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Abstract 
The neo-liberal policies of liberalization and deregulation, as utilized by the International 

Monetary Fund (IMF) in its dealings with countries of the developing world, tend to 

facilitate the conditions for financial crisis.  This can be traced by examining the 

economic crises of Mexico in 1982 and 1994/95, Asia in 1997 and Russia in 1998 and 

looking at the main causes and triggers of these crises.  It is evident that the financial 

vulnerability that these countries suffered from existed due to, and not in spite of, these 

policy prescriptions.  The IMF continues to present these policies as proven successes – a 

view that this dissertation contests.  Further to this, the policies that the Fund uses are 

formulated for use in semi-peripheral economies and have little relationship to the actual 

economic environments of peripheral countries such as those of sub-Saharan Africa or 

Papua New Guinea.  The ideology of free-markets and globalization is seen as 

unassailable by the IMF.  By encouraging countries to remain part of the global financial 

system through debt rescheduling and open-markets policies, the IMF holds an 

increasingly fragile economic environment together.  This dissertation formulates and 

tests four hypotheses in relation to Mexico, Asia, Russia and Papua New Guinea and the 

periphery.  These are – (1) If there are periods of ‘irrational exuberance’ among investors 

in Third World debt, these are likely to contribute to debt crises.  (2) If IMF policies are 

implemented in the Third World as dictated, then their primary benefits will accrue to the 

elites in those countries and in the developed world.  (3) If Third World countries open 

their economies to foreign capital, then they are more likely to experience debt crises.  (4) 

If IMF policies are implemented in peripheral countries, then they are even less likely to 

be successful than in semi-peripheral countries. 
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Introduction: 
 
The global system of inter-state and intra-state relations has been the focus of much 

discussion during the post-war period.  How countries and individuals interact at an 

economic level is the basic unit of analysis in the majority of these kind of examinations.  

The roles of individual actors, nation-states and supra-national organizations in the 

formation and maintenance of the world-system have come under ever-greater scrutiny.  

For the poorest members of the global community (developing countries) however, this 

focus on globalization has often provided little functional improvement in their economic 

position despite the heavily economic emphasis that is applied.   

International organizations such as the International Monetary Fund (IMF) are gaining 

increasing importance as the rhetoric of globalization becomes more and more dominant.  

However, the real influence of these institutions is still located in the economically 

weaker nation-states of the Third World.  The financial crises in Mexico, Asia and Russia 

are the most recent examples of IMF influence over the economic policy of dependent 

nations.  And these will be discussed individually in more detail later. 

Both statistical and qualitative evidence suggests that the people of the Third World are 

in a worse position both socially and economically since the Fund got involved.  The IMF 

is an easy target though and it would be specious to lay the blame for all the world’s 

financial problems on them.  Obviously these countries, and many others, have pursued 

policies that have not always proven to be economically prudent and the Fund has had to 
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assist in further financing.  It would be equally specious to absolve the IMF of any blame 

for causing these debt crises.  I will discuss the allocation and distribution of fault in more 

depth, but clearly an organization that has both sweeping powers to influence internal 

government policy and a global agenda should be able to plan for and, at least partially, 

predict long-term economic trends.  This encourages the question; why does it not? 

The answer may be that to a degree the Fund does plan for economic trends.  The 

problem arises when it refuses to allow for its own ideological bias and prescribes 

adjustment packages in spite of the facts and not because of them.  This is a constant 

dilemma for neo-classical/neo-liberal economists such as those who predominantly staff 

the IMF.  Fund adjustment packages are the result of extensive economic modelling that 

relies heavily on assumed variables and often contain relatively little actual data.  With 

models such as these, (that is, closed system economic modelling) the dependent 

variables are often extremely dependent and any unforeseen alteration can cause the 

model to be all but useless.   

Survey of the Debates and Literature 

This section will review the literature on Third World debt.  It will begin by looking at 

the literature that critiques the role of the Fund from a position that is located further to 

the political right than that of the IMF and then look at the neo-liberal and left-wing 

positions.  Far right critics tend to address the weaknesses in IMF policy from the 

perspective of over-involvement of the IMF (as a force acting outside of the free-market) 

in the affairs of the marketplace.  This is an interesting position in itself and will be 

discussed further here.  That the Fund is an organization which embraces the tenets of 
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neo-liberal economics can be evidenced by examining its policies toward the Third 

World and the literature it produces.  As the bulk of the documents produced by the IMF 

are either extremely technical or mechanistic in their nature, they often do not provide a 

theoretical perspective through which Fund involvement can be interpreted.  I will refer 

to these documents here as practical examples of IMF polices.  This section will finish 

with a brief evaluation and rebuttal of these arguments using the relevant sources for 

support, however, this dissertation consistently addresses these arguments throughout and 

will therefore not embark on a point-by-point debate with them in this limited forum.   

Fundamentally, the debate revolves around two competing theories that will be discussed 

further in the section below.  These are the globalization perspective and the world-

systems approach.   

The far right approach is only a fairly recent phenomenon.  It emerged largely after the 

1997 debt crisis in Asia for a very specific set of reasons1.  In Asia, as opposed to Latin 

America in the early 1980s, most of the debt involved was private and not public.  

Therefore, IMF assistance allowed companies to remain solvent and avoid having to be 

sold off to foreign capital.  Shultz, Simon and Wriston (1998) argue just this point when 

they contend that there is no longer a role for the IMF and countries should be allowed to 

fail.  This is also known as the moral hazard argument and is taken up further by Vasquez 

(1998) with respect to the IMF involvement in the Asian crisis.  Hanke (1997) also 

critiques the IMF from a far right position when he argues that the private sector would 

fill the gap left by Fund lending to the developing world.  Edith Wilson (1998) contends 

                                                           
1 Although neo-classical purists have always been opposed to any governmental intervention. 
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that IMF assistance to developing countries subsidizes risk for them and encourages poor 

investment decisions.  Meltzer (1998) develops this same type of argument with respect 

to Asia and then applies it retrospectively to Mexico in 1994/95.  This argument is, put 

simply, that the loans in Asia went largely to keep private companies solvent, which 

retards the ability of foreign investors to profit through buying relatively cheap 

companies.  It needs to be stated here, however, that there was still a good deal of wealth 

extraction from Asia due to this crisis.  

This far right approach is becoming increasingly common in the developed world, and 

amongst the elites of the developing world, as the adjustment policies put forward by the 

IMF have not demonstrated significant improvements in the debtor countries over time.  

This also serves the political agenda of elites and capital by encouraging an extension of 

the role of the market and a reduction in the role of government or quasi-governmental 

agencies such as the World Bank or the IMF.  Another example of the extreme neo-

liberal approach to debt can be seen in the work of Peter Bauer (1971; 1990).  Bauer’s 

position is slightly different to the other far right theorists discussed above in that he is 

more focussed on the conservative values of right and wrong than on the dry neo-liberal 

economic facts.  In this work he argues that the Third World does not deserve any special 

consideration for its debt burden.  Bauer argues that the countries of the Third World 

have themselves to blame for their economic positions as these are the sum of their own 

choices.  Bauer’s position is supported by Wolfgang Kasper (1990) who contends that it 

is irrational to not repay what one has borrowed.  Kasper’s article is revealing in many 

ways, not the least of which occurs in his reference list where, in a citation for Susan 
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George, an author with whom he disagrees most strongly, he writes, ‘...Briefing Paper 

No.14 free of charge (i.e. at the Australian taxpayers expense) by the Australian 

Development Studies Network...’(1990:24).  This helps to illustrate the focus that neo-

liberals tend to have on public spending as intrinsically something that should be avoided.  

In the same document, Peter Jonson (1990) goes as far as to argue that whole countries 

should be sold and that the people of these countries would be much better off through 

this. 

While far right theorists are at the opposite end of the political spectrum to radical 

theorists, there are still points of parity.  This is important as it helps in understanding that 

the issues which surround the topic of Third World debt are not necessarily clear cut.  An 

example of this is the work of Calomiris (1998) where he supports the moral hazard 

arguments and calls for the reduction of IMF funding and involvement, and yet argues 

that the IMF allows the rich and politically powerful to improve their positions at the 

expense of the poor.  This is the same argument that many left-wing theorists propose 

(Chossudovsky 1999; George 1992, 1994, 1998; Gowan 1999; Payer 1974; Rowbotham 

2000).  What this helps to demonstrate is that some arguments impose their validity on 

the issues irrespective of the political filter being used.  Although, even though the far 

right and the far left may agree, in broad terms, on some of these issues, the neo-liberals 

do not. 

The neo-liberal position is that the countries of the Third World would be in better 

economic positions if they adhered to the neo-liberal policies of liberalization, 
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privatization and deregulation (Pfeffermann 2001; IMF 1982, 1988, 1996, 1997a, 2000, 

2001a).  They also insist on currency devaluation to make exports less attractive and to 

constrain domestic demand (Crotty 2000; Weyland 1998).  The conditions placed on the 

loans and assistance provided by the IMF all stress these key aspects, therefore, at the 

centre of any discussion on the advantages or disadvantages of IMF policies lies the issue 

of conditionality (Khan and Knight 1982; Killick 1995; Goldstein and Montiel 1986; 

Pastor 1987).  The central theme of this, from the position of the IMF and neo-liberal 

supporters, is that loans made to the Third World must be predicated on a series of 

adjustments or conditions which need to be fulfilled to strengthen the economy of the 

debtor country and its ability to repay its loans, and assist it in avoiding these problems 

again in the future (Buira 1999).  It is the efficacy of these conditions that provide the 

IMF with its legitimacy and basis for operations.  Nowzad (1981) argues that IMF 

conditionality is a fundamentally good thing which helps developing countries evolve 

more efficient and stable economic systems and maintain the confidence of international 

lenders.  These are standard arguments of globalization theorists.  Globalization theory 

addresses the problem of Third World debt as follows: if the countries that are deeply 

indebted or in crisis need to pay back their loans, then this can be achieved by freer trade, 

freer capital movement, lower levels of government involvement and reduction of tariffs, 

amongst other measures (Larsen 2001; Pfeffermann 2001).   

More specifically, with respect to developing countries, the IMF contends that these 

conditions lead to stabilization and economic growth and that these are fundamentally 

good for poor countries (IMF 1996; Körner, Maass, Siebold and Tetzlaff 1986; Larsen 
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2001).  The benefits of economic growth for poor countries has been argued by many 

theorists such as Rodrik (1999) and, more recently, Dollar and Kraay (2000) working for 

the World Bank.  The Dollar and Kraay study is an interesting, if often misinterpreted, 

piece of work which argues that the conditions for the poor in the Third World are 

generally improved by an improvement in economic growth in many cases.  This 

argument undoubtedly contains a good deal of truth but since, as Weisbrot, Baker, 

Naiman, and Neta (2000) argue, this premise is not disputed, the relevance of these 

conclusions may only be slight.  The real question that is raised by this work is – do IMF 

and World Bank policies actually contribute to increased growth in the Third World?  

Dollar and Kraay (2000) do not address this question.  

Martin Wolf (2000) does address this question, however, in his work, ‘Kicking down 

growth's ladder: protesters against the Word Bank and the IMF are in effect seeking to 

deny the poor the benefits of a liberal world economy’.  Wolf argues here that IMF and 

World Bank policies do promote growth.  He further argues that an open economy is 

beneficial for the poor of the Third World (Wolf 2000).  This is a position that the IMF 

also takes and its policy advice to the Third World reflects this (IMF 1982, 1988, 1996, 

2001a).  That free trade is a fundamental good in itself is a tenet of neo-liberal economics 

(Friedman 1993; Vásquez 1998).  The argument of these neo-liberal theorists and the 

IMF is that if these policies are applied rigidly enough in the Third World then the ability 

of these countries to repay will also improve.  The managing director of the IMF Horst 

Köhler (IMF 2002a) states this outright when responding to a question at the 2002 annual 

review of the IMF.  When asked if the IMF’s package in Brazil had to be considered a 
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failure due to the fact that it now has higher interest rates and a far worse exchange rate, 

the managing director’s response was that the package had not failed as it was still in 

place and eventually it would work (IMF 2002a). 

As stated above, IMF conditionality relies primarily on the monetarist policies of 

privatization, liberalization and deregulation.  I will now look at the literature that deals 

with these, in turn, and how each relates to the Third World, beginning with privatization. 

Simply put, this argument is that governments distort the ability of markets to allocate 

resources efficiently and they should, therefore, sell off any government industry that the 

private sector would be willing to take on (Cowan 1987; Gortari and Unger 1999; Ingham 

1995).  Privatization is also argued to assist in the balancing of national budgets, 

reduction of government expenditure, financing of capital investment programs, 

decreasing foreign debt, lowering consumer prices and broadening share ownership 

(Gayle and Goodrich 1990; Vernon 1988).  The real gains to be had from privatization 

are argued to come from the fact that the private sector has to respond to market pressures 

and that State Owned Enterprises (SOEs) do not (Bös 1991; Pirie 1988).  Privatization 

has been included in the adjustment policies applied to all of the crisis regions examined 

here.  The empirical evidence on the effects of privatization in the Third World, however, 

consistently find that the costs associated with this outweigh any perceived benefits 

(Castañeda 2001:17; Gereffi 1990). 

Liberalization is another oft cited tenet of neo-liberalism which is regularly associated 

with IMF adjustment packages in the Third World.  This is the argument that lies at the 
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centre of neo-liberal economic theory.  Like privatization, liberalization focuses on the 

reduction of the role of government in the economy with the goal of achieving neutrality 

in the trade system (Michaely, Papageorgio and Choski 1991).  Simply put, this means 

that, using the neo-liberal model, the market will find the correct price levels and 

therefore allocate resources efficiently, and that governmental involvement reduces the 

market’s ability to respond to price indicators (Friedman 1993; IMF 1998a; Krueger 

1991).   

Liberalization can be broken up into two main categories.  These are, financial 

liberalization and trade liberalization.  In the Third World they are both included, to 

varying degrees, in IMF adjustment policies (Gowan 1999; Sutton 1984).  Trade 

liberalization refers to the ability of goods to move freely in and out of a country with no, 

or minimal, interference from government in the form of taxes or tariffs (Donges and 

Hiemenz 1991; Hong 1991).  This is argued to be beneficial for a developing country as it 

means that prices can find their ‘natural level’ more easily and local producers will have 

access to cheaper inputs from abroad resulting in increased efficiency (Donges and 

Hiemenz 1991).  Lindbeck (1991), however, argues that the order in which liberalization 

occurs plays an important part in the success or failure of a liberalization program in the 

developing world, as does McKinnon (1973).  Lindbeck (1991) argues that if trade 

liberalization measures are combined with demand constraint policies (which are a 

standard part of an IMF adjustment package) they may have negative consequences for a 

developing country’s economy.  The IMF, however, views liberalization as a 
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fundamental good that must be undertaken for the purposes of a country’s economic 

health (IMF 1997a, 1998a, 1998b, 2000, 2001a).  

Financial liberalization entails the opening up of a country’s financial sector to market 

forces, privatizing local banks and capital account (Ingham 1995; Strange 1998).  It 

requires that capital be able to cross borders freely without being penalized with taxes or 

controls.  These policies are argued to strengthen the economies of the debtor countries 

by deepening the ability of the financial institutions’ involved to respond to market 

signals (Ingham 1995).  The Asian Tiger economies were all widely argued, during their 

high  growth decades of the 1970s and 1980s, to be good examples of the benefits of 

financial and trade liberalization but have since been shown to not fit this model well 

(Dombrowski 1998; Wade and Veneroso 1998).  Liberalization is a tool that the IMF uses 

to open up developing countries’ economies and adjust their economic focus toward the 

outward oriented policies of export led growth (Gowan 1999; Rowbotham 2000).  Sachs 

(in Strange 1998) argues that the strong currency some developing countries achieve 

directly after liberalization has more to do with a high volume of capital inflows seeking 

high returns than it does with the liberalization process itself. 

These policies of privatization and liberalization discussed above are also linked to 

deregulation.  This is again related to the neo-liberal argument that business (and 

individuals) will generally perform best when unmolested by government (Friedman 

1993; Noll and Owen 1983).  The reason the policies discussed above are related so 

closely to deregulation is that it is somewhat contradictory to attempt to implement them 
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within a framework that is highly regulated.  Therefore, as Zank (1990) argues, regulation 

is seen by neo-liberals to be an obstacle to economic growth in the Third World.  Crotty 

and Dymski (2000:3) support this when they contend that ‘The hallmark of Neoliberalism 

is the pursuit of unregulated markets almost everywhere for almost everything’.  The IMF 

adopts this position with all of the countries that it deals with. 

My work will address these problems from a different perspective to that used by the far 

right and neo-liberal theorists discussed above.  As has been demonstrated, these 

approaches view the problems of Third World debt as being entirely economic problems 

and entirely domestically located.  Alternately, the authors which I will draw on most 

heavily take the position that the debt of the Third World is systemic in nature and is 

fundamentally a political issue (Chase-Dunn 1989; Chossudovsky 1999; George 1992, 

1994; Gowan 1999; Payer 1974; Pfister and Suter 1987; Rowbotham 2000, Strange 

1998).  As stated above, this work will not go into a protracted rebuttal of these themes at 

this stage as they are consistently addressed throughout the dissertation. 

As argued here, it is the issue of conditionality that gives the IMF the bulk of its power 

and legitimacy.  The issue of IMF conditionality is challenged by many on the political 

left as intrinsically harmful to indebted countries (Bird 2001; Edwards 1989).   Killick 

(1989) specifically argues that IMF conditionality limits the role of government in the 

developing countries to too great a degree and that it has a tendency to deviate outside its 

stated aim of economic adjustment and into the arena of domestic politics.  This position 

is supported by Feldstein (1998) with respect to the Asian economic crisis.  He makes the 
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point that the IMF regularly utilizes economic crises to promote its neo-liberal agenda by 

forcing debtor countries to accept conditions (as part of their loan agreements) that have 

little to do with addressing the crisis at hand.  The Asian crisis triggered a good deal of 

criticism such as this for the IMF.  Jeffery Sachs (1997a, 1997b, 1997c), a former Fund 

employee, argues that the standard IMF conditions and policies, that are linked to its loan 

agreements, had no place in Asia during the crisis as the standard fiscal contraction model 

did not fit the problem.   

Sachs is one of a growing number of formerly neo-liberal theorists who are now 

advocating the use of policies in the Third World that would not be considered neo-

liberal.  Paul Krugman (1998a, 1998b) is another theorist who has transformed his 

position from one that was firmly neo-liberal to one that acknowledges the need for a 

different approach to the problems of Third World debt.  Krugman (1998b) argues that 

countries of the semi-periphery which are vulnerable to volatile capital movements 

should be able to utilize the option of capital controls if they deem it necessary.  He cites 

the recent case of Malaysia as an example and argues that it has done better than had it 

followed IMF advice and maintained open borders (Krugman 1998b).  The former chief 

economist with the World Bank, Joseph Stiglitz, has also reversed his position on the 

necessity of neo-liberal economic policies.  Stiglitz (2000a) argues that the Fund often 

eschews facts in favor of theory and that, as someone who was privy to the highest 

workings of the IMF, he often saw no empirical evidence to support many of the Fund’s 

adjustment policies.  Stiglitz (2000b) also argues that IMF policies are biased toward 

financial capital and that if the Fund reported to labour ministers instead of finance 
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ministers, its policies would look quite different to what they do now.  The IMF itself 

acknowledges that its packages may not work.  In one policy paper the IMF (1987) goes 

to great trouble to explain the theoretical underpinnings of its adjustment packages, but at 

the end states that these may not be appropriate for countries with large external debt 

burdens.  As Bienefeld (2000) points out, it is under large external debt burdens that the 

vast majority of Fund programs are implemented.  Notably, there has been little migration 

in the alternate political direction from left to right. 

It is the IMF’s inability to view the issue of Third World debt as part of a global problem 

that gives its policies their main weakness.  Theorists such as Chase-Dunn (1989), 

George (1992, 1994), Gowan (1999), Suter (1992), Wallerstein (1974) or Pfister and 

Suter (1987) maintain that to address the issue of Third World debt one must look at the 

world-system and not at individual countries.  By examining each country individually, 

the IMF is able to discount the data that often links its policies in one developing country 

to the problems in another (George 1992, 1994; Rowbotham 2000).  By examining the 

processes involved as components of a system, it is possible to understand the 

interconnectedness of debt issues.   

