
on the indebted countries. Reestablishing financial equilibrium was of the
wimost importance for the international financial institutions. The goal
established in the countries in the South was clear: export more and
spend less. The IMF and World Bank’s Structural Adjustment Programs
have also been known since 1990 as the “Washington Consensus.”
Privileging the statistical over the human aspect, they had terrible effects
on the populations and economies in the countries of the South. For
decades, the people made huge sacrifices in order to pay off a debt that
brought them no profit. At the same time, the mMacroeconomic criteria
favored by the IMF and the World Bank led to a great deterioration of the
living conditions of hundreds of millions of people worldwide. From a
human development standpoint, it was a complete failure for both insti-
tutions, as both saw their position considerably weaken over time.

Modern high-tech warfare is designed to remove physical contact:
dropping bombs from 50,000 feet ensures that one does not “feel”
what one does. Modern economic management is similar: from
one’s luxury hotel, one can callously impose policies about which
one would think twice if one knew the people whose lives one was
destroying.

—JOSEPH STIGLITZ, Globalization and lts Discontents, 2002

When an acute crisis arose (such as those of Mexico in 1982 and
1994, Southeast Asia in 1997, Russia in 1998, Brazil in 1999, Ecuadorin
1999-2000, Turkey in 2000, Argentina in 2001-2, Brazil again in 2002),
the IMF then made avaitable considerable amounts of money. Not in
order to help the population of a country that could not make ends meet
at the end of the month but to keep the rich creditors, often responsible
for speculative investments that triggered or worsened the crisis, out of
bankruptey. For example, the TMF and the G7 Jent $105 billion to the
Asian and Southeast Asian countries in 1997 (where the crisis, aggra-
vated by the measures imposed by the IMF, led to twenty million people
losing their jobs); the IMF lent $31 billion to Turkey between the end of
1999 and 2002 (Turkey, a geo-strategic ally of the United States, s near
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':e oil and gas of Central Asia, and next to Iraq and Iran); over $21 bil-
on lent to Argentina in 2001 before 1t sank in the crisis and defaulted on
4 private creditors; and $30 billion promised to Brazil for 2002-3 {to
a:‘%oid contamination by the Argentine crisis and to tie down President
Lila, elected in October 2002). However, these injected billions are never
s'_'ed to providc subsidies for basic necessities to help the poorest popu-
ions, nor {o create jobs and protect focal producers. The IMF insists
that creditors must be repaid as a matter of urgency. Moreover, these cred-
jtors are often the same private lenders that made speculative investments
‘the countries concerned and then suddenly withdrew them, causing an
aggravation of the crisis, Worse still, when private bodies suspend pay-
ments, the IMF and the World Bank often oblige the state to take on the
ebt, which amounts to getting the taxpayer to pay it off,

- Thus, the amounts lent increase the debt of the borrower country,
only to leave it immediately in the form of repayments to the creditors in
the North. Since the IMF is in the habit of playing this role, creditors are
prepared to take even greater risks in their financial operations, knowing
that in case of default by the borrower country, the IMF is there to bail
thern out, as a last-resort lender. This will be set off against a considerable
increase in the external debt of the developing country concerned. The
IMF works against the interests of numerous member countries it is sup-
posed to help. This betrayal of its principles appears not to raise the
lightest doubt: when the crisis comes, it never questions its prescrip-
ns, never wonders whether its choices are perhaps misguided, but
always accuses the indebted states of not having applied its excellent rec-
ommendations rigorously enough.

All obstacles to free trade will be removed, leaving companies free

to produce and export their products as they wish and as the market
decides.

—Michel Camdessus, managing director of the IMF, 1287-2000,

UAuire mondialisation { The Other Globalization),

on Arte, March 7, 2000

The IMF was clever enough to hold the governments of the South
. responsible for these decisions. Regularly, each state has to sign a letter of
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intent, actually dictated by the IMF, where an economic plan is addressed - suing the interests of the financial community provides a way of .

that considers future economic actions. Loans and rescheduled payments - making sense of what might otherwise seem to be contradictory and

ntellectually incoherent behavior.
—JOSEPH STIGLITZ, Globalization and lts Discontents, 2002

are only granted when these discussions, personally verified by experts of
the World Bank and the IMF, advance “in the right direction. Ifa prob-

lem arises, it is henceforth the indebted countries’ governments that are at

fault since they proposed these policies, whereas the IMYF simply agreed - The rich countries, led by the United States, took a series of initiatives

to accompany them along the way.”! o prevent the indebted countries from forming a united front, which is

¢ last thing the rich countries wanted. Before any discussions could
gin, they insisted that negotiations with indebted countries take place
i a case-by-case basis, thus isolating each debtor country from the rest
nd keeping the upper hand.

 As for the creditors, nothing could come between them,

We were created after the events of 1929 with the intent of rebuild-
ing confidence by installing reformatory policies and by engender-
ing cooperation among the international community. We must do
whatever we can to avoid the irresponsible behavior of governments
andfor lenders. The International Monetary Fund's programs are

At the World Bank and the IME, the quota system gives the rich

negotiated with sovereign countries that execute them and thus

have the final word. The adopted measures have the fewest costs
from a humanitarian perspective, and represent the shortest path to
resolve what has become a catastrophic situation, of which the poor
are the first victims.

—MICHEL CAMDESSUS, IMF managing director, 1987-2000

countries a comfortable majority to impose their views.
Furthermore, the creditor states all belong to the Panis Club
through which they reschedule the bilateral part of the external
debt of the states with repayment problems.

The banks of the most industrialized countries belong to the

London Club, which serves the same purpose regarding sovereign

The IMF’s failure in terms of human development is not the result of debt of the indebted states.

misfortune or of incomprehension but the deliberate result of the measures
Thus a disproportionate balance of power was set up from the begin-

iing of the debt crisis. For the last twenty years, the IMF, the World Bank,
he Parts Club, and the London Club have seen to it that the same poli-
tes would be maintained in favor of the rich countries.

it imposed. But why were such measures recommended so vigorously? It
would be absurd to believe that the goal of the IMF and major econemic
powers is to fight against poverty and provide the populations of the South
with the necessary means to construct their own destiny. Quite the con-
trary: the IMF favored above all else international finance in order to assure

lenders that a1l repayments would be carried out as expected. - Give me control of a nation’s money and | do not care who makes

Simplistic free market ideology provided the curtain hehind which
the real business of the “new” mandate could be transacted. The
change in mandate and objectives, while it may have been quiet,
was hardly subtle: from serving global economic interests to serving
the interests of global finance. Capital market liberalization may not
have contributed to global economic stability, but it did open up vast

new markets for Wall Street. . . . Looking at the IMF as if it were pur-

the laws.
—AMSCHEL ROTHSCHILD, German banker, 1743-1812

“... But since the year 2000, their power has met with increased resistance.
- Numerous countries that were at one point subjected to contracts with the
"IMF have since taken measures to rid themselves of this cumbersome
“guardianship. Several among them have expedited their payments in order
: to sever all ties with the IMF: Brazil, Argentina, Uruguay, Indonesia, the
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Philippines, and Turkey being the most recent. The IMF (whose pocket-
book was pretty much cleared out in recent years, falling from $107 billion
in 2003 to $16 billion in 2007) was incapable of attracting new customers

slled Structured Investment Vehicles (SIV), which finance the purchase
igh-yield mortgages converted into bonds (CDOs, or Collateralized
t Obligations),

As of August 2007, investors stopped buying the unguaranteed com-
cial papers issued by SIVs, which no longer looked like a safe or cred-

and quietly awaited another large crisis to shake the developing countrtes
in order to take control of the wheel and become the major actor once
again. The financial and economic crisis affecting the world has dramati-

ption. Consequently, the SIVs lacked the liquidity needed to buy up
cally changed the picture and, alas, given the IMF a new start.