Pfister and Suter (1987) provide a conceptual framework through which we can study the 

peripheralization of the Third World in relation to global business cycles.  They argue 

that debt cycles and Kondratieff waves are connected and that the processes that 

encourage indebtedness amongst poor nations are due to the behavior of rich countries 

during an economic upswing.  This work has gone the farthest in developing a world-

 



14

systemic framework which incorporates the role of long waves into a model of Third 

World indebtedness.  The world-systems approach is integral to understanding the 

inherent weaknesses in IMF conditionality and why these policies consistently fail to 

realize the economic gains which are claimed to stem from their implementation. 

Systemic Approaches 

This section will review the two main approaches to studying the interactions between, 

and the economic positions of, the actors in the global economy.  These approaches will 

be referred to as the globalization perspective as contrasted against the world-systems 

perspective.  The four hypotheses I propose below (if true) argue for a world-systems 

approach over a globalization view.  The process of examining and analyzing these 

positions and their substantive qualities will also provide a basic theoretical orientation of 

how this thesis will be researched and its data ordered.  Further to this, business cycles 

will be analyzed and their role in the development/underdevelopment paradigm 

discussed.   

Globalization theory evolved from modernization theory which contends that First World 

countries are the most modern evolution of an almost teleological process of 

development.  By this argument, Third World countries are merely at an earlier stage of 

the development process and by pursuing certain development policies dictated by those 

in the First World they can evolve into developed countries themselves (Leys 1996:111).  

In the literature, this is often referred to as convergence.  ‘Thus, it can be shown that the 

national constitutions of most nations are convergent in progressively incorporating 

guarantees by the state to provide its citizens with access to education and health care, as 
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part of an expanding list of additional entitlements’ (Inkles 1981:18).  Convergence 

stresses the existence of a specific point which these countries will eventually reach and 

hence achieve modernity.  Modernization theory tends to place the emphasis for a 

country’s economic position almost solely on the nation-state itself.  

The difference between modernization theory and globalization lies in the level of 

autonomy that each allows independent nation-states to exercise over their own 

economies.  I argue that globalization theory can be conceptualized in terms of a 

reworking of aspects of modernization theory to address the problems emerging from the 

austerities that were being called for at the beginning of the debt crisis in 1982 and 

originating with the oil crisis of 1973-74.  Modernization theory, while it still saw the 

individual country as the unit of analysis and responsible for its own development, 

allowed them a degree of control over the domestic economic conditions they selected to 

achieve this development.  Modernization theory also acknowledges the need for market 

and institutional interventions.  This is not a contradiction between modernization theory 

and practice, as its adherents (and at until the 1970s the IMF was one) still believed that 

the Third World had to follow the First World path of industrialization; they simply 

believed that this could be accomplished by allowing these countries to develop strong 

internal economies.  It is not a coincidence that this period when the Third World was 

‘permitted’ to pursue policies of internal development was during the period of 

Keynesian dominance of global economics.   
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Globalization, on the other hand, achieved prominence during the ascendance of neo-

liberal/neo-classical economics.  Since neo-liberal economics views government 

interference in economics as fundamentally bad, the formerly condoned practices of 

import substitution, government direction of investment, capital controls or subsidies, 

became anathema to the IMF.  Countries were encouraged or forced to open up trade and 

liberalize their financial systems.  Where modernization allowed for the fact that 

unfettered competition between states would force many in the undeveloped world to 

prematurely compete on disadvantageous terms with many in the First, globalization 

theorists saw this as a positive move.  Indeed many globalization theorists saw it as the 

only move.  Globalization assumes that these measures will assist in reducing the debts of 

the countries involved.  Rowbotham (2000) calls this the borrow, invest, export and 

repay, model.  This is the model that the IMF tends to favor.  I propose that this model is 

flawed and can be proven to be so if judged against criteria such as health or poverty 

levels, or even narrowly economic criteria such as debt burden or export income.  As to 

the question of who benefits the most from Fund policies, the globalization response is 

that everyone benefits from these policies, if not now, then in the future. 

The argument that globalization, as a process, is inherently good for all countries 

including those of the Third World is predicated on several contestable assumptions.  

These include the assumption that all countries can compete equally on a level global 

playing field which, by definition contains no trade protectionism, subsides or 

monopolies.  It assumes equal power for all countries in the marketplace and that Third 

World countries will be able to attract the capital flows necessary to keep investing in 
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growth industries so as not to be left behind.  By examining the debt crises of the past 

three decades one can see that this is demonstrably not true.  Favoring globalization 

theory, the Fund has encouraged/forced Third World countries to open their economies 

and reduce the role of government.  The results of this are clear.  First Mexico collapsed 

under the weight of its foreign borrowing, taking the majority of Latin America with it.  

Again in 1995 after applying Fund policies and prescriptions, Mexico suffered a massive 

financial crisis that was, as will be argued more comprehensively below, caused and not 

strengthened by the globalization based policies of the IMF.  Asia in 1997 and Russia in 

1998 were also crises that had as some of their primary causes, the openness and 

interconnectedness that were encouraged by Fund policy.  More recently, Argentina has 

also undergone an economic collapse after years of IMF adjustment along these lines.  It 

is important to note that these are only the main crises mentioned here and they occurred 

in the semi-periphery.  There are many other countries of the periphery which are in 

equally bad financial positions but which do not threaten the global system and therefore 

get little attention.  This will be expanded upon below. 

Finally, globalization assumes the mobility of trade and capital and yet, not labour.  If 

labour were allowed to have the mobility of trade and capital, it would erode the powers 

of nation states to regulate it.  For capitalists, the ability to move products and capital free 

of regulations is seen as a necessity, however, labour mobility creates problems for 

capitalists as labour cannot be owned and without the assistance of the nation state it is 

difficult to control.  If a low wage labourer in a poor Third World country could earn 

more by moving to a developed country, it increases the pressure for wage rises in his 
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home nation.  Instead, what we see is the opposite of this with the pressure on wages in 

the Third World being predominantly downward.  This helps to create a crisis of demand 

within the domestic market and means that domestic businesses must focus even more on 

exports.  This in turn weakens the economy as it makes it dependent on exogenous 

stimuli such as export price movements.  It will be argued below with regard to Mexico 

in 1982 that it was this type of external pressure that triggered the debt crisis.  In short, 

labour mobility would be a threat to the global division of labour that the developed 

countries need to maintain.  

Since the time when modernization theory first emerged as a serious position (post-

World-War II), there has been a remarkable lack of countries making the transition from 

developing to developed.  ‘In fact, around 100 developing and transition countries 

experience slow economic growth, stagnation, or outright decline, and the incomes of 

more than a billion people now no longer reach levels attained 10 or even 30 years ago’ 

(Surin 1998:3).  In reality, most of the countries then termed developing are still 

developing with many actually going backwards developmentally in relative terms.  The 

fact that these figures, outside of radical or left-wing developmental theorists or the anti-

IMF neo-classical purists, are not widely regarded as an IMF failure is a result of the 

overwhelming dominance of both Fund orthodoxy and globalization theory.  That is, 

because the IMF is doing what generally accepted neo-liberal economic dictates mandate 

that it should do, it, by default, must be blameless. 
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The left sees the processes of globalization at work but interprets them very differently to 

the right:   

The systemic economic interdependence of countries and markets 
would by no means necessarily result in a harmonious integration in 
which world consumers benefit from independent allocatively efficient 
market mechanisms.  On the contrary, it is more than plausible that the 
populations of even successful and advanced states and regions would 
be at the mercy of autonomized and uncontrollable, because global, 
market forces (Hirst and Thompson 1996:10). 

By arguing that globalization, through the technology transfers and increased efficiencies 

that it provides, will eventually cause the countries of the Third World to achieve the 

same level of development as countries of the First World, is to overlook the dynamic of 

capitalist accumulation.  That is, capitalism has a tendency to provide benefits to those 

countries, firms, or people that have capital already and are able to mobilize it rapidly to 

take advantage of industrial, technological or, increasingly, financial developments as 

they occur.  Therefore, countries that have the means to develop new methods of 

accumulation will do so at the expense of those that do not.  This helps contribute to the 

frequency and severity of global debt cycles by causing investment lags in 

underdeveloped countries that have trouble attracting investment capital for emerging 

industries due to the fact that First World investors see their comparative advantage lying 

in labour-intensive rather than capital intensive industries.  Pfister and Suter (1987) 

explore this theme in their work on long waves of capitalist development where they 

posit that investment in the Third World occurs generally in labour intensive industries 

during economic downturns in the developed world.  They tend to focus on semi-

peripheral countries however, and their analysis is more oriented to, and indicative of, 

these than peripheral areas.  This is a theme that will be awarded greater attention below.   
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Long waves are fundamental in understanding the cyclical nature of capitalism in general 

and how its ebbs and flows affect the people of both the First and Third Worlds.  There 

are many theories of business cycles and long waves.   However, as Murray (1989:68) 

writes, ‘The common theme is that long waves are the regulators of capitalist 

development’.  All of these theories tend to have differing conceptions of cause and effect 

in relation to these long waves and all have differing timespans, although many are 

broadly similar.  It is generally accepted that business cycles vary from short to longer 

term.  The conceptualization of these waves will be discussed below, as will the data that 

is used to determine and define them.  The authors who will be reviewed here are the 

most prominent in the contemporary field of cyclical development studies such as Chase-

Dunn (1989), Pfister and Suter (1987) or Suter (1992).  It is the framework provided by 

Pfister and Suter (1987) on debt cycles, with respect to long waves, that provides the key 

to understanding the specific effects of long waves on countries of the Third World.  This 

is a theme that will be developed further below and is central to my work here. 

Modernization and globalization, by ignoring the complex power relations between states 

and regions, focus too narrowly on the concept of the economic evolution of nation states 

towards a set point called modernity.  By placing the emphasis for development on to the 

nation state itself, modernization theory and globalization head off any criticism of the 

global interstate system as a whole.  This is because globalization, much like neo-

liberalism, is conceptualized for winners.  The people who benefit the most from 

globalization have a vested interest in maintaining the current global division of labour. 

By using world-systems theory as framework, we can understand, in a historical context, 
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the exploitation and underdevelopment of the Third World as a part of an ongoing 

process of extraction that is, if anything, intensifying as these countries continue to follow 

the ‘advice’ of the developed countries and their international institutions.  To qualify the 

use of the word, continuous, it must be pointed out that often certain cyclic features of the 

First World such as business cycles (long waves) exacerbate this process for the Third 

World.  Long wave theory as a sub-component of world-systems theory is an important 

dimension of the global system of economic extraction and investment that will be 

examined here in depth.  Much work has been done on the relationship between these 

waves of capitalist development and the tendency for underdevelopment in the Third 

World.  As mentioned above, authors such as Pfister and Suter (1987) have made a highly 

credible argument as to the role of these waves in promoting economic stagnation in the 

semi-periphery and this will be looked at in detail below.  

The work of Robert Shiller (2000) contests the ‘rationality of markets’ assumption that is 

intrinsic to globalization theorists.  He instead adopts a behavioral science (social-

psychological) perspective.  As Shiller (2000:xii) points out, this type of behavioral 

science framework for analyzing financial markets is not new.  It is, however, generally 

viewed as a minor aspect of the overall relations of investment finance and not, as Shiller 

argues it should be, its ‘central pillar’ (2000:xii).  This will assist in exemplifying the 

tendency of prices and markets to not find a ‘natural’ equilibrium as commonly stated in 

neo-liberal economic circles but instead, to be largely related to the expectations and 

beliefs of investors and the brokers who encourage these stock buying frenzies with only 

minimal regard for the long-term safety of the investments or historical patterns of 
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valuation.  Another argument made here is that the over-investment in the Third World 

during these economic upturns, such as we have witnessed in Asia during the decade or 

so of ‘miracle growth’, tend to reflect an overconfidence on the part of investors that 

bears little resemblance to the actual financial positions of these countries or regions. 

World-systems theory takes almost a diametrically opposite view of the system of global 

relations to that of globalization/modernization theory.  The world-systems approach 

posits the dynamic for the interstate system at the level of interconnected global 

economic relations and not, as modernization theorists view it, as independent national 

units.  By this I do not mean that world-systems theorists see no role for the nation-state, 

but instead see that role as dictated by its position in the international division of labour 

with relatively little domestic autonomy to alter that position.   

World-systems theorists posit that if Third World debt levels are to be reduced, then the 

problem must be addressed by looking at, and reforming, the world-system as a whole.  

That is, by examining the larger issues of why development is not occurring at either an 

individual level or a systemic level for poor countries, answers can be proposed that are 

drawn from actual evidence and empirical analysis of events rather than by relying on 

models.  How does the world-systems approach answer the question – who benefits from 

the implementation of IMF policies?  The world-systems approach answers this very 

differently to globalization theorists in that world-systems analysts contend that those 

who benefit the most from these previously stated policies of the IMF are those who are 

best positioned to take advantage of them and this inevitably falls to the rich elites within 
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the Third World or the richer countries and individuals of the First World (Bienefeld 

2000; Gowan 1999; Rowbotham 2000) 

World-systems theory evolved from an earlier theory of global relations called 

dependency, or dependencia, theory that began in Latin-America with the work of Andre 

Gunder Frank.  There are still many similarities between the two perspectives but, as will 

be argued here, world-systems theory is a superior interpretative tool for analyzing the 

global interactions between nation states.  The Wallersteinian core – periphery – semi-

periphery model and the long-wave theory of debt and business cycles which are 

fundamental to understanding the cyclical nature of the world-system will also be 

examined here.  

Frank did not develop a model of the capitalist world-system as a whole but instead 

focussed on how the exchange relations between First and Third World countries helped 

to develop capitalism within the periphery which in turn promoted the underdevelopment 

of the dependent countries through the extraction of surplus value from the less-

developed countries to the more-developed.  The task of conceptualizing a world-system 

was taken up by Wallerstein (1974) in his seminal texts The Modern World-System vols 

1-3.  

World-systems theory improves on the dependency perspective’s focus on relations 

between the developed and the underdeveloped world.  By this I am referring to 

dependency theory’s tendency to contextualize the extractive process of economic 
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interdependence as being between two homogenous groups known as the 

‘underdeveloped’ nations and the ‘developed’ nations.  In this generalization undoubtedly 

lies a great deal of truth.  However, there is another level of analysis that this dichotomy 

excludes.  That is the differing power relations between core countries.  The world-

systems perspective takes these struggles between hegemonic powers into account in its 

comprehensive study of the history of global capitalism.  Further to this, the world-

systems approach builds on dependency theory’s model of uneven development and 

exploitative extraction but goes further than the dependent production model to formulate 

an extra dimension of exploitation as represented by the separation of productive from 

financial capital.  The most important innovation introduced by the world-systems 

approach, and the aspect of it that is most relevant for my work here, is the addition of the 

category of ‘semi-periphery’ to the methodology of Third World studies.  

 World-systems theorists see the actors in the world economy in terms of core, periphery 

and semi-periphery.  Core states are developed and able to harness the benefits of the 

capitalist mode of production relatively easily.  Undeveloped or peripheral states tend to 

have less choice in their role in the global system and often find themselves acted upon 

rather than economic actors in their own right.  It is due to this lack of agency that 

peripheral countries tend not to be the countries where global debt crises develop as their 

links to the global economy are too weak to threaten it despite their relative debt burdens 

being extremely high.  The periphery is, geographically speaking, the area of the world 

economy that produces goods or products that require predominantly low-skilled workers 

who are often poorly rewarded (Wallerstein 1974:301-302).   
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Semi-peripheral states can either be declining cores or rising peripherals but Wallerstein 

takes great pains to point out that these countries are not simply anomalies that do not fit 

the core/periphery dichotomy (1974:49).  Semi-peripheral states are instead vital areas of 

economic middle ground that serve the purposes of deflecting peripheral countries’ 

political pressure away from the core states that are mainly involved in their exploitation 

toward the semi-periphery.  These semi-peripheral countries are generally studied as 

exceptions to the poverty cycle which exists in peripheral countries or as conforming to 

the development model and moving toward the core (Terlouw 2002:5).  Also, the 

countries of the semi-periphery are zones in which the production that requires working 

conditions that would be politically unpopular or illegal in core countries, or industrially 

too advanced for peripheral countries can take place.  For an example of this we can look 

at the clothing and textile industries in Asia.   

The kind of sweatshop labour that is utilized in these semi-peripheral countries would be 

untenable, legally, in core countries as well as causing great social polarization and 

working class unrest.  In the periphery it would be equally as difficult to attract 

investment of this type due to the instability that can generally be associated with the 

weak state control of undeveloped countries.  As Terlouw (2002:10) argues: 

In many core states institutional sclerosis and congestion stifle 
development, while in the periphery the absence of good government, 
services, and skilled labor hampers development.  Many semiperipheral 
states and communities have enough regulation of economy and society 
for capitalism to flourish, but not too much regulation that would stifle the 
market. 

This theme of weak state versus strong state is integral to the analysis of the Third World 

in the global system and will be developed further below.  Another reason that the semi-
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periphery is more suited to provide a semi-skilled workforce is the fact that they can 

spend more money (although still not a great deal by core standards) on education than 

can countries in the periphery of the world-system.  Countries in the periphery also tend 

to be those facing the greatest debt burden and therefore, the harshest repayment 

structures enforced by the IMF and the World Bank and are the countries least able to 

maintain social spending in the face of these adjustment packages.  

In relation to debt crises, the semi-periphery is extremely important.  The majority of the 

crisis countries and regions discussed in this dissertation fall into the category of semi-

periphery and not the periphery.  It is not in the least developed of the Third World 

countries where these threats to the financial system originate but in the most developed.  

‘Compared to the periphery, the semiperiphery not only has more opportunities to express 

the tensions generated by the world-system, it is also exposed to more tensions’ (Terlouw 

2002:8).  This is due to the volume of investment that is attracted to the semi-periphery 

due to its relative stability and infrastructure.  The peripheral countries are undoubtedly 

affected very badly by debt crises but, due to their limited integration into the global 

financial system, they play less a part in their cause than countries of the semi-periphery.  

This also helps to identify what I argue to be one of the fundamental problems with the 

IMF’s approach to debt crises.  That is, their adjustment policies are geared toward semi-

peripheral countries and have no real discernable benefits for the countries of the 

periphery.  Indeed, they tend to not even acknowledge that they have a different set of 

problems at all.  
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World-systems theory is a way of studying the global interaction of nation-states.  As a 

tool to study the debt crises in the Third World, it is useful as it demonstrates the 

extractive forces that are in place at a global level and the pressures that exist which keep 

the developing world in a position of structural weakness.  It is more than that however, 

as it does not study this interaction in the terms of one country’s relations with another 

country or region but, instead, how all of the countries of the world relate to each other as 

a whole system.  In this sense, world-systems theory has a very different approach to the 

interstate system than modernization/globalization theory, in that it is a world-system and 

not an international system.  World-systems theory posits the relationships, both 

economic and political, between countries as belonging to a global dynamic of power 

relations that is historically observable and intrinsically part of the capitalist system 

(Chase-Dunn 1989:1-2).  By using world-systems theory as a framework, one can 

understand, in a historical context, the exploitation and underdevelopment of the Third 

World as part of an ongoing process of extraction that is intensifying as these countries 

continue to follow the ‘advice’ of the developed countries and their international 

institutions.  