'ggages and the crisis worsened. The big banks that had created the
1Vs therefore had to bail them out to stop them going bankrupt. Up to
en, SIV operations had not appeared in the banks’ accounts (thus
owing them to conceal the risks involved), but now the SIV debts had
ome out of the closet and onto the books.

The result was general panic. Several segments of the debt market col-

Since August 2007, U.S. and European banks have constantly made psed, taking down with them the powerful banks, hedge funds, and the
headline news concerning the deep crisis they are going through and its

QUESTION 15
Are there any similarities with the 2007 subprime crisis?

¢stment funds that had created them. Private financiat groups were res-
negative effect on the neoliberal economic system as a whole. According

to the IMF’s estimates, the total write-downs borne by banks and other
financial institutions for 2007-10, “including about $1 trillion already
taken, could be nearly $4.1 trillion on . . . assets originated in the United

ied only through massive public intervention. Privatization of benefits,
cialization of losses was once again the order of the day.
Which brings us to a key question: How is it that banks can readily

aive bad debts to the tune of tens of billions of dollars yet constantly

States, Burope, and Japan.™2 fuse to cancel the debts of developing countries? The proof exists that

How did the banks manage to build such an irrational lending sys- ¢ latter option is perfectly feasible and extremely necessary. In 2007, the

tem? Fager for profit, mortgage companies made loans to a sector of the Iong-term debt owed by the authorities of developing countries to inter-

population that was already heavily indebted. The conditions attached to national banks reached $201.4 billion.” Since August 2007, the banks
these mortgages—highly profitable for the lender—amounted to daylight 1

ive already erased a much higher amount.
robbery for the borrower: the interest rate was fixed and reasonable for

+ It is clear that the big private banks have failed in three ways:
the first two years but thereafter rose sharply. Lenders assured borrowers

that the property they were buying and that served as collateral for the
loan would quickly appreciate thanks to the boom in the real estate sec-
tor. The problem was that this was a speculator’s argument, whereas the

1. They have built up catastrophic private lending structures that
have led to the present disaster.

. They have made loans to despotic regimes and forced the demo-
people that were buying in these conditions intended to hive on their

property. The real estate bubble burst in 2007, and house prices started
to go steadily down. The number of defaults on payment soared, and

cratic governments that replaced them to repay this odious debt
down to the last cent.

. They refuse to cancel the debts of developing countries, for whom
mortgage brokers had trouble repaying their own loans. To protect them- repayment means ever-worsening living conditions for their people.
selves, the big banks either refused extra credit to the mortgage lenders or
agreed to new loans at far higher interest rates. But the spiral did not stop
there, since the big banks had bought up a large number of the original

loans as off-balance-sheet operations by creating specific companies

Instead of admitting their mistakes and accepting the consequences,
large banks solicited help from the one organization whose actions they
. had denigrated since the beginning of time: the state. They didn’t hesitate
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to beg for strong public action from the state, previously considered to be ¢ péble of facing the demands for repayment, thus viciously throwing them
too interventionist. For the banks, public administrations must submit to iaito the crisis. The IMF, controlled by the United States and other pow-
the laws of the markets, the only laws that allow for the efficient allocation +ful countries, then imposed drastic reforms on the developing coun-
of resources and fix prices at the correct levels. . es: reduction of social budgets, immediate and total liberalization of the
Like faithful dogs, U.S. and European public administrations obeyed: .onomy, an end to control of capital movements, full opening up of mar-
nothing can be refused to the leaders of major banks who support the ts, and massive privatizations (sec Q17 and Q18). Contrary to what
leading presidential candidates and who are raised in the same elite ppened in the North in 2008, the states of the South were not allowed
spheres. Governments thus hastened to the aid of the private sphere. The s lower interest rates or provide banks with cash, which provoked a tor-
solution: nationalization of struggling banks, purchasing depreciated .nt of bankruptcies and detrimental recessions. Finally, just like the
titles at face value {accounting for more than $200 billion in the United North in 2008, developing countries were forced to bail out struggling
States), cash injections, bailout plans, lowering of interest rates, and more. banks before privatizing them, much to the benefit of large North
In the United States, eighty-four mortgage companies either went American or European banks. In Mexico, the cost of rescuing banks in
bankrupt or partially stopped doing business between January 1 and ¢ second half of the 1990s represented 15 percent of GDP. In Ecuador,
August 17, 2007, as opposed to only seventeen similar cases for the an identical operation in 2000 cost 25 percent of GDPF. In every case,
whole of 2006. In Germany, the [KB BANK and SachsenLB were saved internal public debt rose significantly because it was the state that han-
by the skin of their teeth. Recently, in England, the bankrupt Northern dled the cost of the bailouts (see Q29).
Rock has had to be nationalized. On March 13, 2008, the Carlyle Capital " The international crisis resulting from the subprime crisis will have an
Corporation (CCC) fund, known to be close to the Bush clan, collapsed enormous cost. In a report published April 2008, the IMF estimated this
with debts thirty-two times its capital. The following day, the prestigious cost at $945 billion for the international financial system, $565 billion of
10.5. bank Bear Stearns (fifth-largest U.S. investment bank) called on the which affects the subprime mortgage lending sector. Financial ministers
U.S. Federal Reserve to provide an emergency credit line. Bear Stearns of the North quickly reacted, as if it were dangerous to display the extent
was snapped up by JPMorgan Chase for a mere pittance. of the damages.” In April 2009, the IMF reevaluated the costat $4.1 tril-
Subjecting the management of the global economy to the logic of - lion. However, in the countries of the North, be they conservative or
maximum profit results In enormous costs to society. Banks played with social democrat, the governments introduced neoliberal policies that are
the savings and cash deposits of hundreds of millions of individuals. extremely rough on the majority of their fellow citizens. Unable to come
Their financial missteps led to enormous losses and human tragedy. to the rescue of their populations in need, these same governments didn’t
“hesitate when private companies called for help.
‘The market is always right. - Economic deregulation over the past few decades has proven to be a
—MICHEL CAMDESSUS, IMF managing director, 1987-2000 © total flop. The only feasible solution is a complete reversal of the current
: ~ priorities: strict constraints on private companics, massive public invest-
The similarities between the North and the South are striking. In the * ments in those sectors that will assure fundamental rights and protect the
South, the debt crisis at the beginning of the 1980s was provoked by the environment, and reinstallation of public authorities at the reins in order
United States’ decision to unilaterally increase interest rates. As a result, to promote the general interest. We must begin to move in the right direc-
Third World countries, which the banks had convinced to borrow at vari- tion, so that finance can reestablish its disregarded role as a tool at the
able rates, were flooded with calls for repayment (see Q12). At the same service of human beings—of all human beings.

time, the collapse of the price of raw materials made these countries inca-




QUESTION 16
How does the IMF function?

The IMF, like its twin institution, the World Bank, was founded in 1944
at Bretton Woods. Its aim was to stabilize the international finance system
by regulating the flow of capital. In 2010, it had 186 member countries
(the same as for the World Bank). The organization is similar to the World
Bank: each country appoints a governor to represent it, usually the
Minister of Finance or the governor of its central bank. The Board of
Governors, the sovereign body of the IMF, meets once a year in October.
It deliberates over important decisions such as the admission of new
countries or the preparation of the budget.

For the daily administration of IMF missions, the Board of Governors
delegates its powers to the Executive Board, composed of twenty-four
members. Each of the following eight countries enjoys the privilege of
appointing a director: United States, Japan, Germany, France, United
Kingdom, Saudi Arabia, China, and Russia. The remaining sixteen are
appointed by groups of countries that can differ slightly from the ones in
the World Bank, and they can decide to clect a representative of a differ-
ent nationality. It is noteworthy that France and the United Kingdom have
succeeded in realizing the amazing feat of nominating the same represen-
tative on the Executive Board of both the IMF and the World Bank, which

shows the proximity and complementarity of these mstitutions.

: "The third governing body is the International Monetary and Financial
- Committee (IMFC) which is composed of the twenty-four governors of
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the countries on the Board of Governors. It meets twice a vear (in spring act convertibility of the dollar to gold in 1971, With a floating rate, the
and autumn), and in its consultative role, advises the IMF on the runming DR has effectively become another credit reserve. According to the
of the international monetary system. g 3 .E; “The SDR is neither a currency, nor a claim on the IMF. Rather, it

The Board of Governors elects a Managing Dirvector for five years, : pgssibie claim on the freely usable currencies of IMF members.”
The same tacit rule that exists in the World Bank reserves this post for a iginally equal to $1, it is now reevaluated on a daily basis from a selec-
FEuropean. The French Michel Camdessus occupied the post from 1987 of strong currencies (dollar, yen, euro, and the pound sterling). On
to 2000, and resigned following the Asian crisis. The role of the IMF, in April 2010, 1 SDR was worth about $1.53.
helping creditors who had engaged in risky investments and in imposing :Unlike democratic institutions, the IMF has been endowed with a
economic measures that lead to the unemployment of more than twenty e of operation similar to that of a corporation. Any couniry that
million people, had caused massive popular protests and destabilized ns the IMF has to pay an entry fee which is a pro rata share. Thus the
several governments. The German Horst Kéhler replaced Camdessus at ntry becomes a shareholder in the IMF, since it contributes to its
the head of the organization, until his resignation in March 2004 to apital. This share is not freely chosen by the country but calculated
become president of the German Republic. He was succeeded by ceording to its economic and geopolitical importance. Theoretically,
Rodrigo Rato, who was the Spanish firance minister in the conservative 5 percent must be paid in SDR or one of the component strong curren-
government of José Maria Aznar, until his electoral defeat in March ies {or in gold, until 1978), and the remaining 75 percent i the coun-
2005. Rato surprisingly resigned in June 2007, and has since worked for try’s local currency. This has given the IMF 2 large stock of gold (the
several glants of international banking. In November 2007, ke was suc- iird largest gold holder in March 2008 after the United States and
ceeded by the French liberal socialist Dominique Strauss-Kahn, former jermany), as countries paid their IMF subscription in the precious
finance minister who received the backing of the conservative French wtal. Furthermore, in 1970-71 South Africa, considered perfectly
president Nicolas Sarkozy. cspectable by the IMF despite its continual violations of human rights

In July 2008, the Managing Director managed a team of 2,596 higher nder the Apartheid regime, sold it huge quantities of gold. At the end
officials from 146 countries, though mainly based in Washington. The f March 2008, the IMF’s gold reserves amounted to 103 million ounces
“Number Two” of the IMF is always a representative of the United States, (3,217 tons), with a market value of $103 billion. Surprisingly, this
whose influence is significant. During the Asian crisis of 1997-98, Stanley - amount appears on IMF accounts based on its 1970s valuation, that 1s,
Fischer, who held the post at the time, upstaged Michel Camdessus on is estimated at less than $9 billion. This has allowed the IMF to play
several occasions, and this was one of the reasons for Camdessus’s resig- own its gold holdings, at least until this booty raised an internal debate,
nation. In the Argentinean crisis of 2001-2002, Anne Krueger, a George ‘resolved in April 2008, as we will see Iater, to reduce a worrying deficit.
W. Bush appointee, played 2 more active role than Horst Kohler. Since though these reserves do not enter into the IMF’s loans, they confer
September 2006, this post has been held by John Lipsky, ex-chief econo- ‘upon the Institution 2 stability and stature that are essential in the eyes of
mist of JPMorgan, one of the main U.S. commercial banks. the players of international finance.

Since 1969, the IMF has its own accounting unit, which regulates its . In February 2008, the IMF’s total resources represented the equiva-
financial activities with its member states, called Special Drawing Rights lent of $362 billion, of which $95 billon were not to be used for loans
{SDR). It was created at a time when the Bretton Woods system, based on (gold, weak currencies) and $267 billion which were usable (mainly cur-
fixed exchange rates, was wavering, so as to safeguard the credit reserve, rencies of the Triad countries).”> However, the outstanding credit of the
namely gold and the dollar. But this did not prevent the Bretton Woods IMF to the member states considerably decreased in the last few years
system from collapsing, following President Nixon’s decision to stop the and the IMF was desperately waiting for new borrowers to knock on its
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doors. The economic and

IMF Outstanding Credit financial crisis that erupted in

{in $bittion) 2008 brought the IMT o the
YEAR AMOUNT forefront again. Its lending
capacity increased consider-
31 December 1998 94.0 ably and loans began a strong
31 December 1999 789 upward swing starting in 2008,
31 December 2000 64.2 After the 2010 spring meet-
31 December 2001 75.3 ing of the IMF and the World -
31 December 2002 95.8 Bank, the lending capacity of
31 December 2003 106.9 the IMF was tripled to $750 bil-
31 December 2004 96.5 lion. The main contributors
31 Dacember 2005 49.6 were: Japan ($100 billion); EU
31 December 2006 205 (8178 billion}; Um:ted States
31 December 2007 15.5 (8100 billion); Brazil ($10 bil-
31 Docermnber 2008 231 lion); Russia ($10 billion);
China ($50 billion); India ($10
31 December 2009 66.3 billion).” Its outstanding credit
31 December 2010 70.2 :

(see table below) amounted to
$33.1 billion at the end of
2008, $66.3 billion at the end of
2009, and $70.2 billion on 31
March 2010,

Unlike the World Bank, which borrows on the financial markets, it is
member states® contributions that enable the IMF to build loan reserves, to
countries with a temporary deficit. Such loans are conditional upon the

Source! IMF  httpifwww.imforgfexternal/
npffinftadfexteredt.aspx (conversions from
SDR to US$ were made using the exchange
rate prevailing at the end of each period).

signing of an agreement stipulating the measures the country must take in
order to get the money. These are the notorious Structural Adjustment
Programs. The money is released in instalments, after verification that the
stipulated measures have indeed been implemented.

As a rule of thumb, a country in difficulty may undertake yearly bor-
rowings of up to 100 percent of its share value from the IMF and up to a
maximum of 300 percent in total, except in the case of emergencies.
These are short-term loans that the country is expected to repay as soon
as its financial situation improves. The greater the share value, the greater
the amount that can be borrowed.

E LOGIC OF STRUCTURAL ADJUSTMENT g

The interest rates on funding granted by the IMF to member states can
e calculated fromo the SDR’s interest rate {(valued at 0.26 percent on 12 Aprit
010). At the time, the interest rate at which stranded countries could borrow
m the IMF was 1.27 percent. At the same time, the IMF was remunerating,
ich countries for the sums they loaned it at a vate of 0.25 percent.”” The dif-
ence allows the IMF to finance its day-to-day running costs.