Hypotheses and Method 

The central question of this dissertation is, who gains the most from the application of 

IMF policies in the Third World?  This will be addressed through the analysis of the 

events leading up to, and including, the financial crises that occurred most recently in the 

Third World.  This dissertation tests four central hypotheses.   
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Hypothesis one is – (1) If there are periods of ‘irrational exuberance’ among investors in 

Third World debt, these are likely to contribute to debt crises. To more fully examine the 

events that cause economic crises in the Third World, the work of Robert Shiller (2000) 

will be used as an interpretative tool.  His work on the herd mentality of investors and the 

underlying structural problems that are caused by, in his own words, the ‘irrational 

exuberance’ of the financial markets during boom periods is important as it helps to 

illuminate the inherent irrationality embedded in institutions that are often argued by neo-

liberal theorists to be wholly rational.  He demonstrates clearly how there is remarkably 

little reference to tangible economic data during the economic upswing that precedes a 

crisis.  There is a clear relationship between Shiller’s theories on irrational exuberance 

and debt cycles in the Third World in that it is this same type of overconfidence that leads 

to over-investment by companies or financial institutions in the Third World in the form 

of financial investment or loans.  The IMF, as one of these (if not the main) institutions, 

played a critical part in financial institutions believing that they had only minimal risk in 

investing in the Third World during the lead up to the crisis in Mexico in 1982.  After the 

first debt crisis in Mexico, there were numerous debt crises in the Third World – and the 

IMF became the central agent which formulated policies to deal with these crises.  

Shiller (2000) focuses mainly on the effects of irrational exuberance on the investments 

in Thailand, and Asia in general, in the lead up to the Asian economic crisis.  He looks at 

the returns that were being made on investment there and compares this loosely to the 

recent US share market and its obvious overvaluation.  The point he is making is that 

during boom periods it is unusual to find investors who are able to be objective enough to 
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critically evaluate their investment’s fundamental strengths and weaknesses as these are 

often masked by the influx of new capital that maintains the liquidity in the system.  The 

similarities between this and a pyramid scheme are undeniable and, in much the same 

manner as a pyramid scheme, the first investors to withdraw when a crisis occurs get 

rewarded and the rest lose out.  This is the kind of volatility that contributes to making 

the Third World in general a financially unstable place.   

I argue here that, in this same vein, the events leading up to the Latin American economic 

crisis in 1982 can also be linked to a kind of irrational exuberance as can, in a slightly 

different interpretation of the term, the Russian bond crisis of 1998.  Both of these 

positions will be expanded upon within their respective chapters but the argument will be 

briefly outlined here.  The Latin American crisis of 1982 was caused by, I will argue, an 

abundance of cheap loans being made available to these countries for several different 

reasons which again will be expanded upon below.  Suffice it to state that the oil crisis of 

1973-74 and the cheap money that followed the OPEC surpluses being invested into the 

global banking community was one obvious factor for this investment (Azcarate 

1986:196).  However, another more important cause was that these loans to sovereign 

governments were largely understood by the banking and finance community to be 

guaranteed as, so the theory goes, countries do not go bankrupt.  With this pseudo 

guarantee underpinning lending practices it is not difficult to see how financial 

institutions could become overconfident with their loan extensions to the Third World. 

 



30

The second hypothesis is – (2) If IMF policies are implemented in the Third World as 

dictated, then their primary benefits will accrue to the elites in those countries and in the 

developed world.  The third hypothesis posits that – (3) If Third World countries open 

their economies to foreign capital, then they are more likely to experience debt crises.   

The crises to be examined will be – the Latin American crises of 1982 and 1994-95; the 

Asian crisis of 1997; and the Russian debt crisis of 1998.  While the obvious reason for 

studying these debt crises in this order is because it is chronological, there is another 

more involved factor as well.  This is also the order in which these countries opened their 

economies to foreign capital in line with IMF policies.  Therefore, the order is important 

as it shows the domino style effects of IMF involvement in the various regions. 

Further to these, I will also look at the peripheral countries, concentrating on Papua New 

Guinea in the Pacific region, and relate its recent financial crisis specifically to the advice 

that it received from the Fund.  Hypothesis four is – (4) If IMF policies are implemented 

in peripheral countries, then they are even less likely to be successful than in semi-

peripheral countries.  It will be argued here that the people and countries that benefit the 

most from IMF policies are those who are best positioned to take advantage of them and 

this excludes the poorest of both categories.   

The IMF applies economic policy to different regions in the Third World that are at 

different stages of development, in a very similar manner.  This is crucial to my thesis as 

it delineates a clear difference between the effects of debt crisis in the periphery and 
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semi-periphery.  The issues that the IMF perceives to be important to semi-peripheral 

countries often do not have a large role to play in peripheral economies due to their 

undeveloped nature.  The IMF does not include credible theories of development for 

peripheral countries but instead, despite rhetoric, applies the same neo-liberal policy 

prescriptions as it does to semi-peripheral countries.   

Conclusion: 

This chapter has proposed four hypotheses which relate to the major theoretical 

frameworks through which the global economic relationships between developed and 

underdeveloped countries can be understood.  This dissertation attempts to provide 

evidence that all four hypotheses are true. 

The IMF acts in a manner, through its policies and adjustment programs, that tends to 

replicate the international division of labour.  Further to this, the Fund tends to promote 

the replication of economic and class divisions on a global scale while consistently 

arguing that it is doing the opposite.  By using the domestically located focus of 

globalization theory, the IMF can ignore the long-term, cyclical effects of its policies.  By 

using the world-systems approach to study the same phenomenon I will be able to take 

the longer-term overview of the same processes. 

As demonstrated above, the state-centric approach of the globalization theorists towards 

the Third World tends to leave large theoretical questions unaddressed.  Little attention is 

paid as to why the development of these countries is taking so long or why many are 

going backwards in terms of relative development.  By looking at these cases as overall 
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components of a larger, world-systemic process of underdevelopment, the actual goals as 

well as the actual results, of these policy prescriptions will become more easily 

ascertainable.   
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Chapter 1: Mexico. 
 
 
Introduction 
 

This chapter will primarily examine the first three hypotheses discussed in the 

introduction, using the Mexican financial crises as a case study.  These hypotheses are 

that – (1) If there are periods of ‘irrational exuberance’ among investors in Third World 

debt, these are likely to contribute to debt crises, (2) If IMF policies are implemented in 

the Third World as dictated, then their primary benefits will accrue to the elites in those 

countries and in the developed world, and – (3) If Third World countries open their 

economies to foreign capital, then they are more likely to experience debt crises.  

Therefore the thesis with respect to Mexico is that if Mexico had not opened its economy 

to foreign capital, then the effects of the 1982 crisis would have been mitigated and the 

1994/95 crisis may not have occurred at all.  It will be demonstrated here that the 

Mexican example fits the theory of long waves of economic development proposed by 

Pfister and Suter (1987) and that world-systems theory can assist in explaining the case of 

Mexico at a macro level.  

Furthermore, this chapter has relevance to hypothesis (4), as Mexico is a semi-peripheral 

country and as such represented a new paradigm for the IMF which had, up until that 

point, been primarily involved with peripheral countries in Africa and Asia.  This was, 

arguably, the first of the major modern debt crises and its importance as such will be 

noted here.  This is not to say that it was the first debt crisis as there were several 
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somewhat earlier such as the Turkish debt crisis of 1978-79 and the Polish debt crisis of 

1981.  These will not be looked at in detail here as they do not hold the same significance 

as the events in Mexico.  The reasons that Mexico’s debt repayment problem transmuted 

into a crisis are important as it will be contended here that this was the first time since the 

oil crises of 1973/74 and 1979 that the global financial system was seriously threatened.  

The fact that the global order was so plausibly threatened, again, by a semi-peripheral 

country, was of some considerable concern to the keepers of the global financial system.  

Again, the trigger for this crisis was oil, as oil prices began to fall after their 1981 peak 

and interest rates rose.  These international events proved to be deleterious to Mexico in 

the extreme (Graham and Wada 2000:785).  This was ostensibly the trigger for the debt 

crisis of 1982. 

 The subsequent tone of the dealings between the First World, their international 

representatives (the World Bank and the International Monetary Fund), the Third World 

in general and Mexico in particular reflects this concern for the increased volatility of the 

semi-periphery.  It will be argued that Mexico, while clearly not blameless in its dealings 

with international financial institutions (IFIs), as will be discussed further below, was 

fiscally punished beyond reason for doing, what in essence, it had been forced to do.  

Further to this, the work of Robert Shiller (2000) will be utilized to demonstrate the 

similarities of herd investment mentality in the share market and the lending boom to the 

Third World after the oil crises of the 1970s.  The role of the IMF in the Mexican crisis is 

also extremely relevant and will be examined below.   
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It will be argued here that the reforms introduced in Mexico in 1982 by the IMF were 

more concerned with supporting the position of global capital and the position of the 

Fund itself as a global financial player than they were with assisting Mexico’s 

development.  This will be demonstrated by the examination of the pre-crisis economic 

environment in Mexico and comparing that with the post-crisis environment in relation to 

the second economic crash in Mexico in 1994-95.  These will then be discussed with 

reference to the current economic condition that Mexico finds itself in.  It will be 

proposed that the application of neo-liberal economic principles, in the form of IMF 

adjustment packages, has done more harm than good to the Mexican economy and that 

had more domestically focussed rather than globally oriented economic policies been 

allowed, the majority of the Mexican population would be in a less disadvantaged 

position than it currently is.  At this point it would be prudent to clarify what Mexico 

actually did that caused the international panic that was to follow. 

What Happened in Mexico? 

In August 1982, Mexico threatened to default on its foreign debt servicing obligations.  

This sounds like a serious threat and, in its own way, it clearly was or the global financial 

panic that surrounded the announcement would not have happened.  But let us now 

evaluate what the actual effects of that threat would have been, had it been realized, at a 

functional level.  To begin we must consider what was occurring with regards to debt 

repayments on a monthly basis in Mexico, and in most other Third World countries.  

Debt that cannot be repaid gets rescheduled.  That is, it gets ‘postponed’ and new money 

is loaned to cover the repayments 'This is precisely what happened in the five years 

between 1978 and 1983.  The banks received about $125 billion in interest from 
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developing countries and then advanced the very same countries $140 billion in ‘new 

money’' (Kaletsky 1994:70).  Also known as the ‘90 day game’ as after 90 days banks 

have to declare unserviced loans non-performing, this is explained in a footnote to the 

tables on debt repayments in The Statistical Abstract of Latin America vol. 37 (2001:875) 

where it states that ‘Debts under 90 days normally have been considered to involve only 

‘cash flow’ management, but in recent years such loans have been simply ‘rolled over’ to 

disguise what are in effect loans for an unspecified term’.  From 1980 to 1996, in Mexico 

alone, the interest repayments were a total of US$112.119 billion2 (The Statistical 

Abstract of Latin America vol. 37 2001:874).  The difference between this arrangement 

and a default may seem somewhat cosmetic to the casual observer and, functionally, the 

difference would be fairly cosmetic to the debtor country.  This position is argued 

strongly by economic development commentators such as Rowbotham (2000) who 

contends that Third World debt is largely an accounting problem.  He posits that by 

allowing these new loans and payments to cancel each other out as a type of debt 

forgiveness, the loans could be kept as active on the banks’ accounts and no-one would 

be functionally any worse off (Rowbotham 2000:134-140).  However, the reactions to the 

announcement of a default by the international financial community mean that the actual 

difference to the debtor country is far from cosmetic.  This is not the only reason that 

reforms of this type are not seriously considered though, as this would also mean the loss 

of income that occurs with the accrual of interest on these loans.  

                                                           
2 In 1995 dollars. 
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The difference between the two types of loan non-payment for the international banks 

and IFIs is simple.  To have debt repayments regularly rescheduled and refinanced so that 

they appear to be performing (getting paid on time) means that the lending institutions 

that are extended or over-extended in the region can keep the loans on their balance 

sheets as a fully valued asset.  If a default were to be declared then they would be 

required to list these loans at a discount on their books.  At the time of the first crisis in 

Mexico, the Mexican foreign debt stood at US$75 billion (IMF 1992:10) much of this 

was assumed by the large US ‘Money Centre’ banks which were over-exposed.  The 

largest nine of the US banks had 44 percent of their capital invested in loans there 

(George 1994:41).  Also, the Mexican government had been borrowing heavily in the 

years up to 1981 in the short term debt market (IMF 1983b:1).  Soederberg (2001b:2) 

argues that this was done largely to address the growing tensions between capital and 

labour that were becoming extremely strained due to the contradictory demands of each 

in an increasingly resource strained environment.  A default would have meant that much 

of this money would have had to be declared non-performing and would therefore need to 

be declared as a loss on the banks balance sheet.  The crisis of confidence that this would 

trigger could prove to be extremely damaging to the system as a whole (Bird 2001:828; 

George 1994:41).  With these potential consequences, it can now be seen as not 

surprising that Mexico’s announcement caused such a global panic.  The next section will 

examine what factors caused Mexico to become so financially unstable as to threaten 

default, and look at to the degree to which this problem was foreseeable and preventable. 
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Although there was obviously no one reason that can be pointed to as the cause of the 

Mexican debt crisis, there are two main categories of factors that can be reasonably 

discussed as causes.  These are quite simply, internal and external factors.  This theme of 

internal and external is, obviously, going to be problematic with regard to some of the 

factors involved that may span both of these classifications, but it will be useful as a tool 

through which to order ideas and arguments.  Some of the internal factors to be discussed 

are corruption, governmental legitimacy, the role of the elites (compradors) and capital 

flight, although this last is not easily reducible to internal or external factors alone and 

will be discussed as both.  External factors to be looked at are falling commodity prices, 

First World market protection, the oil crisis, rising international interest rates and the 

lending practices of IFIs.  It will be my contention here that the internal factors involved, 

although important, were far less to blame for Mexico’s debt crisis than the role played 

by external factors. 

This section on the internal factors involved will begin by looking at the role of capital 

flight in Mexico.  As stated above, capital flight is difficult to categorize as solely an 

internal or an external factor, as a cause or effect.  I argue that in Mexico in the prelude to 

the 1982 debt crisis, capital flight was a greater cause, through sheer volume of funds 

exiting, than effect.  ‘The financial collapse of Mexico made it dramatically clear that had 

there not been a massive flight of hot money, there would have been no general crisis of 

debt’ (Naylor 1994:60).  In Asia in 1997 or in Russia in 1998 capital flight was more of a 

problem that occurred after the crisis itself was evident.  It fell more into the effect 

category.  Obviously this did little to improve investor confidence in the regions involved 
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and contributed greatly to the accentuation of the crisis, but was not a fundamental cause 

to the degree that capital flight was in Mexico.  There is variance in the estimates of the 

volume of capital flight in Mexico after the oil boom.  These estimates for the three years 

prior to 1982 fall between US$20 billion and US$60 billion (Naylor 1994:62).  If the 

upper limit is accepted then this would mean a total of approximately 50 percent of the 

total income that Mexico received from exports and loans during that period were sent 

offshore depriving the economy of much needed capital (Naylor 1994:62). 

With this volume of funds being withdrawn from circulation it is not difficult to see, with 

the benefit of hindsight, how the balance of payments crisis was set to occur.  This money 

left Mexico in a variety of ways.  With the peso overvalued due to the maintenance of its 

peg to the US dollar, enormous amounts of money disappeared due to consumer spending 

on imported goods that were now much cheaper than they otherwise would have been 

(Ladman 1986:7).  Of course, much more capital was shipped overseas to tax haven 

banks in the Caribbean, Europe or Pacific Islands (Naylor 1994:62). 

Capital flight is not unique to Mexico but because of its proximity to the United States 

and the relative ease which the border between the two can be breached, Mexico had a 

much easier time of expatriating capital than did other, ‘less fortunate’, southern 

neighbors.  It is worth noting that the IMF report for the year 1983, which evaluates the 

Mexican crisis, does not mention the role of capital flight in precipitating the debt crisis.  

The fact that the IMF report does not address this issue helps to illustrate the way in 

which the Fund and indeed most international financial institutions view capital flight.  
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That is, it tends to be viewed within a neo-liberal framework which posits the individual 

nation-state as responsible for encouraging domestic investment.  Neo-liberal economic 

theory addresses capital flight in terms of domestic economic policies.  If a country 

cannot provide a stable environment for investment then it is the right of the holder of 

capital to remove his resources to a country that can, is the argument of neo-liberal 

economists (see Walter 1985).   

Helleiner (1995:81) writes of this, ‘A final and more profound criticism made of the 

orthodox approach during the 1980s was that it did not question whether domestic elites 

should in fact have had the right to take their money abroad in the face of domestic 

difficulties’.  It should be stated here that although neo-classical economists are becoming 

increasingly concerned with this aspect of capital flight (particularly with respect to drug 

money and the laundering of the proceeds of crime), their definition of crime is 

frequently problematical.  That is, what may be considered to be criminal proceeds in one 

country and by one set of standards may not be so in another.  Anything to do with 

finance and white collar crime is generally considered by neo-liberals to be more of a 

grey area and less of a crime than drug money laundering or other more traditionally 

criminal proceeds.  There is also a temporal dimension to this phenomenon, as argued by 

Helleiner (1995); the political will to address the problem of capital flight increases or 

decreases in response to global economic and political imperatives.  He cites the example 

of the US and the way that it was able to assist European countries to repatriate their 

citizens’ offshore holdings (after several years of increasing global pressure) in March 

1948.  This can then be compared with the capital flight that took place in Latin America 
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in the 1980s and the decided lack of political will to address this issue in a similar 

manner.  The most obvious reason for this is that, unlike the post-war period, the US was 

a hegemon in decline and was spending its way out of recession which required a large 

amount of capital to enter the country.  As the US at the time (1980s) was the largest 

recipient of flight capital in the world (Helleiner 1995:82), it is logical that their interest 

in repatriating this money during a period when it was needed was negligible.   

Capital flight, as opposed to being the logical result of misguided government policy, is a 

way for elites to maximize their financial gains at the expense of the poor.  This process 

is accentuated during times of economic instability such as during financial crises.  If an 

economy is in trouble, such as Mexico’s was from the late 1970s until the threatened 

default of 1982, then the elites within those countries would rather hold their wealth in 

another currency (usually US dollars), as every time the local currency is devalued (a 

standard feature of IMF adjustment packages) they become richer at home. An example 

of this was the devaluation of the Mexican peso, which allowed Mexicans holding 

foreign currency to recycle it into local assets with greatly enhanced purchasing power 

(Naylor 1994:73). 

This point about the Mexican elites using capital flight before the financial crisis really 

took hold in 1982 needs to be developed further as it is significant in the understanding of 

the way that crises are interpreted.  As will be expanded on in a later chapter, with 

reference to Russia, many practices of capital accumulation and protection have negative 

economic results for developing countries in general while enriching the elites within 
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these countries in particular.  The fact that these accumulative practices are ignored in 

most instances and encouraged in others by the IMF until they become a crisis is 

revealing in and of itself.  It reflects the neo-liberal tendencies within the IMF that make 

the Fund reluctant to criticize the role of private capital within the global financial 

system.  

As will be demonstrated below, the economic troubles experienced by Mexico at this 

time were not as much the fault of the government, although it was by no means 

blameless, as they were external factors outside of governmental control.  Therefore, to 

say that capital flight is the result of government policy becomes a much weaker 

argument.  But as stated above, the IMF does not address the issue of capital flight at all.  

It is simply none of its business as individual economic activity falls outside of its area of 

concern, and into the realm of free-market economics where market discipline will create 

fairer outcomes, even when that activity affects the ability of an entire country to repay 

its foreign exchange commitments.   

What is most relevant in this example is the way in which the elites can be seen to profit 

from financial crises. ‘The orthodox [adjustment or austerity] programs being followed in 

Latin America do in fact serve the interests of the ruling groups… Rich Latin 

Americans… succeeded in insulating themselves - and may even have gained - from the  

process’ (MacEwan 1986:12).  This is not a new phenomenon nor is capital flight the 

only way that this occurs.  The implementation of IMF adjustment packages assists these 

processes in the Third World rather than retarding them.  There can be no clearer an 
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example of this than the IMF policies that demanded market liberalization and 

globalization over import-substitution.  The effects of these policies on the local elites 

were obvious.  Not only foreign corporations, but also the wealthy elites in Third World 

nations, have been protected and favored by structural adjustment policies, the main 

impact of which has been upon the poor majority (Rowbotham 2000:65).  Where during 

the period of import-substitution it was in the best interests for the owners of productive 

enterprises to develop a strong domestic market to buy their goods; in the new climate of 

export-led growth this will disappeared.  It was no longer necessary to have workers who 

could afford to buy products as they were now freely exportable in a global free trade 

environment.  In fact, now the opposite was true, and paying workers lower wages so as 

to be globally competitive was representative of the new orthodoxy.  Regulation and 

governmental protection, which were formerly supported by the elites, were now 

eschewed in favor of policies designed to substantially lower wages and conditions.  This 

race for efficiency was also being run by the governments of these countries with regards 

to taxation for foreign firms, labour regulation, lax environmental laws and regulation of 

working conditions, to attract foreign investment.   