As in the World Bank, a country’s share determines its number of
otes in the IMF, which corresponds to 250 votes plus one vote per
00,000 SDRs portion of the share. That’s how IMF’s Executive Board
alfocates a prominent place to the United States (over 16 percent of vot-
ig rights), followed by Japan, Germany, the group led by Belgium, then
rance and the United Kingdom. By way of comparison, the group led by
wanda, including twenty-four Sub-Saharan African countries (French-
and Portuguese-speaking) and representing 225 million people, has only
9 percent of voting rights.

Such blatant inequalities have been the cause of much anger among
eveloping countries, which are demanding a review of voting rights. In
006, the increasingly precarious position of the IMF led the managing
irector to propose a reform. Instead of a thorough reform of a shaky
rganization, it was decided that a revamp in multiple stages and over sev-
ral years would take place. The first phase concerned only four develop-
ng countries, close to the United States and big buyers of U.S. Treasury
.onds: China, South Korea, Mexico, and Turkey. The chosen ones have

had to make do with a few tenths of percentages more on their respective

allocations, not adequate to loosen the stranglehold of the big powers, but

st enough to massage the ego of the leaders of these countries, which the

‘United States and Wall Street consider strategically important.

Dominique Strauss Kahn has made democratization of the IMF his main

‘warhorse. The next phase of this project is moving at pedestrian speed,

‘but one thing remains certain: the division of powers at the IMF is a sub-

terfuge, and it will remain so.

With such a system, it is clear that the Triad couniries easily manage

‘to get the majority of voting rights and are thus in the driving seat at the

IMF. Their power is utterly disproportionate if compared to that of the

developing countries, whose voting rights are ridiculously small in rela-

tion to the size of the populations they represent.
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Distribution of Voting Rights between
the 24 Directors of the IMF in 2008

United States

Japan ;

Germany §

France §

United Kingdom

Saudi Arabia §

China

Russia

Group presided by Belgium
Group presided by the Netherlands
Group presided by Venezuela
Group presided by laly

Group presided by Australia
Group presided by Canada §
Group presided by Sweden

Group presided by Egypt
Group presided by indonesia
Group presided by Kenva
Group presided by Switzerland
Group presided by Brazil
Group presided by India
Group presided by Iran

Group presided by Peru

Group presided by Rwanda

_/

Source:! IMF

As in the World Bank, the 85 percent threshold allows the United
States to rule the IMF. Indeed, this majority of 85 percent 1s required for
all important decisions over the future of the IMF, such as the allocation
and the annulment of SDR, the increase or decrease in the number of

elected directors, decisions affecting certain operations or transactions
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Voting Rights of Some Directors
at the IMF in 2008

United States

Japan

Germany

Belgium {10 countries)
France

United Kingdom
Metherlands {12 countries)

Rwanda

\ (24 African countries)

Source: IMF

concerning gold, evaluation of SDR, the modification of shares, the tem-
porary suspension of certain measures or various operations and transac-
tions with SDR, and others. As in the World Bank, the United States is
he only country with more than 15 percent of voting rights, which auto-
~matically gives it a blocking minority for any far-reaching change in the
- IMF. Initiafly, this threshold was 80 percent, but with the increase in inde-
pendent countries, the United States saw the erosion of its voting rights.
The United States only agreed to hold less than 20 percent of the votes if
the threshold was raised to 85 percent.

The missions of the IMF are carefully defined in its statutes:

{iy  To promote international monetary cooperation through a per-
manent institution that provides the machinery for consulta-
tion and collaboration on international monetary problems.
(il To facilitate the expansion and balanced growth of interna-
tional trade, and to coniribute thereby to the promotion and
maintenance of high levels of employment and real income
and to the development of the productive resources of alf
members as primary objectives of economic policy.”8

{(iiiy To promote exchange stability, to maintain orderly exchange
arrangements among members, and to avoid competitive
exchange depreciation.
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Comparison between Population
and Voting Rights at the IMF

Voting Rights

Poputation in 2005
in IMF (%)

{in millions}

China
1,313

India £
1,134

United States
300

Group presided
over by Rwanda §
226

" Russia
144

Japan
128 ¢

Saudi Arabia 5 3.16%
24 )

- /

Source: World Bank; UNDE Global Human Development Report, 2007

{iv) To assist in the establishment of a multilateral system of pay-
ments with respect to current transactions between members
and in the elimination of foreign exchange restrictions that
hamper the growth of world trade.

(v} To give confidence to members by making the general
resources of the Fund temporarily available to them under
adequate safeguards, thus providing them with opportunity to
corract maladjustments in their balance of payments without
resorting to measures destructive of national or international

prosperity.
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“Voting Rights in the IMF, 1945-2000 {in percent)

COUNTRY 1945 1981 2000

- Industrialized Countries : - 87.5 60.0 63.7
United States 32.0 20.0 17.7
Japan - 4.0 6.3
Germany - 5.1 6.2
France 5.9 4.6 5.1
United Kingdom 15.3 7.0 5.1
'0il Producing Countries: 1.4 9.3 7.0
" saudi Arabia - 3.5 3.3
DC: 311 30.7 29.3
Russia - - 2.3
China 72 3.0 2.2
fndia 5.0 2.8 2.0
Brazil 2.0 1.6 1.4

Source: Yves Tavernier, French National Assembly Finance Commission Report on the
Activities and Control of the IMF and the World Bank, 2000

(vi} In accordance with the above, to shorten the duration and
lessen the degree of disequilibrium in the international bal-

ances of payments of members.

In reality, the IMF’s policies contradict its statutes. Contrary to the

- second point, the IMF does not give priority to full employment, whether

n the highly industrialized countries or in the developing countries, The
MY, under the influence of the U.S. Treasury and with the support of the

“other highly industrialized countries of the North, has taken the imtative
* to becomme a major actor that has greatly influenced the political and eco-
nomic orientations of its member states. To achieve this, it was not unwill-

“ing to act beyond its rights.
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The IMF has thus favored the complete liberalization of capital lows, Workers lost their jobs, often without any safety net to cushion the
This freedom of capital is one of the major causes of the financial crises loss. Domestic and foreign owners of real assets suffered large losses
that have violently hit the developing countries. The removal of all restric- while foreign creditor banks were protected. Thesa banks rece;\,.edr
tions on capital flows promotes speculation and contradicts what is stip- C?mpensaﬁc’” for bearing risk, in the form of high interest rates, but
ulated in Section 3 of Article 6 of the statates of the IMF, titled “Control did not have to bear the full (and at times any) losses associated with
of Capital Transfers,” which states: “Members may exercise such controls high-risk fending. The assistance that helped foreign bankers also pro.
as are necessary to regulate international capital movements.” Blinded by tected politically influential domestic debtors, encouraged large bor.
its neoliberal will, the IMF management tried in April 1997 to change this rowing and extraordinary ratios of debt to equity.
part of the statutes to give a legal framework to its deregulatory activities. —INTERNATIONAL FINANCIAL INSTITUTION
This project failed due to bad timing: the meeting held in Hong Kong ADVISORY COMMISSION (US Congress),
and the South Asian crisis was just starting. The opposition of the gov- known as the Meltzer Commission, 2000
ernments of some developing countries buried the project. Consequently,
the continued abolition of all controls on capital flows enacted by the IMF . At the beginning of the twenty-first century, the IMF was in bag
constituted a clear violation of the spirit of the institution’s statutes. shape. Its managing directors had resigned before the end of theip terzx
as soon as a less risky job had become available. The challenges to it’
The IMF sees the end of the Asian recession as proof that its policies authority kept growing, both from global justice movements and man;

are right. That is stupid. All recessions come to an end. All the [MF governments of developing countries. All its major borrowers had paid

managed to do was to make the Asian recession deeper, longer and : eir debts or stopped asking for it help. This was not without conse-

more painful. L

—JOSEPH STIGLITZ, in The New Republic, April 2000 major shortfall. That is why in April 2008 the Fxecutive Board approved

thfz sale of 403 tons of gold, for a value of $11 billion. The investment of
Surveillance, financial aid, and technical assistance are the IMF’s this transfer allowed the IMF to refil its coffers.