To deviate slightly from the stated analysis of the Mexican economic crisis I will look 

briefly now to the tendency of economic contagion that occurred throughout the region in 

the wake of the Mexican crisis of 1982.  This contagion was largely caused by the mass 

withdrawal of bank credit to the Latin American region after Mexico announced that it 

intended to default (Cammack et al 1993:305).  Commercial banks were concerned that if 

this could happen in Mexico then it could happen in Latin America in general as many of 
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these economies had a similar economic structure and were at similar stages of 

development (Shepherd 1994:309).  Therefore, after Mexico’s threatened default, it can 

be viewed as unsurprising that Brazil then Argentina followed, with the contagion then 

spreading to the smaller economies of the region.  The purpose of this is for an 

examination of the structural weaknesses that existed within the region as a whole and, 

also to look at how these weaknesses were diagnosed and treated by the IMF before the 

crisis, if at all.   

An internal cause of the Latin American debt crisis in some of the countries was the 

instability that came either from having a military regime in power or from a history of 

military regimes.  The intrinsic nature of the political and economic environment during a 

military dictatorship is one tending toward instability.  Encouraging investment in an 

economic environment that cannot guarantee the stability provided by the rule of law or a 

system of bureaucratic rules and norms is an extremely difficult task3.  With the constant and 

very real prospect of a coup occurring at any time, the security of assets and investment 

capital becomes an important question for investors.  Further to this, military governments 

have a tendency to overspend on military hardware and ignore the running cost of an 

economy. 'Ten billion dollars of the total $54 billion owed by Argentina can be traced 

directly to military spending under the generals' regime' (George 1994:22).  This forces the 

question of legitimacy to the fore.  To what degree should the people of a country who 

had no part in the political process be expected to pay for the excesses of a government 

they did not elect or want?  This question will be answered in greater detail further on, 

                                                           
3 This is not to argue that military governments cannot get external funding as, for military spending, they 
obviously can.  They have far more difficulty attracting actual productive investment. 
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but the response, according to the way that the IMF conducts negotiations and re-

negotiations on this matter, is that the politically disenfranchised members of the 

population should be wholly responsible for the debts incurred by former rulers.  This is 

because the IMF has a classless conception of debt and is most comfortable when 

discussing countries or nation-states in terms of individual units.  

Leaving aside the question of legitimacy, military governments also, by their inherent 

nature, tend to be very aggressive.  This can account for huge sums being spent on 

incursions ranging from domestic defense from groups such as rebels challenging for 

supremacy, to full scale war such as Argentina’s defense of the Malvinas.  The Malvinas 

war created expenditures that caused a US$2.1 billion capital account deficit in an 

economy that had been, up until that point, operating in a positive position (Latin 

American Weekly Report 27th May 1983:7).  By putting Argentina’s capital account into 

the red, the Malvinas war was the major cause of the massive international credit 

withdrawal that not only deepened the Latin American debt crisis directly, but also 

increased the generalized flight of capital from the region. 

The perception of international and business relations, for the IMF and IFIs, is informed 

by the tenets and doctrines of neo-liberal economics.  Under this system there is a good 

deal of emphasis placed on what are termed ‘economic fundamentals’ these are such 

things as balance of trade, balance of payments, current account deficit/surplus, economic 

transparency, liberalization of trade and finance amongst other things.  These are 

discussed continually in IMF literature and good economic fundamentals are seen as both 

 



46

the path to greater stability and as necessary for economic success. Nevertheless, vast 

sums of money were loaned to countries in Latin America that had extremely poor 

fundamentals.  This was often done to support their spending on military hardware, 

largely sourced from the US, or to simply pay the interest on existing loans.  The IMF’s 

position on this is that the lenders were ignoring the fundamentals for a long time for 

which they would eventually pay the price.  This ‘price’ was then defrayed by the IMF 

protecting the financial positions of investors at the expense of taxpayers in both the First 

and Third Worlds. 

Countries cannot go bankrupt.  That is the operating premise under which many of these 

loans were given and, apart from exceptions such as Somalia or Liberia, it has proven to 

generally be correct since the Mexican debt crisis of 1982.  That does not mean that it is 

necessarily true.  Before the Bretton Woods institutions came into existence, Third World 

countries unilaterally defaulted when they needed to.  As argued above, this was done at 

the end of a Kondratieff B phase when the international financial system was straining 

under the weight of unproductive capital tied up in the form of loans (Pfister and Suter 

1987).  By defaulting at this stage of a long-wave, the global financial system benefited, 

due largely to the fact that without the profits generated by these loans, there was a 

genuine incentive to invest in the next generation of production and, it also meant that 

developing countries had capital that they could now use for imports (Pfister and Suter 

1987).  It was not undertaken lightly, but without a unified front of creditor organizations, 

countries could deal with individual banks from a position of relative power.  With the 

creation of the IMF and the World Bank in 1944 came the coordinated economic 
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framework that was able to generate a cogent threat to countries which were considering 

default as an option.  Extra stability in the global financial system was provided by the 

advent of these institutions and, with them, the advent of more institutionalized forms of 

economic relations in the shape of structured loan rescheduling and multilateral 

rescheduling agreements (Pfister and Suter 1987:258).  This also structurally enforced the 

global financial system by providing a framework through which creditors could organize 

and form creditor groups.  Individually, banks had little that they could threaten a debtor 

country with, but as a group they could be much more potent.   

This threat may or may not be as real, or as easily implemented as it is perceived by the 

developing world but its parameters have not been seriously tested (until recently to a  

degree by Russia which will be discussed further in a later section and, more recently, 

Argentina).  That is, although Mexico declared a default, it was not put in the position 

where it had to go through with it and was instead bailed into a position of technical 

solvency.  The reasons for this lie in the world-systemic forces and how they interact with 

the international hegemonic regime that now exists.  That is, since the United States took 

over as the global hegemon after World War II, it has been the default custodian of a 

global financial system that has an increasing tendency to crisis.  By utilizing its position 

of economic strength after World War II (largely at the Bretton Woods conference and 

through its control over the Bretton Woods institutions), the US has been able to create 

global financial institutions that, while funded globally, reflect the financial interests of 

the US.  There are many ways that these institutions increase the stability of the global 

financial system – as lender of last resort, providing development assistance, technical 

advice, organized creditor groups and, perhaps most importantly, through the punitive 

systems that it can cogently threaten an individual country with.   
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Since Mexico 1982, no country of any significant size has unilaterally declared a default4 

and certainly, no region or grouping of countries has tried to do this.  In spite of the fact 

that many countries involved in the adjustment process see these programs as pointless, 

they do not formally consider a 1930s style debt moratorium due to the fact they believe 

the costs of such an action to be too high (Foxley 1988:80).  This fear of the 

repercussions of default is what is used to keep debtor countries in line and it is not 

dissimilar to the policies of Mutually Assured Destruction (MAD) that existed during the 

cold war5.  If the debtor country defaulted then it would destroy the financial institutions 

that were invested there.  Conversely, the damage that could be inflicted by the global 

financial community on the defaulting country by both reclaiming that country’s assets 

and denying any further loans is enough of a threat to avert this kind of drastic action.  

Whether the threat is real or not, the very fact that it could potentially damage the global 

economic framework is what makes the balance so important, if precarious.  It is true that 

developing countries have a great deal to lose by the withdrawal of financing that would 

happen in the event of a default.  However, the First World creditors and their 

institutions6 would arguably have a great deal more at stake by the challenge that this 

would pose to the global financial system.   

International lending institutions, knowing that the threat of severe penalties discourages 

default, felt free to loan to Mexico as much as they wanted in the period between the first 

oil shock in 1973 and the advent of the crisis in 1982, with the understanding that the 

country would continue to pay.  Extending on the work of Shiller (2000), this is similar to 

                                                           
4 Recently Argentina has declared a limited default and it remains to be seen what sanctions are brought 
against it for this action. 
5 During the cold war period there was an understanding that if one of the then super-powers (the USSR or 
the USA) were to use their nuclear weapons, there would be retaliation of like kind by the other side 
resulting in the destruction of all involved.  This acted as a cogent deterrent for either side to escalate 
hostilities to the nuclear level and, arguably, provided one of the most stable political periods in history. 
6 I argue that despite the development rhetoric, the international institutions such as the IMF and the World 
Bank are essentially creditor institutions as they are primarily designed by and run for, the creditor 
countries and banks and are concerned mainly with the maintenance of the global system and the smooth 
transfer of funds from debtor to creditor. 
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the boom in asset investment in Asia up to the crisis of 1997 (to be discussed in detail 

below) in that there was perceived stability, large profit returns and a great many large 

investors involved which caused a herd style mentality to emerge.  The events of 1982 in 

Mexico both challenged this belief in the inability of countries to default and ushered in 

the IMF as the most powerful of the IFIs.  This is an important theme that will be 

expanded upon further below. 

In essence, to the banks in the developed world, what this money was spent on was of 

little importance.  Bankers thought that there was an intrinsic difference between 

domestic business loans and international loans to governments or to businesses with 

government guarantees.  Susan George (1994:31) cites an interview with an anonymous 

twenty-five year old international banker: 

The corporation’s shaky financial structure was not, however, grounds for 
refusing a loan.  Whereas, he notes, you are trained in domestic banking to 
make sure a company has enough assets to cover its debts, in international 
banking you are told to forget about that.  The trick when you know full 
well the company is not creditworthy but you are under pressure and 
determined to place the loan anyway, is to ‘shift responsibility to a third 
party’ through a ‘guarantee’ or a ‘standby letter of credit’, preferably from 
a central bank or from the government itself. 

This transferal of debt responsibility to a third party is totally understandable when 

viewed within the rubric of neo-liberal political economy.  Neo-liberal politics has a 

tendency to favor shifting debt to the public sector while advocating the position that all 

profit should occur in the private sphere7.  Writing of IMF structural adjustment policies, 

Manfred Bienefeld (2000:535) argues that, ‘...in the mid 1980’s it was possible to say that 

‘Bank profits have grown steadily during the debt crisis, according to a report by the Joint 

                                                           
7 For a more comprehensive discussion of this point see George 1994.  
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Economic Committee of Congress’’.  Although after the 1987 write down of commercial 

bank loans, these profit levels fell slightly. 

It is argued that one of the reasons that this over-extension of credit to the Third World 

occurred is due to the overconfidence of investors due to the post-war economic boom.  

In the 1970s the world capitalist system changed from one where debt was used 

cautiously, as it was following World War II, to one where debt levels increased and 

there was a corresponding increase in short-term credit and systemic fragility (Clayton 

2000:14).  It was this boom period post-WWII that helped to create the conditions for the 

over-investment in Latin America and the Third World in general that has led to the debt 

burdens which many of these countries still have.  This was not the only cause however, 

as the oil price shocks of 1973-74 saw a massive drop in share prices and a lack of 

confidence in equity markets which encouraged investors to retreat into the relative safety 

of bonds and debt instruments.  It is from this position that we can begin to see how the 

debt crisis was linked more to the global system that to the economic conditions prevalent 

within each individual country.  This is a theme that will be expanded upon below.   

Another domestic problem that accentuated the indebtedness of Latin America in general 

and Mexico in particular, was the endemic corruption that existed in many of these 

countries.  By forcing Mexico and other Latin American countries to fund themselves 

privately, the IMF committed itself to ending years of stable growth in these regions.  

With large and growing oil deficits and bankers offering favorable terms, the 

opportunities for corruption and capital flight were multifold which helps to explain why 

national debts to private companies and institutions increased (Galbraith 2000:6). 
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A government did not have to be a military dictatorship to waste and steal money.  Many 

of the democratically (such as the democratic process is in developing countries) elected 

officials were quite capable of siphoning off huge sums out of their treasuries into private 

accounts.  Assets were often stripped from state run companies such as Pemex8.  During 

the years of Lopez Portillo’s time as president of Mexico, the drain from the Mexican 

Treasury, largely attributed to Pemex, is estimated to have been around US$15 billion 

(Naylor 1994:71).  This was all money that could have gone toward either paying down 

existing debt or funding infrastructure projects within Mexico.  Instead, it was 

‘misappropriated’ by those in charge and external debt was used to finance domestic 

spending, although, more often than not, it was simply used to pay down more debt. 

Almost all investigations into these matters were stopped before they had completed their 

assigned task.  There are two main arguments that explain this lack of scrutiny.  The first 

is the predictable, but no less accurate for it, argument that the corruption in Mexico went 

so deep that it was difficult to get any real political support for the investigation.  For the 

sitting government to not want an investigation into the potential corruption occurring 

under its administration is completely logical if not conclusive.  The second reason may 

be that the revenues from oil exports were one of the main forms of foreign exchange 

and, therefore, the government and the bureaucracy did not want to interrupt the way it 

was run.  Ladman (1986:4-5) argues that ‘Corruption [in Mexico] during the oil boom 

[1978-81] had been heavy and blatant’.  This also raises subtle questions about the nature 

of Mexican ‘democracy’ (Ladman 1986:4-5) as the government has been run by the same 

                                                           
8 Petroleos Mexicanos.  The Mexican national oil company. 
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party since the 1916.  ‘…[P]ower in Mexico has changed hands in backroom deals in 

which the incumbent president has chosen his successor, whose subsequent electoral 

victory was a formality, achieved when necessary by fraud’ (in The Australian 30th June 

2000). 

This is not the only example of governmental corruption in Mexico.  When it came time 

to begin implementing IMF austerity measures to cut down on excessive spending, one of 

the economies was the grounding of 750 executive jets that were being used by 

government functionaries (Naylor 1994:72).  Apart from the direct cost savings in fuel 

and service bills, this measure removed one of the ways that illegal currency was leaving 

the country.  It is prudent to make the point here (which this example helps to 

demonstrate) that not all IMF programs are ipso facto ineffective.  It would have been 

very difficult to curb these kinds of wasteful and criminal accumulation practices without 

either powerful external stimuli such as these adjustment programs or the total depletion 

of public resources, as we may be seeing in Russia currently.   

While on the theme of corruption and capital flight it is necessary to point out that during 

the 1980s, 80 percent of the loans made by the commercial banks did not reach their 

destinations but remain instead in Northern bank accounts and, in Latin America, two 

thirds of total debt is estimated to be deposited in Northern banks (Hawley 1999:9). This 

was money that was leant to Latin American countries and stolen by prominent political 

figures then re-deposited back out of the country, often in an account held at the same 
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bank as made the original loan.  If the banks in the First World did not know where these 

deposits came from, then it is simply because they did not ask the right questions.  

According to IMF doctrine, and many neo-liberal economists, all of these problems 

discussed above are evidence that Mexico was the architect of its own immiseration.  

These countries are corrupt, so the argument goes, and if they had simply been more 

careful in managing their affairs then they would be well on the path to development.  Of 

course, this position discounts out of hand the effects of the international factors that will 

be discussed below.  The fact that, as Naylor argues (above), the Mexican debt crisis was 

primarily triggered by capital flight, seems to be enough for many neo-liberal analysts to 

then extrapolate that supposition to the conclusion that all the economic problems of 

developing countries were self inflicted.  Some, such as the IMF, imply this through their 

policy prescriptions (which place conditions solely on debtors) but others such as Peter 

Bauer, state it overtly, ‘Whatever the real or alleged payments problems of the debtors, 

they do not derive from external conditions but are of their own making’ (1990:14).  

Again we see here how, according to neo-liberal perceptions, the entire population of a 

country can be held to be totally responsible for the actions of a leader who may or not 

have been elected and who may or may not be still in the country or alive.  The fact that 

the money that allowed these nations to become indebted came from mature First World 

financial institutions is irrelevant as to do anything else would be ‘…patronizing because 

it implies that Third World governments can be expected to behave like children with no 

thought for the morrow, or pop stars who promptly spend all they earn’ (Bauer 1990:14).   
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Bauer goes on to make many neo-liberal statements in his 1990 book, but perhaps none 

so revealing as this: 

Moreover the debtors could readily find resources for debt service in ways 
which would involve no austerity at all.  These include the sale or pledging 
of state owned or controlled companies, often loss-making enterprises, in 
their entirety or in part; lifting of restrictions on the inflow of equity 
capital; a reduction of the more extravagant forms of public 
spending…The government may, of course arrange their finances and 
other policies so as to impose hardship on the poor…But this does not 
affect the substance of the matter [emphasis mine] (1990:13). 

Before addressing this series of propositions it should be pointed out that this is not an 

original proposal.  This position, or one very much like it, is expressed by neo-liberals 

whenever the issue of economic reform arises.  Therefore I respond to this criticism as 

representative of this brand of economic liberalization theory.  Mexico is a good example 

of the application of these policies where, as will be shown below, it did undertake these 

policies of liberalization and became quantitatively worse off.  

Privatization 

According to the above statement, debt servicing could be achieved through the sale of 

government run companies and sectors.  This point will be discussed more thoroughly 

further on in a chapter looking at the Russian debt crisis, but here I will begin by 

examining the two basic assumptions contained within this line of privatization 

reasoning.  First, it tends to assert that by selling national industries for a one-off financial 

gain, that will somehow offset the loss of revenue from the productive output of these 

industries.  There is little evidence to suggest that selling a profitable business is a sound 

long-term economic strategy (Gereffi 1990).  Between 1982 and 1990 the Mexican 

government had closed or sold off 37 percent of its formerly government industries, 
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transfering 30 percent of its fixed gross capital formation and 14 percent of its GDP to the 

private sector (Jenkins 1992:172).  Further to this, between 1982 and 1986 the Mexican 

government sold 101 parastatal agencies and liquidated 269 more out of a total of 458 

(Wilkie 1990:32).  In Mexico the process was so poorly executed that a good deal of the 

privatized companies had to be bought back by the state after they collapsed while under 

private ownership (Castañeda 2001:17).  This leads in to the next, and possibly the 

strangest, of Bauer’s claims, that unprofitable businesses will, somehow, be attractive to 

foreign or domestic capital.  If the company is not making money and is being subsidized 

by the government for the public good, like a railroad company for example, then it 

remains a very unlikely proposition that a private firm would wish to assume that burden.  

The more likely scenario is that the profitable companies would be sold off to the private 

sector where they would be broken up and resold for a profit or simply rationalized and 

run much as they are.   

This is the argument proposed by Gayle and Goodrich (1990:13) when they argue of the 

Mexican privatizations, ‘these privatizations pleased Mexican businessmen, partly 

because some sales were made at bargain prices, but more because the program 

demonstrated that the government seriously wanted to restructure the economy in 

response to the country’s $104 billion foreign debt’.  This is an important point as it helps 

to demonstrate the political dimension of both privatization and debt.  This point will be 

expanded on below with respect to the Russian crisis as there is clear evidence of the 

same focus on the need for the ‘appearance’ of fiscal restructuring to acquire new 

financing for the purpose of addressing the debt problems in that instance as well.  
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Generally, in developing economies, the governments get a one-off purchase price 

payment (most likely under market value) and lose all future earnings (Hossain and 

Malbon 1998:3).  Perhaps more importantly, governments lose any control to direct these 

companies.  Although most arguments for privatization rely on the often-cited assertion 

that privatization increases efficiency (Cowan 1987:15), how this process would 

strengthen a developing economy’s ability to pay over the long-term remains somewhat 

of a logical mystery.  As Yarrow (1999:158) argues, ‘...explaining privatization on the 

basis that private ownership is inherently more efficient than public ownership is 

unsatisfactory in that it does not, in itself, offer any account of why governments 

worldwide first built up and later reduced their SOE [State Owned Enterprise] sectors’. 

The fact remains that during the liberalization reforms in countries that did opt to take 

this neo-liberal advice, such as Mexico, their economic performance declined 

dramatically.  With reference to the period of economic liberalization in Mexico since 

1986, yearly growth of manufacturing during the import substituting decade of the 1970s 

was higher at approximately 7 percent (Weiss 1999:155).  According to Dani Rodrick, 

the debt and financial crises of this period were not the fault of the import-substituting, 

statist accumulation policies but instead of their governments’ macroeconomic 

adjustment to the effects of the 1970s oil crises and the attendant monetary and financial 

system which accompanied them (in Gowan 1999:49).  That is, it is not sufficient to 

argue that the import-substitution policies of the Keynesian economic era9 are solely to 

blame for the economic downturn of the 1970s but instead have to be viewed within the 

context of the prevailing economic conditions.  It is also important to note that despite the 
                                                           
9 ‘The Keynesian economic era’ may be more accurately conceptualized as ‘ the era in which Keynesian 
policies were left unconsummated in the developed countries thereby exacerbating the subsequent (post 
1974) recessionary downturn’. 
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IMF’s oft repeated contention that ‘Countries that align themselves with the forces of 

globalisation and embrace the reforms needed to do so, liberalising markets and pursuing 

disciplined macroeconomic policies, are likely to put themselves on the path of 

convergence with the advanced economies…’ (IMF 1997a:72), there is little evidence to 

support this.  There is a clear argument to be made that, in fact, the opposite is true. 

I argue that the push for neo-liberal style privatization, as discussed above, was much less 

to do with reducing the debt of Third World countries and much more to do with wresting 

economic control from the hands of government and placing it with the private sector.  

Neo-liberal economic theory is predicated on the assumption that governmental 

involvement in the economy will be generally bad and private sector control will 

generally be good.  According to neo-liberal economists’ private interest perspective of 

the state, sectional interest groups pressure the state into introducing an obstructive and 

complex set of policies that hinder economic growth and the national interest as a whole 

with the simplistic prescription of stripping away these policies to make us all better off 

(Stilwell 2000:44).  This is reflected in Bauer’s position on lifting restrictions on equity 

capital, commonly called financial liberalization.  This means foreign firms should be 

free to purchase domestic ones.  It also greatly increases the amount of foreign direct 

investment (FDI) in an economy.  Again, this may be economically destructive in the 

longer-term.  Multinational research in the period after World War II shows that countries 

with higher levels of foreign capital penetration tend to grow more slowly than countries 

that have lower levels of penetration.  Also, it is investment in manufacturing that has the 

most negative impact on growth rates and it has been demonstrated that while FDI may 

have short-term benefits for developing countries growth rates, over the longer term these 
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become less pronounced and then negative due to structural distortions and repatriation of 

funds (Chase-Dunn 1989:68). 

In the short-term it provides jobs through investment and this is, seemingly, enough of a 

reason for many countries to allow it.  However, increases in FDI in Mexico have tended 

to increase wage inequality (Robertson 2000:840).  Neo-liberal economics tends to ignore 

these arguments, ‘Most countries have received significant inflows of foreign direct 

investment.  Substantial productivity gains have been achieved that have simultaneously 

accelerated penetration of global markets’ [emphasis mine] (The Institute of International 

Finance 1999).  It is this simultaneous aspect of these proposals that provide these 

arguments with their major theoretical weaknesses as will be demonstrated below. 

Cross Sectoral Growth and NAFTA 

Within the Mexican economy there are varying rates of growth between and within 

sectors.  For example, in the textile and clothing industries or the leather goods and 

wood/wood-products areas of the economy, there has been little growth since 1986.  The 

areas that have had the highest growth rates are in the production of technologically 

sophisticated products such as cars and machinery.  These figures show outcomes quite 

distinct from those that are dictated by neo-liberal theories.  These contend that labour-

intensive industries where comparative advantage exists to be the areas where growth 

should occur in liberalizing, developing economies (Weiss 2000:155).  

While these may be capital intensive industries they only require a relatively unskilled 

labour force.  That capital intensive products have grown faster in Mexico than the more 
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labour intensive exports can be traced back largely to the North American Free Trade 

Agreement (NAFTA).  Under this set of arrangements US companies were able to invest 

in Mexico relatively freely.  This has been done to take advantage of Mexico’s 

‘competitive’ (low cost) labour market and its lax environmental and tax laws (Thurrow 

1996).  This means that the higher technology products produced and exported by these 

companies tend to generate little in export revenues for Mexico itself as they are basically 

value-adding and then re-exporting products from other countries and paying little or no 

tax in the process.  The IMF itself states this overtly when it argues that, ‘NAFTA is 

really about capital movements, transfer of technology, and location of production’ (IMF 

1993:18-19).  This does little towards the paying down of Mexican debt.  Further to this, 

Kathryn Kopinak (1994:150-51) argues that these jobs that are created in the 

maquiladoras region are far fewer than those lost from Mexican-owned industries and 

agriculture and that they are poorly paid which again forces down purchasing power and 

increases inequality.   

Further to this, as well as there not being a cross-sectoral growth trend, there is not a 

cross-regional, growth trend.  Instead what tends to occur is the development of enclave 

economic areas that produce high value-added products for the export market, financed 

by foreign capital, that provide little in the way of real revenue while using local natural 

resources and minimizing tax commitments.  In Mexico this is situated just over the US 

border and is known as the maquilas or maquiladora region.  Soederberg (2001:855) 

argues that the maquiladoras have transformed the Mexican economy into an export 

platform for the US, which can be evidenced by the fact that Mexican exports to the US 
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have doubled since the implementation of NAFTA in 1994 while imports from the US 

have tripled.  This structure is extremely unstable and vulnerable to external shocks.  

Layoffs and factory closures in industrial centres of the United States and Canada during 

the 1980s were paced by a concurrent increase in manufacturing in the maquilas region 

of Mexico (Chossudovsky 1999:81).  Comparisons of the quantities of Mexican products 

exported to those consumed domestically indicate that the greater motivation to locate in 

Mexico for direct investors is to take advantage of the export processing zones as a base 

to service the North American market rather than Mexico itself (Graham and Wada 

2000:789).  

This is not to say that this foreign investment is all negative for Mexico.  Clearly the 

Mexican economy benefits from the provision of employment to large numbers of semi-

skilled workers.  The point that is being illustrated here is that these investment practices 

are still largely of a dependent nature and that while Mexico does get something out of 

the relationship, it is by far the smaller share.  That is, capital flows to Mexico are 

primarily of a speculative nature.  Foreign Direct Investment (FDI) in Mexico increased 

in actual production by 57.6 percent between 1989 and 1993 whereas in portfolio capital 

which has a considerably higher ability to be mobile, the increase was 8000 percent or, 

86.8 percent of total FDI (Soederberg 2001:855).  Therefore, while this investment and 

the correspondingly higher wages involved may help to ease the pressure applied to 

government for more social spending or environmental protection, it does little to 

advance Mexico’s general socio-economic status. 
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As mentioned above, there are several reasons for this industrial migration but perhaps 

the most damaging is the long-term environmental impact that these industries can have 

with their inefficient waste dumping procedures.  This is due, partially, as Cammack et al 

(1993:189) state to, ‘the deliberate exporting south over the border into Mexico of 

environmentally harmful industries no longer welcome in pollution-ridden California’.  It 

is an interesting point (that will be elaborated on it further in a later section with regards 

to Russia) that a consistent theme of neo-liberal defenses of capitalism is that it fosters 

efficiency where that is demonstrably not the case here.  Dumping industrial waste into 

sludge lakes and rivers is not an efficient method of waste disposal.  It is, however, in this 

context, a profitable method of waste disposal.  

Oil Crises 

Another of the external causes of the Mexican economic meltdown in 1982 was the 

effects of the oil crises of the 1970s.  Both of these crises affected Mexico but in vastly 

different, although still predominantly negative, ways.  The original crisis of 1973-74 

damaged the Mexican economy by sending its current account into deficit.  To which the 

Mexican government responded by increasing import protection and reversing previously 

made economic reforms while at the same time trying to maintain growth through public 

expenditure without a concurrent rise in public revenues.  This caused a recession in 

Mexico in 1976 and triggered a severe devaluation of the peso (Graham and Wada 

2000:785).  The second oil crisis was superficially beneficial for Mexico.  The problems 

associated with it are less obvious but arguably more structurally damaging.  In 1977 

Mexico discovered massive new oil reserves.  When the price of oil was again lifted by 

the Organization of  Petroleum Exporting Countries (OPEC) in 1979 Mexico was then in 
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a good position to take advantage of the rise and, due to this, per capita GDP grew in 

1979-80 as opposed to the substantial fall it had taken in 1973-74.   The major problem 

associated with this oil price increase was that Mexico did not use this new-found wealth 

wisely and instead increased borrowing in line with the revenue increase due to the 

unfounded belief that the petrol price upswing would be permanent or at least, extended.  

This again is an example of the herd style mentality that Shiller (2000) argues to exist 

during periods of upswing where investments realize large profits without apparent risk 

or, as more often happens, the risk is ignored or rationalized as a ‘new paradigm’ of 

accumulation to try and maintain the boom.  

The interest rate hikes which followed the 1981 oil price falls and helped cause the 

Mexican insolvency problem also badly damaged many other Third World countries, 

often energy importing, that had borrowed when money was cheap after the first oil 

crisis.  And interest rates kept going up throughout the 1980s as the Reagan government’s 

military-spending-led-Keynesianism shortened the supply of US currency available to the 

US government and increased US interest rates which tend to be, by default, the world’s 

interest rates (George 1994).  By this I am referring to the United States’ huge increase in 

military spending during the mid 1980s as the Cold War military build-up accelerated.  

This spending effectively served to ‘pump-prime’ the US economy (and many other 

countries’ economies) and avoid a major economic slowdown.  Then in 1981, Paul 

Volker [then secretary of the US Treasury] doubled US interest rates and ‘crashed the 

system’ (Galbraith 2000:6).  This irrational exuberance of financial institutions lending to 

Mexico and the Latin American region was severely curtailed by Volker’s actions in 
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much the same way that the financial crisis in Asia in 1997 severely curtailed investment 

in that region (Shiller 2000).  The point of this is to assist in illustrating the degree to 

which exogenous events can affect the internal economies of nation-states.  This is a 

tendency that is in its starkest relief when examined with respect to Third World 

countries but can affect even First World countries with relatively strong economies.  

Developing countries are most at risk from the exogenous shocks that are regularly 

produced by the global economy.  This theme will be examined in more detail later with 

reference to the semi-peripheral focus regions to be discussed in this work, Asia and 

Russia.   

Commodity Prices 

Another external factor to be considered here with regard to Mexico was the commodity 

price downturn that occurred during the crisis period 1981-82. 'Falling prices of primary 

commodities further undermined the export earnings of most developing countries', (IMF 

1983a:1).  The cyclical downswing of commodity prices was turned into a crisis by the 

global financial system. By putting pressure on all debtor countries to increase exports in 

order to service their foreign obligations, IMF adjustment policies contributed to the 

saturation of global commodity markets and the corresponding drop in prices (Kuczynski 

1988:120).  At a purely logical level, it is not difficult to see that the export led 

development theories that led to this over-production and market saturation of 

commodities were plausible on an individual basis.  That is, viewed as individual actors, 

it is not irrational for developing countries to attempt to generate greater foreign 

exchange through exports.  Although logical enough at a superficial level, a strategy such 

as this that increased the supply in an already saturated commodity market compounded 
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the problems of the debtor countries and spread them to commodity producers globally 

(Kuczynski 1988:120).  It is irrational for an institution that has a global mandate and 

power to control finance flows at an international level to insist on the implementation of 

export policies that will depress the price of commodities produced in these countries.  

The failure of the World Bank and the IMF to implement a satisfactory assessment 

process to evaluate their net lending activities, which would provide them with a basis to 

evaluate and anticipate commodity downturns such as this, is an aspect of these programs 

that is absent (Rowbotham 2000:191).  

This short-sightedness can be explained to a degree by focussing on what drives IMF 

policies.  As previously stated, the IMF is not being accused here of stupidity or of 

intentional callousness.  Having said that it is obvious that many IMF policies have 

effects that can only be categorized as callous, if not stupid.  How can we reconcile these 

two positions?  While it is easy to see that many of the IMF’s policy prescriptions (and 

proscriptions) are not supported by the evidence available, it requires a slightly more 

detailed analysis to understand why.  The answer lies in IMF ideology10 and the way that 

it is used.  The Fund adheres to neo-liberal economics as an ordering system11.  In itself 

this is not unusual as it is now accepted almost without question as the dominant 

economic perspective in the world today.  However, there are certain aspects of it as an 

economic doctrine that are highly contestable.  Without wanting to explore this too 

deeply here I would like to illustrate one of the key weaknesses of neo-liberal economics 

                                                           
10 For a more comprehensive discussion of this point see my earlier work. Apps, Peter 1998, ‘Dangerous 
Liaisons: The IMF in the Third World’, unpublished B.A. (Hons) dissertation, Griffith University, and, 
Apps, Peter 1999, ‘Dangerous liaisons: the IMF in the third world’, The Journal of Economic and Social 
Policy, vol. 3, no. 2, pp. 145-156. 
11 It has not always done this and was in fact originally an organization designed, in part, by John Maynard 
Keynes who was the originator of Keynesian economics which is now seen as the antithesis of ‘sound 
economics’. 
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as an underpinning to my discussion of IMF policy.  Frank Stilwell (2000) argues that 

neo-liberalism/economic rationalism’s fundamental flaw is that it is anti-empirical.  That 

is to say ‘It is not consistent with the Concise Oxford Dictionary definition of rational as 

‘endowed with reason, sensible, sane, moderate; not foolish, absurd or extreme’.  Its 

theoretical basis is deeply flawed.  It ignores the lessons of economic history’ (Stilwell 

2000:41).  Simply put, neo-liberalism is a doctrine that starts with a particular model and 

rejects data that does not fit it.  Starting from this point then it is not difficult to see how 

the IMF could prescribe the same export led policies for a large number of Third World 

countries without really examining the basis for them.  It is for these reasons that Stilwell 

(2000:43) labels neo-liberalism/economic rationalism a ‘lazy doctrine’.  

IMF Responses to the Crisis 

Now that the main (although by no means comprehensive) factors contributing to the 

1982 Mexican debt crisis have been examined, I will now look at, in further detail, what 

the IMF’s responses to this crisis were but, more importantly, I will examine how 

effective they were, if they strengthened the Mexican economy and if so, why did it 

collapse again in 1994-95?  Which sectors of the Mexican economy responded the most 

strongly as a result of the economic reforms and which sectors of the population 

benefited the most will also be looked at.  It will be my contention here that the sectors 

that suffered the greatest were those least able to take advantage of the new global 

conditions that were established during this period (the poor) and that those who gained 

the most were those who could use the system, that is, those with capital and 

transportable assets (the rich).   
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Before examining in detail here the way that the IMF responded to the first Mexican debt 

crisis in 1982, I will briefly look at what this crisis meant for the Fund as an organization.  

This is in reference to the fact that this was the first time the IMF had been called upon to 

play a legitimate role as protector of the global financial system.  This is useful to 

examine as it helps to illustrate the context in which the reforms in Mexico were 

implemented.  Other economic crises that the Fund had dealt with in the past were all 

fairly isolated and in small economies such as Turkey or Poland or any number of 

countries on the African continent.  They, arguably, did not pose the same danger to the 

global financial system that Mexico threatened to do.  Simply put, this was the first 

chance for the IMF to negotiate a serious role for itself in the global arena in the post-

Keynesian economic environment.   

The IMF was originally set up to monitor a system of fixed exchange rates after World 

War II.  Between 1945 and 1970, the system that the IMF was set up to monitor worked 

well if not perfectly for developing countries that were able to develop industries behind 

protective policies which led to the period being classified as the years of ‘stabilizing 

development’ in Mexico (Galbraith 2000:5).  During this period of stability the role of the 

IMF had been only of relatively minor importance as there was little for it to do when 

things were running smoothly. Galbraith (2000:5) argues that the IMF became all but a 

‘backwater’ during this period of stability.  The IMF’s role during the late 1970s was, 

apart from obvious exceptions such as the more semi-peripheral countries of Poland or 

Turkey, largely limited to the most peripheral countries in Africa or Asia that had poor 
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creditworthiness12 (Bird 1995:5; 2001:827).  The Mexican economic crisis changed all 

that. 

I am not going to argue in this section that the IMF somehow deliberately engineered this 

role change for itself in any sort of Machiavellian power play.  This would require the 

acceptance of the proposition that the Fund was prepared to bring the global financial 

system to the brink of collapse to further its own goals.  Clearly this would simply be a 

conspiracy theory interpretation of these events, even assuming that it was within the 

IMF’s power at the time to do so, which is not supported by the facts.  It will be 

contended instead that it was the conjuncture of circumstances brought about by the 

financial dealing of the 1970s that created the opportunity for the IMF to assume this role 

of global financial regulator.   

What were these events that led to the IMF emerging from the 1982 Mexican debt crisis 

as the hegemonic international financial institution?  Many of these have been discussed 

briefly here already but the logical place to start is the beginning and that is with the 

abolition of the gold standard by US President Nixon in 1971 (Gowan 1999:21).  By 

doing this Nixon made it much more difficult for many other countries to retain a peg 

linking their currency to the dollar, thereby triggering the move to a system of floating 

rather than fixed exchange rates13.  Since, as stated previously, the IMF was created to 

monitor this system of exchange rates, the Fund’s role was already changing shape. 

                                                           
12 The exception to this was in 1976 when the IMF took a decisive role in the economy of Great Britain.  
13 Although many countries did manage to retain some type of currency peg with the US dollar until the 
early 1980s. 
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The oil crises of 1973-74 and 1979 changed the role of the Fund with regards to financing 

forever.  By allowing banks to recycle the vast quantities of petro-dollars on the market14, 

much of it going to developing countries during the global economic slowdown after 

1973, the US and Europe allowed finance capital to gain ascendancy (Gowan 2000).  

What this means is that due to the vast sums of capital involved and, due to the 

stagflation of the real economy during this period, the global focus on production became 

more oriented toward speculative returns and the global regulatory framework, largely 

administered by the IMF, altered its role to fit this new imperative.  Pfister and Suter 

(1987) support this position when they argue that global financial relations are 

increasingly being institutionalized and this tendency extends the periods between crises 

by investing more actors in the system and therefore increasing the numbers that would 

be penalized during a systemic breakdown or crisis which encourages creditor 

cooperation.  This changed the role of the IMF from one of essentially monitoring and 

regulating short-term balance of payments crises, to one of long-term lender of last resort.  

The fact that the Fund was not designed for this new role did not seem to matter but the 

difference between what the IMF was and what it became was quite dramatic.  The IMF, 

during the period of Ronald Reagan’s Presidency, returned to a position of power where 

it was at the front line of global austerity packages.  This usually meant that the IMF 

would fly in teams of technical support staff to developing countries to dictate Structural 

Adjustment Plans, the implementation of which would help secure a direct loan 

(Galbraith 2000:6).  It is the change in duration of IMF time horizons and geographical 

scale that, I argue, has caused the greatest problems for the Fund.  Instead of having a 

                                                           
14 The actual amounts lent were vastly more than the financial assets held due to the laws of fractional 
reserve banking which only requires banks to hold 6 percent of their liabilities in cash (Rowbotham 2000). 
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 one-off job of steadying a rocking ship, it has now got to try and keep a whole flotilla 

afloat during cyclical hurricanes.  It is only due to the continuous stream of money 

(taxpayer) in the form of IMF bailouts that have kept the global financial system from 

complete breakdown and sustained the profits of multinational financial enterprises 

(Crotty 2000:357).  However, these bailouts and the recurrent crises create deep 

recessions and suppress global demand also adding risk-premiums to interest rates which 

force more countries to submit to Fund austerity packages (Crotty 2000:367). 

This can hardly be described as an example of the global free-market environment that 

neo-liberals have been pushing for.  Indeed, it is the opposite of the stability that is stated 

to come from free-market economics.  This is why the argument for a reduced role for the 

IMF is coming not from the social democratic left, but the neo-liberal far-right, of the 

political/economic spectrum.  This argument is now gaining momentum with far-right 

theorists after the Asian economic crisis as the bailout packages that the Fund 

implemented meant that Asia did not go totally bankrupt and some profitable businesses 

were strengthened against economic collapse and not allowed to fail so that they could be 

bought up cheaply by global capital.  This argument would carry a lot more weight if it 

had been applied as vigorously during the Latin American crises where Fund packages 

bailed out global capital rather than domestic industry.  This point will be expanded upon 

in a later section.   