three areas of intervention. Yet clearly, when one takes stock of the situa- During the 19705, following Nixon’s decision to effectively end the

tion, it verges on total failure. The annual consultations with member ' retton Woods agreements by suspending the convertibility of the dolfar

countries and the recommendations of its experts did not enable the IMF nto gold, the IMF was profoundly destabilized and only recovered

to foresee nor avoid any of the major crises after 1994. Some critics main- hanks to the debt crisis that hit the countries of the South in the 1980s

tain that its policies even worsened the crises. na different context, the international crisis of 2007 has again given th(;

MF a prominent role.

The G7 governments, particularly the United States, use the IMF as a

vehigle to achieve their political ends. Numerous studies of the effects

of IMF tending have failed to find any significant link between IMF

invalverment and increases in wealth or income. IMF-assisted bailouts

of creditors in recent crises have had especially harmful and harsh

effects on developing countries. People who have worked hard to

struggle out of poverty have seen their achievements destroyed, their

wealth and savings lost, and their small businesses bankrupted.
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QUESTION 17

What are the short-term or shock measures

imposed by structural adjustment, and what
are their consequences?

o The end of subsidies on products and services of primary
necessily: bread, milk, rice, sugar, fuel, electricity

In the developing countries, to compensate for the absence of a gnaran-
teed minimum income, governments traclitionally intervene to allow the
poorest sector to get basic foods and other vital goods and to have access
to fundamental services such as electricity. The IMF and the World Bank
demand that such subsidies be ended. The effects are feit immediately.
The cost of basic foodstufls rises suddenly, and fuel, used among other
things to prepare food, goes through the roof. People then have enormous
difficulty in cooking food on the one hand and in boiling water to make it
safe to drink on the other, which can lead, among other consequences, to

outbreaks of cholera and dysentery. Furthermore, public transport costs

shoot up with immediate repercussions for market-gardening activity.

Small farmers who have to bring their produce to markets shift the -

increase to their sales prices. In several cases they don’t even go to the
market anymore, because they lack money to pay for transport. Fewer
available daily calories, inflation of prices, and anemic local economies are
the major consequences.

The populations often react violently to these cutbacks, as their very
survival is threatened. Numerous examples of rioting have followed these
measures, often referred to as “hunger riots” or “anti-IMF riots.” Two
examples: in 1989 in Venezuela, after the SAP implementation, three days
of rioting (el Caracazo) caused hundreds of deaths {officially 300 deaths,
but unofficial sources give over 4,000); in 1991 in Peru, the price of petrol
increased by a factor of thirty-one and bread by twelve overnight, and the
minimum wage fell by over 90 percent in fifieen years.

In 2008, various hunger riots hit the four corners of the planet: Haiti,
Cate d'Ivoire, Cameroon, Egypt, Bangladesh, Morocco, the Philippines
(see Q19). The rioters demanded a reduction in the price of foodstuffs by

the governments. Faced with massive popular protests, several govern-

_THE LOGIC OF STRUCTURAL ADJUSTMENT
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.ments renounced the IMF dogma and adopted interventionist policies
“and even banned the export of foodstuffs that the population needed,
Hov;.rever, in many countries, the governments chose the option of reduc-
‘ing import tarifls, which will have disastrous consequences on future

nauonal budgets (salaries of civil servants, health and education budgets)
and local producers,

® A drastic reduction in social expenditure

_.To balance the budget, nations respond to IMF and World Bank conditions
by imposing drastic cuts in public expenditures, namely in the so-called
:pon-producﬁve budget {education, health, housing, infrastructure).
Furthermore, they demand the freezing of civil servant salaries and redun-
:'dancies in the public sector. All these measures severely impact the people
g‘nd account for the worrying social indicators of the developing countries.

The Fund has repeatedly opposed the adoption of a minimum wage
and has made itself the lawyer of market flexibility, ignoring interna-
- tional conventions on basic social norms or, at lsast, the application

of national norms.

—FELISA MICELI, Finance Minister, Argentina, April 13, 2007
* Devaluation of the local currency

The main purpese of devaluation is to make local export products
cheaper and thus more competitive on the global market. Theoretically,
they are then easier to sell. To earn the same amount of forei elgn currency,
r_puch larger quantities need to be sold. Reciprocally, in the domestic curj
ency, products imported from abroad become more expensive. The cost

of living rises, since in many countries, a major part of what is consumed

. For example, in January 1994, the IMF and France made the African
overnments of the CFA franc zone (the CFA franc is used in France’s for-
mer West Afican colonies) devalue that currency by 50 percent against
l"le French franc. This measure was designed to benefit exports: for for-
ign buyers outside the CFA zone, a CFA zone product, in general a raw
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material yet to be transformed, cost FCFA 100, that is, FF 2. However,
within a short time, its value in French francs (or any strong currency)
was reduced by half, to FF 1.

However, in these countries, the effects were disastrous: overnight,a .
manufactured product imported from France that had cost FCFA 100
before the devaluation saw its cost jumping to FCFA 200. To earn 100
French francs, you needed to sell twice the merchandise. The purchas-
ing power of the populations of the CFA franc zone fell dramatically, all
the more so since salaries had been frozen. At the same time, the debts of

objective was precisely to reduce it. The state then feels obliged to ax
__social spending even more brutatly,

. These drastic measures cause many bankruptcies of small and
:fmsclium-sizc firms, as well as local banks. The state finds itself obliged to
;:latiunalizc them and take over their debts. It reacts by freezing the mea-
ger savings of small savers. A private debt thus becomes a public one,

and it is passed on to the taxpayer. The popular and middle classes are
hit the hardest.

these countries, in foreign currencies, doubled. Effectively, twice as -
much {in local money) was required to buy the foreign currency needed QUESTION 18
' What are the long-term or structural measures
imposed by structural adjustment, and what

are their consequences?

for debt repayments.

The effect of devaluation was not the same for all citizens of the
affected countries. Poor people saw their purchasing power halved
overnight, and the rich ones who had placed money abroad in the form of -
hard currencies were able, after the devaluation, to repatriate their money
and obtain double the amount in CFA francs for the same amount of for-
eign currency. The local ruling classes knew that devaluation lay ahead -
and had taken the precaution of changing their CFA francs into foreign

© The development of exports

To procure the foreign currency needed to repay the debt, the developing
countries need to increase their exports. This leads them to reduce food
crops for the local population (such as manioc or millet, for example).

. Very often, the countrics specialize in one or several export crops, one
or several raw materials to be mined, or primary activities such as fishing.

?hey then become highly dependent on this resource or monoculture, as
the below table shows.

currency beforehand.
o High interest rates

This is the policy initiated by the United States in 1979; high interest
rates attract foreign capital. The trouble is that when the country 18 in cri-
sis, either the foreign capital does not come in or it comes 1 as short-term
speculation. This is of no use to the local economy and can even be very
harmful, because it can destabilize the currency in case of hasty departure

The economies are all the more unstable becanse prices on the global
market can suddenly vary. The great majority of raw materials are
exported as such and transformed in the rich countries, which then get
most of the added value. To simplify, cocoa is produced in Gote d’Tvoire
or it can lead to an increase in the prices of land and housing. t chocolate is made in France, Belgium, and Switzerland.

Moreover, small producers borrow on the local market to buy seed,
pesticides, and tools, and the nise in interest rates radically diminishes On a global scale, there are already 1.3 billion people living on frag-
their capacity to borrow. Consequently, they sow less and production

drops. Firms already in debt have to find extra money for the heavier

ife land—arid zones, marshy land and forest—from which they can-
not get their subsistence,
repayments just when the market is depressed.

Lastly, the rise in interest rates increases the burden of internal public
debt for the state, leading to a higher public budget, when the proclaimed

—JAMES WOLFENSOHN, president, World Bank,
“Une chance pour le développement durable” (A chance

for sustainable development), Le Monde, August 23, 2002
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Structural Adjustments to Exports

PRINCIPAL EXPORT
PRODUCT

COUNTRY

SHARE OF PRINCIPAL PRODUCT
IN EXPORT REVENUES, 2000 (%)

Benin cotton

Mali cotton
Burkina Faso cotton
Chad cotton
Uganda coffee
Rwanda coffes
Ethiopia coffee
Nicaragua coffee
Honduras coffee
Tanzania coffes
Sao Tomé & Principe cacoa
Guyana sugar
Malawi tobacco
Mauritania fishing
Senegal fishing

Guinea bauxite

Zambia copper
Niger uranism
Botlivia natural gas

Cameroon [s11]

84%
47%
39%
38%
56%
43%
40%
25%
22%
20%
78%
25%
61%
5A%
25%
37%
48%
51%
18%
27%

Sustainability, April 15, 2002

elimination of customs barriers

Source: IMF. The Enhanced HIPC Initiative and the Achievement of Long-term External Dabt

o The complete opening up of markels through the

The official reason for opening up markets is to allow consumers to enjoy
Jower prices on local markets. However, above all, it allows foreign multi-
nationals to conquer considerable market shares in numerous economic
sectors, to bring down local firms or producers, and, once they have the
monopoly, to raise prices on imported products. Locally, inflation and ris-
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g unemployment devastate the mass of the population. What use is it to
consumers to see the price of chicken or tomatoes fall if, having lost their
jobs, they have no money?

" Opening up the markets often leads to subsidized foreign products
coming into the local market unhindered and competing freely with local
producers, thus completely destabilizing the local cconomy. The compe-
tion is unequal. Local producers are often less highly trained, less well
-quipped, and unable to make even modest investments. On the other
and, the multinationals have significant financial and technological
might, and the states of the North generously subsidize their production,
specially agricultural. The total amount of subsidies paid by the coun-
ries of the North to their agricultural industry is estimated at $1 billion a
ay (or around $350 billion a year).” Furthermore, the countries of the
outh are no longer allowed to tax imported goods to protect their own
products. This is why, in spite of higher production costs and consider-

le transport costs, products from the North are often cheaper than the

ame items produced locally. This is also why, in Jamaica, powdered milk

imported from the United States is cheaper than the fresh milk produced

n Jamaican farms. This is a common occurrence with numerous prod-

cts in all the developing countries.

I am determined to pursue an aggressive strategy of opening up the
markets in all the regions of the world.

—BILL CLINTON, U.S. president, address to the WTO,
May 18, 1998

Is 1t any surprise, with such unfair competition, that the peasant farm-
?rs of the Third World cannot manage to feed their families properly and
move to the slums around the big cities in hope of finding some means of
subslstence to replace the living they used to get from their land? How
can a local cooperative or small producer struggling to survive be placed: . -

- 1n the same conditions as a multinational from the North? Even the most :
Vviolent combat sports do not put a featherwelght in the ring with a hea' /
weight! In the corporate-driven economy, it is “no holds barred.”:
Let us remember that the developed countries took great care,f'whén-.
it was their turn to open up their markets, to do so slowly and:iﬁéih"ddl
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cally, so that it would be carried out in the best conditions. The United
States and the other Triad countries protect their indus tries not only with
subsidies but also with protectionist measures. For example, in 2000,
George W. Bush’s administration decided to protect their iron and steel
industry by applying taxes to steel imported from Europe and Asia. This
is strictly forbidden for the developing countries.

Most of the advanced industrial countries, including the United
States and Japan, had built up their economies by wisely and selec-
tively protecting some of their industries until they were strong
enough to compete with foreign companies. . . . Forcing a develop-
ing country to open itself up to imported products that would com-
pete with those produced by certain of its industries, industries that
were dangerously vuinerable to competition from much stronger
counterpart industries in other countries, can have disastrous conse-
guences—sociatly and economically. Jobs have systematically been
destroyed—poor farmers in developing countries simply could not
compete with the highly subsidized goods from Europe and
America—before the countries’ agricultural and industrial sectors
were able to grow strong and create new jobs. Even worse, the IMF's
insistence on developing couniries maintaining tight monetary poli-
cies has led to interest rates that would make job creation impossi-
ble even in the best of circumstances. And because trade liberaliza-
tion ocourred before safety nets were put into place, those who lost
their jobs were forced into poverty. Liberalization has thus, too often,
not been fotiowed by the promised growth, but by increased misery.
—JOSEPH STIGLITZ,

Globalization and fts Discontents, 2002

The most flagrant example is that of cotton, where the agricultural sub-
ventions of the United States and the European Union have instigated a
race to the bottom. According to UNCTAD, “The United States is the
largest exporter of cotton because of the impact of the significant subsidies
paid, which amounted to $3.9 billion in 2001-2002, an amount twice that
of 1992 and which was larger than the whole cotton production of the
United States by $1 billion.” Yet, according to the International Advisory
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Committee on cotton, “The cost of production of one pound of cotton is
$0.21 in Burkina Faso against $0.73 in the United States.”

Furthermore, the customs tariffs applied by rich countries are nearly
nil for raw materials, which has discouraged Third World countries from
diversifying their economy and has kept them dependent on a few basic
Products, and sometimes even one, On the other hand, when countries of
the South want to export manufactured products to the most industrial-
]_md countries, they are faced with high tariffs. Effectively, the govern-
ments of the North practice a customs policy that aims to convince the
c:leveloping countries to abandon their food sovereignty (see Q19) and to
preferably export non-transformed products.

The idea that developing countries should feed themselves is an
. anachronism from a bygone era. They could better ensure their food
: security by relying on the U.S. agricultural products, which are avail-

able in most cases at lower cost.

—JOHN BLOCK, U.S, Secretary of Agriculture, 1986

The opening of borders to alimentary products has caused the bank-
ruptcy of numerous local producers. Once the logic of destruction is set
n course and the countries become dependent on foreign products to
eed themselves, they are trapped. And yet, the development of biofuels
Peculation, and the reduction of acreage since 2006 by the major cerea;
orporations have reduced the available quantities and caused prices to
climb, up until the crisis that began in 2008.81

* The logic that dictates that access to markets means development is
at a deadlock. Liberalization is not the key. The proof: we have greatly
aopened our markets, and the situation has worsened.