The social democratic left, however, argues that the IMF has the wrong policies and it 

should not be supported unless it changes these.  If it were to become an agency for social 
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 democracy (rather than neo-liberalism) the IMF (or some version/s of it) should be 

supported.  As stated above, social democrats argue that the damage done to crisis 

countries by the IMF is chiefly due not to it being too powerful, but to it not being 

powerful enough (Galbraith 2000:6).  The exponents of this position contend, not that the 

IMF does not have enough control over Third World countries and their economies, but 

that it is not powerful enough to influence First World countries and the global financial 

system.  To expand simply on Galbraith’s previous statement, he argues that ‘Private 

capitalism was never up to the job of government’ (2000:7).  The IMF, as it currently 

stands, is not up to this job either.  It simply cannot marshal enough funds together to 

prevent a crisis occurring.  True, it can get funds after the event when the economic 

conditions for the crisis country have degenerated by an order of magnitude, but this is 

inadequate.  The confidence of international investors is crucial in the early prevention of 

a crisis and if the IMF were able to provide sufficient funds early enough it may be able 

to prevent speculative attack (Buira 1999:24).  Several alternative proposals have been 

presented but they generally tend towards a sort of ‘world government’ model which has 

little chance of being realized.   

In Mexico 1982, the IMF applied what has now become the standard Fund adjustment 

package for developing countries.  That is, Mexico had to increase exports, decrease 

imports, industrialize, devalue the local currency, privatize government departments and 

assets, spend less on social services such as hospitals or roads and make servicing interest 

payments the top priority of the government (IMF 1983a).  The main question that needs 

to be addressed is – were these prescriptions really what the debtor country (Mexico) 
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needed to assist in its economic development or were they more for the benefit of the 

global financial system?  The answer to this question will vary in relation to the 

political/economic orientation of the person asked.  Addressed from a radical 

political/economic perspective then the answer is no because Mexico was placed into a 

much weaker economic position which helped to facilitate the second crisis in 1994-95.  

Further, it is still in a weaker position with inequality rising and poverty still rife. Susan 

Strange supports this position when she writes of IMF adjustments, 'The rescue packages 

do work as antidotes to the virus that could attack the global financial system.  They do 

not necessarily cure the carrier of the virus - the indebted country' (1998:104). 

Answered from a neo-liberal perspective such as the IMF’s then the answer is yes 

because the economies have not totally self-destructed and if they just keep applying the 

policies long enough and stringently enough then everything will improve in the end.  

‘Over the past few years, comprehensive adjustment policies have been adopted by an 

increasing number of member countries, industrial and developing alike, and others will 

doubtless follow suit.  Because of the deep-seated nature of the problems to be 

addressed... Pursuit of these policies will thus require time and patience’ (IMF 1982:2).  

This was written in the April before the Mexican debt crisis of 1982 occurred.  The 

advantages to this line of argument are limitless for the IMF because by pushing the 

problem into the eternal future, the IMF can continue being wrong in practice but correct 

in theory.   
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As argued above, there are aspects of these adjustment programs that did not have 

entirely negative results for Mexico.  It is useful to synthesize a position somewhere 

between the IMF’s which contends that they did everything right, and the radical left that 

contend the Fund did everything wrong.  In reality, some of the IMF’s policy 

prescriptions were not bad for Mexico but the vast majority were.  The Fund and its 

supporters lack the self reflexivity needed to make an impartial analysis such as this, as 

has been argued above. 

The Second Mexican Crash: 

Since 1996, Mexico has known four years of rapid growth, low inflation, 
improving trade balance, and shrinking public deficit.  This is the 
achievement that Zedillo vaunted, and it has delighted the IMF, the US 
Treasury, and bankers and investors around the world.  At the same time, 
destitution has spread from a seventh of the population in the eighties to a 
fifth today, wage inequality has increased explosively, the gap between 
rich and poor has widened remorselessly, and the sum of misery and 
insecurity even gives pause to the World Bank.  Who could doubt there is 
a connexion (sic) between the two legacies? (New Left Review interview 
question to Jorge Castañeda 2001:31) 

As stated previously, Mexico suffered a second economic crisis in 1994-95.  This fact in 

itself helps to illustrate how unsuccessful IMF policies were in strengthening the Mexican 

economy.  Of course, this is a simplistic reading of what was an extremely complicated 

set of events but that does not alter the facts.  Even after implementing Fund policies the 

Mexican economy was still in a position where it could be severely disrupted by external 

events beyond its control.  More so, as will be developed further below, in 1982 the 

Mexican economy was forced by the IMF to open its economy to the global financial 

system and has therefore been forced to cede control of large sections of its economy to 

the vagaries of the global financial markets.  Mexico’s ability to deal with financial crises 
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was impeded by its recent history of liberalization and deregulation and the fact that it 

imprudently accepted as much money as it could get when funds began pouring back into 

Latin America in the early 1990s (Ábel and Darvas 2001:128; Irwin and Vines 2001:59; 

Wain 1998:3).  Contrast this with Chile which tempered capital inflows and outflows 

with strict regulations and survived relatively unscathed from the economic turmoil of 

1994-95 (Buckley 1999:24-29; Wain 1998:3).  Chile introduced a policy of partial 

controls on capital which allowed investment within the Chilean economy but with 

punitive taxation rates for funds repatriated before the expiration of the original contract.  

That is, long-term investments could be made without the damaging threat of capital 

withdrawal that accompanies investments of a more speculative nature. 

The second economic crisis in Mexico demonstrated the extent of the changes to the 

financial structuring of debt in the post-1982 economic environment.  In the 1994-95 

crisis, the nature of debt had changed from predominantly bank loans to securities.  

Speculative financial capital was bailed out and the subsequent currency devaluations 

meant that the Mexican people bore the brunt of the costs.  The consequences of the 

second (1994-95) crisis for the Mexican people were worse than the first due to the fact 

that small business owners and smaller stakeholders were financially hurt the most 

(Strange 1998:99).  This is a reflection of the international banks’ response to the IMF’s 

adjustment package of 1982 where they were effectively ‘bailed in’ to the international 

effort to save Mexico from default.  To elaborate, I am referring to the tendency toward 

disinvestment in the Third World in general that the large international banks undertook 

once they realized that they could be made responsible for a portion of the costs involved 
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in financial crises they, in part, cause.  This gap in financing was filled largely by the 

securitization of finance and the involvement of many small investors from the First 

World in the form of investment such as by superannuation funds.  The 1995 rescue 

package from the IMF the US Treasury and the Bank for International Settlements was 

designed mainly to allow Mexico to meet its debt servicing obligations to international 

financial institutions.  Private debts were transformed into public debts, the financial 

system was further liberalized to allow foreign ownership of a larger percentage of the 

Mexican domestic banking sector and Mexico’s export earnings now have to be 

deposited in a bank account in New York to be managed by its creditors (Chossudovsky 

1999:21).  This changing aspect of international financial relations will be discussed 

further in later chapters where the IMF’s response to the Asian crisis and the relevance of 

its shrinking recovery times will be analyzed further. 

To summarize this position, the interests of global capital were being met in Mexico in 

1994-5 to an even greater extent than they were during the first crisis in 1982.  This rise 

in the use of securitized debt in Mexico reflected the increasing demands from 

speculators for a reduction in risk exposure after the scare of the first crisis in 1982.  In 

1995, when the US congress was considering not to fund the Mexican bail-out, a small 

elite of top public sector figures which included then President Clinton and then Chief 

Executive Officer of the IMF Michel Camdessus put together a US$50 billion bailout 

program to pay off the super-rich investors who were in financial trouble in Mexico 

(Haseler 2000:25).  When questioned on the bailing out of large private investors with 

public funds, ‘all Michel Camdessus (who as chief executive officer of the International 
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Monetary Fund was no mean man of power himself) could say was that ‘the world is in 

the hands of these guys’’ (Haseler 2000:25). 

Competing Logics 

It appears that two competing logics exist in the global financial world.  There is the 

dominant one that argues for the neo-liberal precepts of free-markets and laissez-faire 

economics.  And there is an extremely similar argument that insists on the same basic 

tenets with the exception that the largest players are not subject to the rules.  The IMF 

supports the first of these logics in principle while supporting the second in practice.  As 

Susan George states, with regard to the way that the Fund bailed out the banks in the 

wake of the Mexican crisis, ‘Some people still entertain the quaint notion that Capitalism 

– free enterprise if you will – involves risk-taking’ (1994:38).  For the largest 

international players however, this is not necessarily the case.  This is not to argue that 

there is no risk involved in financial speculation in the Third World but that the risk is 

often in inverse proportion to the size of the investment.   

For a recent example one need look no further than the 1998 US government engineered 

rescue package of the hedge fund, Long Term Capital Management (LTCM) after it lost 

US $4.6 billion (Dunbar 2001:224).  Trades in emerging markets like Russia made up 

US$430 million of investment losses (Dunbar 2001:224).  It seems that the same 

argument used to justify bailing out the large US banks during the Mexican financial 

crisis or the US Savings and Loan debacle is still accepted.  Simply put, this thesis is that 

some banks are simply too large too fail because of the systemic damage that will be 

done if this is allowed to occur.  With the shift in the financial composition of the average 
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North American household away from savings and toward investment in the stock and 

bond-market, pension funds or other financial instruments (Thurrow 1996), this fear of 

systemic damage to the banking system has extended to the stock and bond markets.  

When LTCM was rescued from collapse, after its speculation on the German and Italian 

bond markets turned out to be incorrect due to the unforeseen Russian crisis, it had 

capital reserves of US $2.6 billion but had leveraged that 250 times, to US $650 billion 

(Gowan 1999:120).  Most of this money was from a few institutional investors such as 

pension funds or superannuation schemes which in effect meant tens of thousands of 

small investors and their life savings.  While this would clearly be a tragedy for the 

people involved, did it really threaten the financial system as a whole?  The answer to this 

is both yes and no.  Gowan (1999:120) contends that this episode represents the nadir of 

globalization as the US Federal Reserve only intervenes to address ‘systemic risk’ and 

therefore, this intervention implicitly states that the entire US credit system, and its global 

subordinates, were undermined by a Cayman Islands holding company (LTCM15) which 

had two Nobel Prize winners as consultants.  So to address the stated question, yes the 

evidence indicates that, due largely to the perception of risk that accompanies such large 

financial disasters as these, the financial system as a whole was clearly under threat from 

a collapse of this magnitude, and no, in and of themselves the sums involved were not 

sufficient to threaten the system.  What this demonstrates again is the privileged position 

granted financial capital by governments.  It also helps to illustrate the increasing focus 

on the importance of ‘perception’ in international financial affairs in a volatile global 

                                                           
15 LTCM was physically based in Connecticut. 
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economy and it supports Shiller’s (2000) thesis on the herd type behaviour of 

international investors. 

Mexico Now 

It has now been nearly twenty years since the first Mexican economic collapse and the 

implementation of the economic reforms that came with it.  At this point it is reasonable 

to expect the positive economic and social results of these policies to be evident and 

easily identifiable.  To argue that no progress has been made in Mexico would be a purely 

ideological and polemical position.  Mexico’s economy is now growing at a rate that has 

prompted calls for a ‘slowdown’ to help facilitate a ‘soft landing’ from both domestic and 

international economists.  This rapid growth, however, is not evenly distributed.  Nor is it 

stable as Mexico relies heavily on its exports to a US economy that is showing signs of 

slowing down.  Whether the United States does actually go into recession or not, the fact 

remains that the Mexican economy will still prosper or falter by external events that are 

out of its control.  Add to this the fact that much of the growth of the Mexican economy 

is of a dependent nature, that is, manufacturing by foreign firms, and a more accurate 

depiction of the Mexican ‘recovery’ begins to form.  Capital flows to countries of the 

developing world generally lead to enclave economies emerging within the broader 

economy (Pfister and Suter 1987:244).   

The current economic growth rate in Mexico is considered by economists to be too high 

despite the fact that the Mexican people want development and prosperity (The 

Australian 17th August 2000:25).  It appears that even when Mexico does well it does 

poorly.  It is true that Mexico’s growth rate at 7.8 percent (World Bank 2000:191), is high 
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compared to the more reasonable 3 percent of the previous year, but compare this with 

Asia’s growth rates during the ‘miracle’ growth period of 1990-97 where, even factoring 

in the crisis year 1997 when growth declined markedly, they averaged 8.5 percent in 

Singapore, 7.4 percent in Thailand, 8.6 percent in Malaysia, 7.5 percent in Indonesia and 

11.6 percent in China (World Bank 1999:188-90).  Further to this, Latin America in 

general had average growth rates on par with, or higher than, these during the post-war 

period right up until the global economic slowdown of the early 1970s (World Bank 

1999). 

This raises two questions – what distinguishes this current period of economic growth in 

Mexico (1995-present) from the previous growth period (post-war – early 1970s)?  And, 

how does Mexico’s high growth differ from Asia’s?  To address the first question, I argue 

that the main difference between the two periods of growth is the problem of demand 

stagnation that exists now but did not exist to the same extent in the previous economic 

expansionist period.  I also argue that this overall crisis of demand is directly related to 

the adoption of IMF policies in both the Third and First Worlds in general and Mexico in 

particular.  This problem is widespread due to the ‘one-worldism’ of neo-liberal 

economics.  Peter Brain (1999:197) explains this same phenomenon with relation to the 

Chinese growth period, ‘In the high growth years of the 1990s, consumption spending 

drove growth.  However, households have since become risk-averse...’.  This slowdown 

in consumption spending causes a crisis of overproduction.  In Mexico this problem was 

less evident in the previous high-growth period (post-WWII – 1970) due to the relatively 

higher wages, higher levels of government (non-debt related) social spending and the 
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focus on import replacement industries to supply the domestic market (Sonntag, 

Contreras and Biardeau 2001; Soederberg 2001b).  As has already been argued above, 

this focus on domestic industries and the developing of stable internal markets provided 

an economic engine with which to help drive the economy.  Since the adoption of Fund 

adjustment policies, this is no longer the case. 

It is not my contention that the previous period (post-WWII – 1970) of high growth was a 

time of plenty for all.  Clearly then, as now, there were vast sections of the population of 

Mexico that were divorced from the prosperity that accompanies an economic growth 

period.   What is contended here is that at that time Mexico had not suffered the major 

downturn of an economic crisis on the scale of the 1982 events and was able to invest in 

its own economic future without the pall of cyclical crises that it now faces. 

Under the current economic policies and conditions that are applied to Mexico, it could 

not effectively market its own produce to its own population as there is simply not 

enough demand to do this.  This is the other side of the adjustment coin.  When internal 

markets are undermined and national enterprises are forced into bankruptcy, demand in 

internal markets becomes compressed and so do labour costs.  It can be argued that this 

forcing down of wages represents a hidden agenda implicit within IMF Structural 

Adjustment Policies and can be evidenced by the relocation of investment from the US to 

Mexico or from Western Europe to Eastern Europe where this compression of investment 

has caused just this type of wage reduction and investment relocation (Chossudovsky 

1999:76). 
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This interpretation fits well within the rubric of long-wave theory.  As discussed in a 

previous section, long-wave theory contends that business cycles of approximately 40-60 

years in length run in periods of rapid economic expansion followed by a long, slow 

downward trend.  At this time of stagnation and decline, capital, looking for a greater 

return than can be achieved by producing in a developed country, looks to the developing 

world for a cheap labour source to produce products with a higher rate of marginal 

advantage than can be done successfully in the developed world (Chase-Dunn 1989, 

Pfister and Suter 1987, Suter 1992).  This ensures that the Third World tends to generate 

investment predominantly during the second phase or ‘downswing’ of the long-wave.  At 

this point the Third World in general receives a larger share of investment but it is 

investment in industries producing for already saturated overseas markets at a time of 

global economic contraction.  Hence the developing world rarely produces the current 

‘price maker’ products and instead is left producing old industry ‘price taker’ products.  

This sort of investment does little to enhance the economic durability of a developing 

country and tends to leave it perpetually open to crisis (Pfister and Suter 1987).  This is 

especially the case if, as in Mexico, the investment takes the form of debt rather than 

equity.  Investment of this kind traditionally continues until the industries involved fall 

below a level at which they are profitable.  At this point investment tends to be channeled 

into more speculative instruments until the new innovations that spur the next upswing 

are discovered. 

It should also be noted here that this form of speculative investment itself assists in 

prolonging the period between downturn and upswing by providing returns on capital for 
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unproductive speculation and therefore removing the imperative to innovate.  Defaults by 

sovereign borrowers have historically freed up liquidity in the financial system by 

removing the restraints imposed by the loss of this productive capital which can then be 

used to fund the next wave of investment in new innovations that are now more attractive 

due to the collapse in interest rates that invariably follows a default (Pfister and Suter 

1987:265).  By following the pattern of speculative reliance, capital ensures that the 

ensuing downturns will now more easily become financial crises as there is less of a basis 

in real economic production on which to rely.  However capital rarely takes losses 

willingly.  These are supplemented by squeezing further profits out of the Third World 

through direct wealth transfers (debt repayments) or, more commonly, indirect transfers 

such as securitized debt. This was evident during both of the Mexican economic crises 

discussed here as capital was shielded from the effects of a default through the 

international institutions of the Washington consensus and their push to have private 

debts nationalized. 

As Pfister and Suter (1987:264) contend, the most fundamentally important feature in the 

institutionalization of financial cycles is the development of IMF led mechanisms of debt 

rescheduling.  By removing the possibility of default, these debt ‘renegotiations’ 

(although how much negotiation is involved compared to how much they are dictated is 

highly questionable) remove the pressure on investors to create new methods of capital 

creation and instead assist them in holding on to assets that are unproductive but are yet 

still paying dividends due to the contribution of the debtor country’s population.  This 

was highly evident in Mexico after the 1982 crisis where the banks continued to hold 
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assets that were non-performing but were able to avoid default due to the 

institutionalization of the debt as a public liability by the IMF.  In effect, what we are 

seeing is a much greater tendency for financial crises than ever before, but, with the help 

of creditor organizations and the IMF, we are also seeing greater systemic stability at the 

expense of development.  The empirical evidence available, with respect to the current 

Kondratieff cycle, suggests that, contrary to what the IMF and neo-liberal theorists argue, 

external indebtedness discourages (rather than encourages) economic growth in 

developing countries and that this promotes the emergence of systemic instability (Pfister 

and Suter 1987:250).  This also helps us in understanding why the demand problem exists 

in the Third World16.   

To address the second question, ‘How does Mexico’s high growth differ from the high 

growth period of Asia up to 1997?’, it will be argued here that the difference is again one 

of perception.  Had the Asian crisis not occurred, Mexico would still be identified as an 

economy that is growing too rapidly but that would not be seen by the financial 

community as necessarily a major problem.  In the post-Asia period, the fear of an 

overheating economy has become more prevalent.  Even though historically international 

financial markets have shown a reticence to act in their own interest before financial 

crises occur, this does not mean that they have not been able to identify them.  What this 

demonstrates is a reluctance of capital to short its position in a profit-making environment 

even where there is great potential for collapse, due to the (so far quite well founded 

                                                           
16 It is not just the Third World that suffers from this crisis of demand.  In Susan George’s book The Debt 
Boomerang: How Third World Debt Harms Us All, 1994 she illustrates quite clearly how this contraction 
of demand destroys First World exports and wages as well as Third. 
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belief) that they will be rescued from this position when the crisis arises.  However, this 

does not provide a completely satisfactory explanation of this phenomenon.   Shiller’s 

(2000) work on the irrational exuberance of investors in the stock market during boom 

periods indicates that even in economic environments where there is little chance of a 

rescue, such as the stock market, there is also often over-investment.  What Shiller’s work 

also demonstrates is the inherent weaknesses involved in the moral hazard argument, as 

the herd mentality of investors or lenders tends to override other factors such as evidence 

or common sense.  That is, during periods of stable returns it can be seen that investors 

often ignore the fundamentals or the empirical data in favor of simply following the 

‘pack’ and making money where others are rather than making considered, rational 

evaluations.  The prospect of a bailout when conditions change for the worse is often not 

as a high a priority as accumulation during an upswing.  We saw this with respect to bank 

lending in the run up to the Mexican crisis. 