—SHREE BABOO CHEKITAN SERVANSING, Ambassador and

Permanent Representative of Mauritius to the UN, in GenevabZ2
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o The liberalization of the economy, especially the abolition of
capital movement control and exchange control

The idea is to totally open up the developing countries’ economies to the
investments, products, and services of the multinationals of the most
industrialized countries to satisfy the multinationals: produce what they
like, where they like, in conditions they lay down, at salaries they fix.
Liberalization also aims to eliminate all obstacles preventing the
Northern multinationals implanted in the developing countries from
repatriating their profits. As a basis for comparison, in 2006 the profits
repatriated by multinationals implanted in the developing countries
amounted to $238 billion, which is more than double the total amount of
ODA paid by countries of the North (sometimes in the form of loans,
which further increase the debt stock).® In other words, the North gives
takes back with the other.

Since we are comparing various financial transfers, note that the ODA Is

sparingly with one hand what it extravagantly

also largely inferior to the money saved month by month by migrant -

workers and sent to their countries of origin, which is essential for sur-
vival there: they are estimated at $251 billion toward developing coun-
tries in 2007.8¢ In fact, this figure is most probably underestimated since

the amount of informal transfers, outside of specialized agencies such as -

is difficult to

Western Union, which deducts an excessive commission,

fully quantify.

Finally, the Iifting of all control on capital movements enables the rich of .
the developing countries to delocalize “their” capital toward the countries of -

{he North instead of investing it in the local economy. "The liberalization of
capital account transactions thus causes a hemorrhage of capital (see Q52).

The UNCTAD notes that farreaching reforms undertaken by most
developing countries in the 1980s and '90s, often at the behest of
international financial organizations and lenders, did not deliver as
promised.The reforms emphasized greater macroeconomic stability,
greater reliance on market forces, and a rapid opening up to interna-
tional competition. But in many cases private investment did notrise
as predicted; many economies stagnated or even retracted; and

many developing nations already struggling with high levels of
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Comparison of Different Financial Transfers
for the DCs in 2007 (in 3 billion)

104

251 .
Migrant remittances

&
-
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o
;

Repatriated profits ;

by multinationals -238

Servicing of public
external debt

/

.poverty found that these steps toward liberalized economies
increased rather than decreased inequality.

Source: OECD; World Bank

—UNCTAD,
Trade and Development Report, 2006

. In the cmerging developing countries, there is another negative con-
sequence. The capital they attract is often very volatile. As soon as there
1§ any sign o.f economic difficulty, or as soon as another market offers bet-
ter persp.ectwes, the investmenis are withdrawn, destabilizing the count

ﬁ_'om which they flee. The arrival of such capital caused the s eculatiry
bubbles on the stock exchange and in real estate in Southeast z'fl;sia m tl:

199(?3. In 1997-98, this volatile capital was brutally withdrawn again
CAUSING & VEIy SeVere Crisis. =

[Tlhe influx of hot money into and out of the country that so often
follows after capital market liberalization leaves havoc in its wake
Small developing countries are like small boats. Rapid capitai mar:
ket liberalization, in the manner pushed by the IMF amounted to set-

ting them off on a voyage on a rough sea, before the holes in their
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hulls had been repaired, hefore the captain had received training,
hefore life vests had been put on board. Even in the best of circum-
stancas, there was a high likelihood that they would be overturned
when they were hit broadside by a big wave.

_.JOSEPH STIGLITZ, Globalization and its Discontents, 2002

o A system of taxation that Sfurther aggravates inequalities,
with the principle of value-added tax (VAT)
and the protection of capital revenues

The elimination of customs barriers reduces the tax revenues of the state
in question, leading to the adoption of a wider taxation system that penal-
izes first and foremost the poor, The principle of progressive taxation of
income is abandoned in favor of the VAT. And yet, VAT is the most
unjust form of taxation, since it disproportionately affects the poorest. For
example, in francophone West Afica, the VAT is 18 percent. Itis applied
equally to anyone buying a kilo of rice, rich or poor. If the poor devote
their entire income to buying staple products to survive, with VAT 18
percent, it is as though they were paying 18 percent extra tax on their
entire income. On the other hand, people with high incomes, who use,

say, 10 percent for basic products and services, pay only 1.8 percent of

their total income in VAT, This is why increases in VAT or the institution
of fixed-rate deductibles are regularly promoted by those who want a

reduction of Income tax.

o Massive privatization of public companies and subsequent
retreat of the state from competitive sectors of production

The enforced privatization of state-owned companies often involves selling
them off for a song, from which private multinationals from the North (in
or from the South (sometimes) and a few well-placed individu-
als can profit. Money raised through privatization goes straight to debt
According to the IMF, the state must disengage from competi-
even if the state has strategic importance on the
telecommunications, transport, bealth, education, and

most cases)

repayment.
tive production sectors,

national level {water,

the like). It has to limit its action to repression (police, justice) and defense.
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For example, the Dakar-Bamako-Niger railroad, which has given rise
‘to a significant informal economy in the regions that it crosses, was priva-
tized in 2003 at the request of the World Bank.8% Some critics have sug-
ested that the railways were deliberately neglected to make the privatiza-
on inevitable. The twenty-five-year concession has been awarded to a
oup formed by the Canadian firm Canac (since bought by American
- Savage) and the French company Getma (now under the contral of the
group Jean Lefebvre, which has also absorbed the multinational Vinci).
The group Transrail has thus been created to manage the railroad.
ﬁowever, the promised investments have not materialized, and since the
privatization, twenty-four of the thirty-six stations have been closed: the
hole informal economy around these stations, which mainly employed
vomen, has been wiped out. More than a thousand railroad workers have
'_ _b:ecn dismmssed, including the most radical union officials. The redundan-
cies have been financed thanks to a loan from the World Bank, The degra-
.ation of the rails and the materiel has reached such proportions that it
takes three days to make the 1,200 kilometers between Dakar and Bamako.
he maximum speed is 30 km/h. Derailments ofien occur. The passenger
“service has been sacrificed, and raw materials have to be transported to the
-world market by a daily freight service. The Senegalese or Malians riders
ow have only the weekly express, which often arrives several days late
hike the price of the ticket for a battered coach is exorbitant. ,
Under such conditions, the population is faced with a reduction in
ervices to which they have had access, and unemployment increases. In
-:Nicaragua, since it veered toward neoliberalism in 1990, the demands of
the IMF have been carried out to the letter, causing 260,000 workers to
be laid off in 1994 (out of a total population of less than four mwillion
inhabitants).
- Asaconsequence of all this, the state loses control of strategic elements
:_for development, and essential services are entrusted to the private sector.
For example, in the education sector there has been a blossoming of private
ducational institutions, ofien of very mediocre quality, since the require-
ments in terms of teachers’ training and salaries are reduced accordingly.

Transformation of the IMF into a source of long-term conditional

loans has made poorer nations increasingly dependent on the IMF
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and has given the IMF a degree of influence over member countries’
policymaking that is unprecedented for a multilateral institution.
Some agreements between the IMF and its members specily scores
of required policies as conditions for continued funding. These pro-
grams have not ensured economic progress. They have undermined
national sovereignty and often hindered the development of respon-
sible, democratic institutions that correct their own mistakes and
respond to changes in external conditions.
—INTERNATIONAL FINANCIAL INSTITUTION
ADVISORY COMMISSION {US Congress),
known as the Meltzer Commission, 2000

The agreements signed with the IMF to obtain loans are usually valid
for three years. The indebted country commits to undertake very specific
cconomic reforms, and the promised sums are handed over in install-
ments as these are completed. Thus, in Madagascar, the privatization of
the state-owned petroleum company (Solima) fell behind the timetable
planned by the IMF. Planned for 1999, it was not completed until fune
2000, In July 2000, the first instalment of a new loan was paid, as a reward
for a good pupil that could go to the next reform. Result: a company sold
off at cut-rate price passed into private ownership and an increase in the

country’s indebtedness. For the population: nothing.

On any objective assessment of two and a half decades of stan-
dardized packages of “stabilization, liberalization and privatiza-
tion” the right kind of growth has simply failed to materialize
across most of the continent. . . . Deing so goes a long way to rec-
ognizing that the Washington institutions do not have a monopoly

on technical competence.
_UNCTAD, Economic Davelopment in Africa, 2006

All in all, structural adjustment programs (SAPs) fiercely defend the
interests of the financial institutions and the multinationals of the North.
But for the populations who have to bear their consequences, they are

synonymous with poverty and hardship.
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As economics is not an exact science, the number of counter
examples is irrelevant. If | put forward a hypothesis in physics
which is proved wrong by an experiment, { must question the the-
ory. And the theory progresses through such invalidation. In eco-
nomics, you can undermine the existence of millions of people,
but none of that human evidence will affect the ideology of struc-
tural adjustment.
—SUSAN GEORGE, vice president of ATTAC France,
December 6, 2000

QUESTION 19
What is the impact of the IMF/World Bank
logic on the world food crisis of 20077

Article 25 of Universal Declaration of Human Rights declares: “Everyone
has the right to a standard of living adequate for the health and well-being
of himself and his family, including food, clothing, housing and medical
care and necessary social services.” The steep rise in the price of staple
od, especially in the first half of 2008, has directly threatened the sur-
vival of hundreds of millions of people. The right to food, already seri-
ously undermined by several decades of neoliberal policies, is under even
greater threat.
.. After a significant fall in prices during more than twenty years (see
Q_l 1), the reversal of the trend took place in the second half of 2001, First,
t hit the energy and metal sectors, and later that of food. The rising trend
has been violent. In one year, the prices of rice and wheat doubled, and
that of maize rose by more than a third.
. 'This explosion of prices 1s the direct consequence of the market lib-
eralization imposed by international financial institutions since the
1980s. The abolition of customs barriers s responsible for the increase in
the fluctuation of world prices of agricultural raw materials. Thus the
FAO notes the steady increase of price instability during the last two
decades, a previously absent instability, that now seems a permanent char-
actenistic of markets.86 According to the FAO, “The agricultural policies

of developing countries have been liberalized and farmer support struc-
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tures {extension, inputs, storage, marketing, price stabilization) have been . ' jAftc::r the-subprime crisis in t.'he United States in the summer of 2007,
dually eliminated (better management of those structures would have mstltutfonal mvestorssg‘ slowly dlseng.agefl themselves from the debt mar-
> )(; their smallholders from the forces of an unequal international ket, which had been built on speculation in the U.S. real estate sector, and
Protllsc:)e Wazlz’t the FAQ that pressurcd developing countries to adopt identified agricultural products and hydrocarbons as potential areas of
ey licies?"s7 high profitability. They achieve this erid by buying future harvests on the
thes;}[;:ricsl:; prices is thus mainly the consequence of speculation. In stock cxchang('as of Chicago and Kansas City, the main exchanges 'for
only one trading session, on March 27, 2008, the price of rice, the staple cereal speculation. Equally, they speculate on hydrocarbon raw materials
food for half of the world’s population, climbed by 31 percent. The con- on other stock exchanges. Tllle. same people. who, for want of hlgl;’l’:?r prof-
sequences for the economically most valnerable countries are extremely its, czu:lsed the subprime erisis in tI.IE: Umteldl States'by exploiting the
worrying. Effectively, the policies imposed by the IMF and the World .- naiveté of barely siolvent N.orth Amenc.an famlhf,s hopmg to own a prop-
Bank for the majority of poor countries have created a structural depend- erty, were det-aply mnvolved in the steep increase in the prices of hydrocar-
ence on food imports, since the dominant ideology imposes the develop- bons a‘nd agricultural produets. Hence the need to question the power of
ment of exports over domestic food production. According to the FAO: financial markets. _
“The total expenditure of LDCs (Least Developed Countries) and Yet' the: arguments are ?res‘ented as ijacts: chmatf: change «‘:aused a
LIFDC (Low-Income Food-Deficit Countries) [will} increase by 37 to 40 re(.Iuctlon in cerfaal production in Australia and Ukraine, a I'_IS.C in petfrol
percent compared to 2007, after it already increased by 30 and 37 percent prices led o llugher transl.)ort cc‘)sts and %)roducts or the 1n.creas1ng
last year.” Hence, the bill of the LIFDC will reach $169 billion in 2008.. demand of China and India (which explains \'rvhy products in lesser
Oil prices reached $145 in July 2008, an ounce of gold $1,000 in dclman-d_such as cocoa—by these two countries hax‘re not vmtnesse.d
March 2008, a bushel of maize $7.5 in June 2008, all record prices, which | price rises). 'Manylcommentators have refused to examine the economllc
gives an indication of the rising price curve for nearly all raw materials. ﬁ*a.mework in which these plTen.omena Wcrf} occurring. Thus, Lows
Cereal stocks are at their lowest levels in a quarter of a century. Some pro- - Michel, the European C(’H.lmlssmﬂef f‘)_r A'id and D(?vc?lopmf:nt, has
ducing countries have even diminished or stopped their exports, suchas above all fe:ared “a.m CCOIIO'IIIIC and }'1uman1£anan tsunaim” m Africa. The
Russia for cereals and Thailand for rice, so that the products will stay en  * statement is am'I;ugL.Ious since the image of a} tsunami evokes a. Il.a‘tl-ll‘a.l
the national market. The cost of a meal has greatly increased. In rnc?r'e : catastrophe, w}'nch is beyond us and thus relieves us of responsibilities.
than thirty countries, from the Philippines to Egypt, Burkina Faso, Haiti, Other. explaﬂa.tloﬂs are eqlllally SUPCY%]“OU:S- ' .
Yemen, and Senegal, the population took to the streets to protest, and - Flr.stly, with cerefal prices fat a hlStOf‘l(?al low u‘nt.ll 2005, the major
1 strikes have multiplied. agribusiness COIPOI:atIOI’iS obtained subsidies for biofuels from the gov-
generl 8 ernments of the United States and the European Union, These multina-
According to some estimates, investment funds now control 50-60 . “tionals ?ivanted to win .on two fronts: sell their cereals at a dearer price and
percent of the wheat traded on the world’s biggest commadity mar- “make blOﬁ.l.ei production profitable. They succeeded. ' o
kets. One firm calculates that the amount of speculative money in ' HOW_dld they proce.ed? .They marketed the following hYPOtheS'IS-: m
commodities futures—markets where investors do not buy or sell a : -the coming decades oil will have to I')c rel?lac‘ed {due to declining
physical commodity, like rice or wheat, but merely bet on price ': - reserves) and thus soy, beet (transformcc? into biodiesel), cereals, or sugi.lr
movements— has ballooned from $5 billion in 2000 to $175 billion “cane (?s ethanol) .slTould act as substitutes. Thus they asked public
2007 | uthorities to subsidize the substantial costs of biofuel to make it prof-

GRAIN, “Making a Killing from Hunger” April 200888 itable. Washington, the European Commission in Brussels, and other