In Asia this is exactly what occurred, but in Asia there was less fear due to the long-term 

nature of the economic upswing in question.  It was this stability that allowed investors 

who should have known better to keep taking positions in a dangerous market.  In 

Mexico, this illusion of stability does not exist now due to the rapid, cyclical nature of its 

economy.  This, again, is congruent with the long-wave theory interpretation of economic 

cycles.  The system of financial relations is considered (largely by world-systems 

theorists and social democrats) to be fragile due to the fact that the forces which disrupt it 

are endogenous to the development process (Pfister and Suter 1987:245).  The IMF 

acknowledges this instability in its annual report (1996:26), ‘Directors recognized that 
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closer integration also posed new risks for many developing countries.  The Mexican 

financial crisis highlighted the risk of economic disruptions from sudden reversals of 

capital flows...’.  This interpretation goes a long way towards explaining the crisis of 

confidence problems befalling Mexico, as due to the fact that Mexico is both, as 

previously stated, dependent on exports to the United States and relying heavily on its, 

now high priced oil sales if the price of oil trends downward or if the US buys fewer 

Mexican imports due to a recession or some other external stimuli then the Mexican trade 

deficit could increase greatly (The Australian 17th August 2000:25). 

For Mexico there is an added political dimension to the perception of crisis.   That is, 

there was a presidential election in Mexico in 2000 where the incumbent president was 

beaten and during the last twenty five years or so, almost all presidential transitions have 

been concurrent with an economic disaster like the currency crash of 1994 (Payne 

2000:31).  Therefore there is an historical precedent (on top of all of the other factors) 

that would indicate a potential economic problem for Mexico.  There is also the historical 

precedent of capital markets missing the economic warnings such as in 1994 when there 

was very little discussion about potential disaster in Mexico until it actually happened 

(Payne 2000:31). 

After nearly twenty years of these IMF adjustment and ‘rescue’ packages, what is the 

current economic condition of Latin America in general and Mexico specifically?  Taking 

a representative cross-section of four semi-peripheral Latin American countries including 

Mexico, the IMF’s results are quite evident as shown in Table: 1. 
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Table: 1 

Country External Debt for 1980 External Debt for 1999 
Argentina US $27.157 billion US $147.880 billion 
Brazil US $71.520 billion US $244.673 billion 
Chile US $12.081 billion US $37.762 billion 
Mexico US $57.365 billion US $166.960 billion 
Source: The World Bank 2001. 

Another important set of statistics that need to be looked at for the sample countries are 

the per capita GDP statistics.  In this area too, IMF policies would also appear to have 

worsened the situation for all countries involved excepting Chile: 

Table: 2 

Country Per Capita GDP for 
198017

Per Capita GDP for 1995 

Argentina US $4886.7  US $4854.2  
Brazil US $2903.4  US $2867.4  
Chile US $1906.4  US $2817.7  
Mexico US $2943.0  US $2840.4  
Source: United Nations 1997. 

As is evidenced here, even Chile’s GDP, which did not decline, did not grow at an 

adequate rate over the fifteen years to justify the IMF’s adjustment policies in this region. 

Compare these figures with the data gathered by the US Census Bureau (1999) for the US 

over approximately the same period.  The per capita GDP of the US in 1980 was US 

$11,896, in 1997 it was US $29,326.  This shows an increase in per capita GDP of over 

150 percent in the fifteen year period (US Census Bureau 1999:842).  No GDP growth of 

comparable size was recorded in the sample group of Latin American countries. 

                                                           
17 All figures quoted in 1990 dollar prices. 
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The final set of statistics that will be analyzed here regard income distribution.  Using the 

World Bank’s Development Report 2001, World Development Indicators, the most 

recently available statistics are cited18.  In Mexico in 1996 the lowest earning 20 percent 

of the population received 4.0 percent of the national income whereas the top 20 percent 

received 56.7 percent.  In Brazil in 1997 the figures for the lowest earning quintile was 

2.6 percent whereas the top 20 percent received 63.0 percent.  In Chile in 1996 the lowest 

earning quintile received 3.4 percent of the national income and the top quintile received 

62.0 percent.  The gini coefficient19 for Mexico in 1996 was 51.9, for Brazil 1997 59.1 

and Chile in 1996, 57.520 (2001:70-71). 

To contrast this with the developed world, in the US (by no means the most egalitarian of 

countries despite its recent high economic growth) the bottom 20 percent of the 

population received 5.2 percent of the national income and the top 20 percent got 46.4 

percent in 1997.  The low figure here is not remarkably higher than the developing 

countries cited but the figure for the top quintile is noticeably lower.  The least unequal 

countries were in the core – such as Sweden with 9.6 and 34.5 percent respectively or 

Austria at 10.4 and 33.3 percent (2001:70-72).   

The reason that these countries, like the US, have rather low upper figures is because they 

have a greater share in the middle brackets.  This is one of the distinguishing factors that 

helps to separate core and semi-peripheral economies.  Developing countries are traditionally 

polarized economically while the wealth is spread across a greater range in the more 

                                                           
18 No reliable figures are available for Latin America in 1980 to compare with. 
19 The Gini coefficient is the measure of a country’s inequality expressed as a number between 0 (being 
complete equality) and 100 (representing perfect inequality). 
20 No recent figures are available for Argentina. 
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 advanced mature economies.  It is interesting then that even given this type of data 

correlation the IMF still downplays the tangible economic advantages of income equality.  

The problem appears to be one of interpretation.  By this I mean that the IMF interprets that 

data to mean that in an advanced economy there is more likelihood of income equality where 

I argue that it is more cause that effect.  Persson and Tabellini support this position in their 

1994 article, ‘Is inequality harmful for growth?’ published in the American Economic 

Review.  In this work the authors conclude that economic inequality distorts political 

decisions away from what would be optimum for growth and toward what is politically 

necessary due to social pressure (Persson and Tabellini 1994).  In the developed world 

income inequality is damaging as it polarizes society and creates a large group of people who 

are tangibly far worse off than those at the top end of the scale.  This places pressure on the 

government to redistribute wealth to the less well off to try and lessen the negative effects of 

this.  In the developing world, however, the sheer volume of people who fall into the lower 

bracket means that for the government to try and even things up in the same way would be 

simply not possible due to the aggregate sums that are involved before even considering the 

other structural impediments involved such as what they are allowed to spend money on 

under IMF SAPs.  A country cannot be considered to be developing if its economic 

advancement comes at the cost of social advancement.  Bernstein (1979:92) and Seers (1979) 

both argue that the term ‘development’ needs to encompass more than simply the economic 

definition and must also include equality, human rights, health care, civil rights and so forth.  

As argued here, economic development is also served by equitable distribution and therefore 

the reasons for excluding this data from economic policy are questionable. 
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Conclusion 

I argue that this chapter has provided evidence that is consistent with the first three 

hypotheses proposed here.  The Mexican debt crisis of 1982 was the first serious threat to 

the global financial system that the IMF had to deal with.  That it had been primarily 

concerned with the affairs of peripheral countries as opposed to semi-peripheral up until 

this point is a factor that has not previously been examined in the same detail that it has in 

this dissertation.  The policy prescriptions of the IMF during the Mexican crises reflect 

the needs of capital (primarily financial) both global and domestic and the results of Fund 

policies there bare this out as, as evidenced here, there has been increasing inequality and 

instability in Mexico.  This resulted in the second major financial crisis for Mexico in 

1994-95 which served to further assist the needs of capital by allowing the larger 

institutional investors to escape with only minimal losses while the bulk of the risk and 

the loss was passed on to the people of Mexico through the use of short-term, government 

guaranteed securities.  What this demonstrates is that hypothesis two can be shown to be 

true with respect to the crises in Mexico.   

Mexico’s economic position today is no stronger than it was before IMF intervention.  As 

argued here, by many measures it is demonstrably weaker.  To state that this is a failure 

of Fund policy is to misinterpret what the goal of IMF policy prescriptions actually is.  It 

is true that the IMF promotes the adoption of these policies (although perhaps justifies is 

a more accurate term, considering that there is little need to promote mandates) as being 

beneficial for the debtor country in question.  To a degree, as an organization, it may 

believe this.  But that does not make it so.  As has been evidenced here with regard to 
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Mexico, Fund policies have structurally weakened the economy and have left it more 

vulnerable to economic collapse and contagion supporting hypothesis three.  This has 

occurred partially through its increased links to the world economy but more critically, 

through Mexico’s forced participation in the global financial system in a manner that 

provides large risks for the Mexican people in general with only marginal potential 

payoffs.  Hypothesis one was also supported in this chapter as it was established that 

overinvestment and irrational lending practices of the IFIs caused the Mexican debt crisis 

in the first instance. 

This does not mean that no-one in Mexico benefits from these prescriptions, but it does 

mean that the people who do benefit, such as financial capitalists and those with easily 

transportable assets, are already better positioned to take advantage of the new economic 

environment that results from these policy shifts.  As can be seen by the compression of 

demand and the enormous wealth disparity that exists in Mexico, the IMF is not overly 

concerned by the growing wealth gap that it helps to promote.  Or, if it is, it does not 

believe that it is important enough to address overtly.  According to neo-liberal 

economics, there is no need to address this as in a free-market society, some sort of 

equity will be achieved organically and any differentials in income are the fault of the 

individuals in question.  There are remarkably few examples where this can be identified. 
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Chapter 2: Asia 
 
Introduction 

The case of Asia is of interest here as it helps to show the continuum of crisis that can be 

traced in the semi-periphery as IMF supported neo-liberal economic policies are adopted.  

That is, like Mexico, Asia did not run into serious financial trouble until it began to 

accept large flows of foreign capital and adopted economic policies to appease the 

interests of large foreign capital investors.  This, combined with industry deregulation 

weakened the structure of investment in Asia to the point where it was vulnerable to 

collapse.  The same link will be drawn below with reference to Russia and the timing of 

its economic crisis which again occurred after the adoption of neo-liberal economic 

policies of openness.  This evidence supports hypothesis three – If Third World countries 

open their economies to foreign capital, then they are more likely to experience debt 

crises. 

This chapter will examine how global finance responded to the Asian crisis and the 

similarities and differences between these responses in Asia in 1997 and Mexico in 1982 

and 1994/95.  This is important as it will demonstrate the evolution of capital’s response 

to crises in the semi-periphery by showing how after the first Mexican crisis in 1982 

capital found ways of limiting its exposure and risk by the time that the 1994/95 crisis 

came and by the time the Asian meltdown occurred, these responses were different again.  

In Asia, due mainly to the composition of debt which was largely private as opposed to 

Mexico where it was predominantly public, capital focussed on equitizing debts rather 
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than on rescheduling loans.  This is a key difference as it means that instead of supporting 

the IMF in its attempts to have repayments rescheduled, as was largely the case in 

Mexico, finance capital tended to be critical of this in Asia as it meant that businesses 

were not being left to market forces.  Even with IMF assistance however a good deal of 

Asian businesses were bought by foreign capital at greatly reduced prices despite the fact 

that many of these were profitable just a few months before and, in a more stable 

economic environment, would still be structurally sound (Van Hoa 2000:16).  

The Asian economic crisis is a useful case study as, it will be argued here, although it had 

very different causes to the Mexican crises of 1982 and 1994/95, essentially the same 

policies were used to address it.  This is of significance as it demonstrates the IMF’s 

inability to adapt its policies to fit different countries, or even regions of the semi-

periphery where the majority of its lending occurs and therefore, the application of 

broadly similar policies in the periphery will be of even less value to the countries 

involved.  I argue that the Asian crisis again illustrates how the elites of both the crisis 

country and the developed world are able to profit from financial crisis while the poorest 

pay a disproportionate amount. This evidence will support hypothesis two – If IMF 

policies are implemented in the Third World as dictated, then their primary benefits will 

accrue to the elites in those countries and in the developed world.  The people and 

businesses that did the best out of the crisis were those which controlled enough 

resources to deal with the governmental and supra-governmental departments on a 

relatively equal basis, and those which could use the international financial structures to 

their advantage.  It is, perhaps, inaccurate to discuss the two areas of government and 
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business in Asia as separate, however, as there have been strong ties and influence 

between the two areas in both directions throughout the entire economic boom period 

(Van Hoa 2000:17).  

From a world-systems perspective, this is not difficult to understand due to the 

interconnectedness of the Asian crisis countries and how they were linked strongly, 

mainly through exports, to the global economy which was suffering a regional downturn 

at that time in Japan and Europe.  The main contention here is that IMF encouraged neo-

liberal policies weakened the economies of the Asian crisis countries to the point where 

they were vulnerable to this collapse.  This was achieved by undermining the Asian 

growth model that had been successful for over a decade, by insisting on opening the 

Asian economies up to global finance.  It will be considered here how this finance was 

not necessary for continued growth in the crisis countries but was instead undertaken for 

reasons related to the ideology of neo-liberal economics.  

Further, it will be established what is meant by crisis in this context and how it compares 

with the Mexican and Russian crises.  It will be discussed here how the events in Asia fit 

into the world-systems theory of financial crisis with specific reference to the work of 

Pfister and Suter (1987) and look at what occurred to precipitate them.  To expand 

slightly on this, it will be examined how the affected Asian countries were all semi-

peripheral and as such were highly integrated into the global economy, meaning that they 

posed a viable threat to the global financial system.  Other more peripheral countries of 

the region were not affected by the crisis to the same degree that the semi-peripheral 
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countries of the region were and nor would they have threatened the global financial 

system if they had collapsed. 

Now that it is possible to look back at the crisis, which occurred over four years ago, with 

some perspective, the role that the IMF played in both its management and dynamic can 

be discussed critically and will be examined in detail here.  It is important also to 

consider who were actually affected by the crisis and why.  To do this we must focus not 

only on those who were economically harmed but, much more importantly, who, both 

within and without the region, were not.  This leads back to the central thesis of this 

work, that the people who were the least affected by the economic crisis in Asia were 

those who were the most able to manipulate events and policy to suit their own interests, 

and those countries that were not obeying strict neo-liberal policy doctrine.  By this I am 

referring to countries such as Taiwan, China or India which did not adhere to neo-liberal 

economic principles on several levels – generally involving capital controls which gave 

them a greater degree of control over the composition of their own economies.  Malaysia 

later followed in this course of action, despite severe warnings against doing so from neo-

liberal economists around the world, and avoided many of the problems related to the 

1997 crisis that other countries of the region faced.  This evidence (which supports 

hypothesis three) will be expanded upon further below. 

This chapter examines the nature of financial speculation and looks at the herd mentality 

inherent within behavioral finance.  The nature of the economic boom will be looked at in 

order to help explain the bust which generally follows.  This will be used to establish a 
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link between the boom phase of a long wave and the debt cycle for the Third World.  An 

argument will be made that the Asian crisis of 1997, was caused by asset valuations 

which were not coherently priced by the ‘market’ as is claimed by many on the economic 

and political right, but instead, were simply subject to the artificial scarcity of a herd 

mentality related asset rush.  This provides evidence for hypothesis one. 

Although it is prudent to point out here that there was a far greater emphasis on this 

miracle growth in Asia than there was in Mexico during its boom period.  The reasons for 

this are important and will be expanded upon below but suffice it to state here that the 

implications of the Asian growth model were important to both neo-liberals and world-

systems theorists for very different reasons.  Neo-liberals argued that the Asian tiger 

economies represented the empirical embodiment of their theories and they were 

successful (Lall 1983:11).  World-systems theory clearly posited the Asian tiger 

economies as success stories as well but they did acknowledge both the large role of the 

government in this success and the tentative, dependent nature of the development (Wade 

and Veneroso 1998).   

During these periods of boom growth, the natural tendencies of capitalism towards crisis 

and overproduction are made more clearly evident.  More importantly, however, the 

irrational nature of the financial investments that bring about these unstable global 

conditions are also more in evidence.  The over-investment and asset ‘bubble’ that 

occurred in Asia, it will be argued, is analogous to the explosion of bank lending to Latin 

America that precipitated the debt crisis on that continent in 1982 or, as will be developed 
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more fully in later chapters, the Russian bond debacle of 1998.  All of these crises are 

clearly the result of an over-confidence in the robustness of the global financial system in 

general, and the nature and sustainability of the systems of accumulation within these 

regions in particular.   

Put in its simplest terms, the overconfidence of investors from developed countries in the 

ability of financial assets to realize profits in an ever ascending arc has been the cause of 

economic hardship and immiseration to vast numbers of people within the Third World.  

That this overconfidence has tended to obscure the focus on observable economic data 

and economic history and replace it with a herd style investor mentality, would be to 

accept the premise that this focus on data ever really existed.  As has been argued 

consistently throughout this work, attention to actual economic and social data as 

opposed to pure neo-classical theory is the exception to the rule and not the norm.  Much 

of Shiller’s (2000) work has been devoted to analyzing the US stock market conditions in 

the lead up to the crashes of 1901, 1929 and 1987, as well as the currently prevailing 

conditions, and this absence of focus on hard economic data before the crisis is a theme 

that has been echoed in banking and investment circles before the Third World debt 

crises analyzed in this dissertation. 

To argue that all the businesses in Asia that have vast economic resources were spared 

from financial hardship during the crisis period would be simply specious.  Obviously in 

Asia, as in Latin America before it and, to a degree, Russia after it, there were wealthy 

locals and foreigners who lost money.  What this chapter examines is the general trend 
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toward risk reduction for the wealthy against its counter, the continued immiseration of 

the many who are not.  More specifically, this work will examine the way that US style 

financial capitalism (liberalization, free-markets, removal of protectionist barriers to 

trade, export more than import, to name a few aspects of this) as dictated by the IMF 

abroad, but generally not practiced at home in the US, undermined the fundamentals of 

many foreign economies including the Asian crisis countries. 

The Asian Growth Years 

It would pay at this point to mention that the Asian countries in question here were 

regularly described as ‘miracle’ economies right up to the point where they collapsed. 

Until 1997 the four Asian ‘tiger’ economies of South Korea, Thailand, Indonesia and 

Malaysia could almost be described as an economic anomaly21.  They had grown at a rate 

that was highly unusual (although not unheard of) for a developing region at a nearly 10 

percent average rate for a decade (World Bank 1999:188-90), and at a thirty year average 

of 6-8 percent (Brain 1999:1).  This was argued by some prominent development studies 

theorists, such as Dudley Seers (1981:16), to be evidence enough that dependency theory 

had been proven wrong and countries of the Third World could become First World.  

Newly industrializing countries of Asia, it is contended, are atypical of the development 

theory paradigm as they should not have grown for such an extended period at such a 

pace if the development theorists’ limits to capitalist development in the periphery (semi–

periphery) are to be accepted Seers (1981:16).  Seers then goes on to argue that the 

economic growth of these countries can no longer be treated as temporary and has to be 

viewed as a permanent feature of the development/underdevelopment paradigm. We have 

now seen the collapse of many of the Asian ‘tiger’ economies and Brazil’s, along with 

                                                           
21 As stated previously, China is currently running at a growth rate of approximately 11 percent. 
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most of the Latin-America regional economies which collapsed in 1982 just one year 

after Seers made his prediction. 

The fact that these countries were, for a time, growing rapidly did not mean that their 

growth was a permanent feature.  The successful Asian NICs were flooded with aid 

money, allowed concessions for their exports, and disregard of their rigorous import 

controls during the cold war (Feis 1964:180-81).  US military aid also played a large role 

in Asia in the lead up to the Vietnam war with the US providing extremely large amounts 

of money and weapons to help stem the spread of communism in the region (Conteh-

Morgan 1990:186).  All these factors are totally atypical of the Third World in general 

and can be contrasted against the USA’s ‘sluggish response to the needs of Latin 

American countries...’ (Feis 1964:180).  The needs of the Asian countries at the time 

were seen as more significant than those of Latin America due to the pervasive influence 

of an increasingly militarized Vietnam during this period.  ‘An aroused and angered 

congress in 1950-51 approved large special allocations for South Korea and Taiwan to 

enable those menaced countries to support large military forces and to enable them to 

make work for their people on land and in new industries’ (Feis 1964:50).  During the 

period 1948-52 we can see the level of US foreign and military aid to Asia as compared 

to Latin America: 
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Table: 3 
U.S Foreign Aid, 1948-52 (US $millions) [in 1952 dollars] 
Country Economic 

Aid 
Military 

Aid 
Total 

Asia    
Indonesia 207.4 3.9 211.3
Indochina 47.1 245.1 292.2
Philippines 587.7 78.7 666.4
South Korea 485.6 11.1 497.3
Taiwan 467.8 47.9 515.7
Thailand 17.1 16.4 33.5
Latin America  
Argentina 101.5 ------- 101.5
Brazil 109.4 ------- 109.4
Mexico 178.9 ------- 178.9
Peru 24.8 0.1 24.9
Venezuela 10.5 ------- 10.5
Source: Agency for International Development 1971. 

This table represents a sample of the countries in these regions that were listed but it is 

pertinent to point out that the total lending to all of the twenty one countries of Latin 

America came to US$591 million while, as can be seen on the table here, aid to the 

Philippines alone surpasses this.  During this period it can also be seen that the US was 

providing large military aid to Indochina to help support the French and their efforts to 

defend their interests there against nationalists and, as they were being funded by the 

USSR, communists (Wood 1986:58).  What can be deduced from this is that the rise of 

the Asian Tigers was atypical and not predominantly due to neo-liberalism as is often 

claimed by the Fund (IMF 1996). 

Further to this, even though the newly industrializing countries of South East Asia were 

increasing their export production (which they could do largely due to the export 
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concessions that they were given), and their growth rates were high before the Asian 

crisis in 1997, the average per capita Gross National Product (GNP) was still far from 

that of the advanced countries.  In Thailand the in 1997 GNP was US$2740 per capita22, 

in Indonesia it was US$1110 per capita, and in the Republic of Korea the GNP was 

US$10,550 per capita, which, by Third World standards were all quite high23.  However, 

by First World standards these figures are still low.  This, combined with the recent crisis, 

does not support the claim that these countries are permanently past their Third World 

status. 

During this time of growth in Asia, these countries were highly interventionist with the 

governments directing investment into growth industries through a system of incentives 

and credit guarantees (Wade and Veneroso 1998).  East Asia (and Western Europe to a 

lesser degree) was at a significant variance from the neo-liberal model as their 

governments regularly over-rode market forces and were also involved in resource 

allocation roles that in the neo-liberal model, should be left to the free-market, where they 

deemed this to be in the nations best interest (Brain 1999:4-5).  This position has been 

noted by numerous other theorists as well as, more recently, the IMF.  The events in Asia, 

with respect to the Newly Industrializing Countries, have undermined the previous 

theories that argue for openness as the best path for development (Dombrowski 1998:10).  

The Asian NICs achieved high growth rates, until relatively recently, behind policies that 

did not allow the financial markets of the world full access and allowed government 

interference in the private finance markets when necessary (Dombrowski 1998:10).  They 

did not completely replace their import substitution policies and instead utilized a hybrid 

                                                           
22 All figures cited are taken from the World Bank’s World Development Indicators for 1999. 
23 Figures for Taiwan are unavailable as it is not recognized as a sovereign nation by the US. 
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of import substitution and export-led growth (Mshomba 2000:46; Schmitz 1984:14).  

Asia was not a triumph of the neo-liberal economic model as promoted by the IMF, but 

there were specific reasons as to why it was important that it looked like it was. 

The Party’s Over: Structural Weaknesses and Crisis Triggers 

Despite these often being grouped together, there is a considerable difference between the 

underlying structural weaknesses of the crisis countries and the triggers that caused the 

meltdown at the time that it happened.  This section will provide a brief survey of the 

makeup of both these categories, however, it should be noted that there is no consensus 

on the differing levels that the factors to be discussed here played in either the build-up or 

the trigger for the crisis.  Nor will this section propose to provide a comprehensive and 

detailed analysis of these causes and triggers.  There has been much work done on this 

since the crisis and there is no need to engage in a protracted discussion of this here.  It is, 

however, important to provide an overview apropos of the context of the crisis.  There are 

several different categories which the proposed weaknesses of the Asian crisis can be 

broadly grouped into.  These will be discussed here as; Behavioral 

Finance/Overinvestment, Neo-Liberal Liberalization/Deregulation, Share Markets and, 

Currency Pegging.  As stated above, these can only be proposed causes of the crisis as 

there is generally great disagreement, even among experts with similar disciplinary 

background (see Stiglitz 2000a; Dornbusch 2000), on the extent of the damage caused by 

different factors.  Even considering this fact, these are not presented here as competing 

theses.  These are simply the most coherent and commonly accepted of the explanations 

of the crisis.  Also to this list could be added, corruption, as this is often cited in neo-

liberal discussions of the Asian crisis as a key factor in the economic breakdown of these 
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countries.  This is another contestable position written from a partisan political 

perspective and will be dealt with more thoroughly below.  The trigger for the crisis will 

be argued here to be the removal of the currency peg in Thailand.  However, this in itself 

was not damaging enough to be the cause of the crisis in Asia and instead must be viewed 

as a component factor of a systemic breakdown that had multiple causes. 

Behavioral Finance/Overinvestment 

Most of the growth in Asia, for the decade before the crash in 1997, was caused by 

massive foreign investment in the region that was not regulated towards productive 

investment but was instead, going into fuelling a property and investment bubble.  It was, 

in short, as Shiller (2000) describes it, a ‘feedback loop’.  That is, price movements were 

self-reinforcing and there was only a very marginal relationship between the actual value 

of the property and assets that were being held in Asia and the prices that were being paid 

for these properties and businesses (Flatters 2000:257-263).  During the years in the lead 

up to the 1997 crisis Asia attracted a good deal of investment unrelated to fundamental 

factors such as attractive price to earnings ratios or undervalued assets but because 

investments elsewhere could not achieve the rate of capital growth that was being 

realized in the region.  This was due (as most events in the global financial system are) to 

a variety of factors.  There was low investment potential in Europe or Japan at the time 

and even the US seemed to many investors to be stagnating compared to Asia.  There 

were also large profits being made in Asia in purely speculative investments such as real 

estate due to the flood of capital into the region, which created a self-perpetuating asset 

rush (Wade and Veneroso 1998).  This is not unlike a pyramid investment or Ponzi 

scheme, only without any central organization.  As new money flowed rapidly in to the 
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region to take advantage of the higher rates of return on investment, assets and property 

became scarcer, driving up the prices.  This allowed those who were the first round of 

investors to get paid high returns.  What ended up happening was that vast numbers of 

investors who thought that they had bought short-term assets had to hold on to them as 

long-term assets or take the loss. 

Liberalization/Deregulation 

The economic situation in the Asian region was not assisted by the widespread adoption 

of the policies of neo-liberalism such as financial liberalization and deregulation.  The 

liberalization of the Thai banking and financial system by the Bank of Thailand marked 

the beginning of the economic mismanagement of the Thai economy which facilitated the 

conditions for economic crisis (Puntasen 1999:62).  These measures had seriously limited 

the crisis countries’ ability to defend their economies by sharply curtailing the economic 

and political instruments at their disposal.  The lack of these regulatory bodies is now 

often cited by the IMF as being one of the main causes of the Asian economic crisis, 

‘...the difficulties that the East Asian crisis countries face are not primarily the result of 

macroeconomic imbalances24.  Rather, they stemmed from weaknesses in financial 

systems and, to a lesser extent, governance.  A combination of inadequate financial sector 

supervision, poor assessment of and management of financial risk...’ (IMF 1999a25). 

Robert Wade (2001a) argues that this liberalization was not done to strengthen the 

economies of the region as is so often contended by neo-liberal economists, but instead, 

                                                           
24 This is an important point that will be discussed in greater detail below. 
25 Page numbers may be absent from sources taken from the internet or electronic journals and, where 
numbers are present, pagination may vary to original. 
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to strengthen the position of US interests in the area.  Wade (2001a:124) examines Joseph 

Stiglitz’s (former chief economist  of the World Bank) position on this when he argues 

that the Asian crisis countries were forced to liberalize their financial markets as a 

function of international pressure to do so and not out of necessity to attract capital as the 

saving rates were already 30 percent or higher.  What this liberalzaition achieved was a 

change in composition of capital investment from long-term to short-term which helped 

cause the real estate bubble as this type of speculation allowed profits to be realized with 

much shorter time horizons than investment in industry would have (Wade 2001a:124).  

This assists in demonstrating the underlying message that was being given to investors 

then, as it is given to investors now, that their needs (free capital mobility and freedom 

from foreign investment review boards to name but two) will be met whenever the US 

can influence these situations to this end.  Peter Brain argues that, ‘...the United States 

preaches neo-liberalism to her own advantage but not to anyone else’s’ (1999:67).  This 

‘influence’ can be exercised most of the time, as can be evidenced by the US involvement 

in Mexico during the 1982 crisis or the 1994/95 crisis, or indeed, in most developing 

countries whether there is a crisis or not.  Notable exceptions to this rule are Taiwan, 

India, China or Chile, and to a lesser degree Malaysia, all of which survived the 1997 

round of crisis driven contagion without any substantial economic damage.   

Malaysia is an economic exception of a somewhat higher order than the other two 

regional countries of India or China, in that prior to the crisis it was operating a standard 

free-market system with only limited controls on financial capital.  Since the crisis of 

1997, Malaysia has gone the furthest in reintroducing capital controls despite being one 
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of the most open economies before the crisis, in a move that follows China’s lead (Wade 

and Veneroso 1998:21).  It was after the 1997 crisis broke that Malaysia introduced 

capital controls.  This, in and of itself, would appear to be nothing exceptional.  It can be 

argued that under these conditions it is quite rational to impose such controls to restrict 

the economically damaging free movement of capital.  Former free-market advocate Paul 

Krugman (1998b:8) argues that the Asian economies need to be able to partially de-link 

from the global economy until they regain positions of relative economic strength.  

Further to this, he also advocates debt moratoria and temporary currency controls which 

have traditionally been anathema to neo-liberal economists such as Krugman (1998b:8).  

Why this position is exceptional is that it contrasts with conventional neo-liberal 

economic theory (Stilwell 2000).  It is far more common for actual events to be 

overlooked and a strict theoretical emphasis applied.  That emphasis consists of a ‘more 

of the same’ approach where the crisis countries are told that if they follow economic 

orthodoxy to an even greater degree then things will change.  Due to this lack of 

empirical evidence to support the IMF’s economic policy prescriptions, the Asian ‘Tiger’ 

economies were invested with an inherent importance for the IMF.  After having 

maintained that the success of the Asian ‘Tiger’ economies was based on their adoption 

of liberalization, deregulation and the role of market forces in allocating resources, the 

Fund then went on to use this experience in many policy documents as justification for 

implementing policies as ‘proven’ (Bienefeld 2000:540-541).  The ‘eternal future’ into 

which Third World countries’ expectations of development are constantly being pushed 

has, so far, proved elusive.  Since the 1960s, average developing country incomes have 
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grown far more slowly that those of the OECD countries which has caused ever greater 

global inequality (Wade 2001a:135).  This is not the only economic indicator that shows 

the absence of any meaningful development in the Third World as will be expanded on 

below. 

The Share Market 

The IMF’s optimism is similar in nature to the irrational exuberance seen in the herd 

mentality of investors in the stock market and can be explained in a similar manner.  That 

is, after the extended period of growth which had been experienced by the chaebol in 

South Korea, or many of the large corporations within the other affected Asian 

economies, there was a sense of invulnerability that lent itself to expansion.  A look at the 

value of the share markets in the Asian crisis countries in the lead up to the crisis is useful 

in demonstrating where this sense of invulnerability came from: 

Table: 4 

The stock market in East Asia before the crisis, 1988-97 
Country                Market Capitalization*  Real Growth Per 

Year** 
 Dec.  1988 June 1997 Dec 1988-June 

1997         (%) 
Indonesia 434 178 259 561 000 2952
Rep. of Korea 64 543 684 136 229 883 18.4
Malaysia 63 193 714 170 336.3
The Philippines 88 592 1 961 893 66.4
Thailand 221 958 1 614 920 655.8
Source: Rivera-Batiz 2001; International Finance Corporation 1998. 
Notes: *Nominal value, in Millions of local currency. 

**The increase in real capitalization is equal to the percentage increase in nominal 
capitalization adjusted by a stock market price index.  

It can be seen here that in Indonesia alone the capitalization of the share market increased 

2952 percent per year during this period and Thailand achieved annual share growth of 
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655.8 percent.  These are huge increases, however, as Shiller (2000) argues with regard to 

the stock-market, often very little actual data are used as a basis for the investment 

decisions that inflate markets to these magnitudes and often they are simply based on 

projecting current trends or conditions forward.   

Further to this, there were also a large number of share price increases in the Asian region 

prior to this period due largely to the recovery from the 1981 global recession (Shiller 

2000:129).  During this period the share prices in the Asian region increased by; 518.3 

percent in Korea between 1982 and 1987, 430.7 percent in Thailand between 1986 and 

1991 and 468.1 percent in Taiwan between 1984 and 1989 (Shiller 2000:129).  However, 

in December 1996, before the Asian crisis occurred, the stock market had fallen from 

these peaks in all of the Asian crisis countries (Shiller 2000:130).  It is argued that many 

of the large conglomerates that were exporting into the global market simply assumed 

that more openness would mean higher profits for them (Crotty and Dymski 2000:18).  

As we have seen, this overconfidence led to over-investment which in turn, due to a 

shortage of available domestic funds, became international financial over-extension.   

Currency Pegging 

There are other more contestable factors that may or may not have contributed to the 

breakdown of the Asian economies.  Issues such as currency pegging are generally 

proposed or critiqued from a particular ideological perspective and there is little 

consensus between neo-liberals and world-systems theorists with respect to it.  From a 

neo-liberal perspective, the argument goes, that guaranteeing an exchange rate attracted 

investment that was not necessarily productive to take advantage of the exchange rate 
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guarantee (IMF 1998a:3).  Before the crisis, in the IMF’s Annual Report for 1996, 

however, there is no mention of the ‘problems’ with currency pegging despite there being 

an extensive report on the economic activities in Asia.  It is prudent to note here that the 

IMF was originally charged with responsibility of overseeing a system of fixed [pegged] 

exchange rates during the Keynesian period of high growth throughout the 1950s and 

1960s.  The relative efficiency of fixed rates may have altered in the global economic 

environment since this period, however, the real change is in the political orientation of 

the IMF rather than in the failure of these policies.  

China maintained its currency peg and avoided the worst of the Asian contagion.  China 

also maintained financial regulation which allowed it to avoid the inflows of speculative 

capital which I argue were far more damaging than currency pegging.  Further to this, the 

IMF contends that by pegging their currencies to the US dollar, Asian economies suffered 

from a fall in competitiveness when the US dollar strengthened against the yen between 

1994 and 1997 (IMF 1998a:3).  This argument, however, lacks empirical support as the 

crisis in Asia was mainly related to unregulated capital flows and was only marginally 

concerned with imports and exports.  The removal of the peg in 1997 may have provided 

the trigger for the financial crisis, but there were many factors which influenced this.  I 

argue that it was not the peg itself that was the main problem but the costs of defending it 

in an environment of rising short-term debt (Hill 1999:8-9). 

 

 



108

The IMF: Positions and Policies 

The IMF has held two distinct positions with regard to the Asian ‘Tiger’ economies.  

One, as discussed above, was that the Asian crisis countries were doing everything right 

economically, as stated overtly by its sister organization the World Bank in its 1993 

report titled The Asian Miracle.  According to the Fund, the economic rise of the South-

East Asian economies was due to their embrace of the neo-liberal economic principles of 

free-markets and deregulation.  This position was prominent when the countries in 

question were doing well.   

The second position that the IMF adopted with regard to the Asian crisis countries is the 

opposite of the first.  That is, they contended, post-crisis that the economic crash of 1997 

occurred due to the over involvement of the governments of these countries in their 

economies and a structurally weak banking and finance sector.  This, conveniently, was 

not discovered by the IMF until after the crisis broke.  In a recent report, the managing 

director of the IMF Horst Köhler clearly states this position when he contends, ‘Moreover 

the crisis countries have moved ahead with urgently needed reform and restructuring in 

their financial and corporate sectors’ (2002:1).  It is interesting that this urgent need for 

reform was not noticed until after the crisis had occurred.  Indeed, just before the crisis 

occurred, all the Asian countries involved were rated as fundamentally sound by most 

monitoring agencies (Brain 1999:2). 

So the real questions that have to be dealt with in regard to the Fund’s position in Asia 

are, which of these positions did the IMF actually believe, and what was the purpose of 
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the other?  Before attempting this task it must be acknowledged that the IMF is an 

organization that can evolve, as has been argued previously here.  That means that its 

position can change in an organic process, and so it will not be argued here that the Fund 

has to pick a position and stay with it blindly ignoring contrary evidence (although, in 

many of the IMF’s positions, it could quite coherently be argued that that is exactly what 

does happen).  The opposite to this has been proposed consistently throughout this work 

and it will continue to be argued that self-reflexivity is exactly what the Fund needs more, 

not less, of.  To clarify the argument then, it is not the fact that the IMF has held two 

contradictory positions on the extent of neo-liberal market reforms in Asia that is being  

contested here, but the fact that they do not acknowledge the contradiction but instead 

ignore it.   

The Fund also contradicts itself at a more specific level when it discusses the necessity of 

macroeconomic reforms.  On the one hand the Fund states that '…the difficulties that the 

East Asian countries face are not primarily the result of macroeconomic imbalances' 

(IMF 1998b:1).  And on the other hand the Fund argues that the negative experiences of 

Mexico and Argentina in 1994-95 can be avoided in Asia 'Provided that macroeconomic 

adjustment, financial sector restructuring, and other reform efforts are implemented 

without undue delay…' (IMF 1997a:1).   

Governmental interference in the economies of the Asian crisis countries came under 

heavy criticism after the crisis broke.  Obviously to an organization such as the IMF that 

strongly advises, if not quite dictates, the economic policies of developing countries as 
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well as closely monitoring global economic conditions, this governmental 

interventionism in Asia could not have been a surprise.  That is, unless the IMF chose to 

not ask the correct economic questions in the first instance.  This would have been a 

convenient, though somewhat clumsy, excuse for the Fund if it could be supported.  

However there is evidence available to show that the IMF did know about this 

interventionism by Asian governments but simply did not rate it to be overly damaging.  

Writing of transition economies in 1996 [at this time transition economies largely meant 

Asia and Russia] the IMF states that, ‘They [IMF directors] expressed concern, however, 

that government intervention in the economy through various off-budget and quasi-fiscal 

measures remained a problem, since these activities constituted contingent liabilities with 

potentially large fiscal costs’ (IMF 1996:25).  This acknowledgment is not particularly 

surprising though as statements of this type are replete throughout most IMF publications.  

When considered within the context of other statements within the same report, it can be 

seen that this reserved, and quite general, admonition is given far less policy prominence 

than the positive pro-growth sentiments that the IMF holds in regard to its ‘success’ story, 

Asia.  Further to this, Rivera-Batiz (2001:42) states that the IMF catalogued only 

Malaysia and Thailand as having pegged currencies, but acknowledged that all five of the 

largest economies in Asia interfered in financial markets.  The IMF was not alone in 

noticing this involvement of government in Asia prior to the crisis as can be evidenced by 

Dani Rodrik’s argument that Asian governments were coordinating private and public 

enterprises and that these were heavily linked (1995:97). 
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‘In Indonesia, rapid growth of bank lending and a rise in foreign investment continued to 

support a healthy pace of activity’ (IMF 1996:16).  As events in 1997 unfolded, the extent 

to which this growth was ‘healthy’ was clearly demonstrated as Indonesia’s economy 

collapsed.  I argue that this finds its corollary in the herd mentality of investors inherent 

in the behavioral finance approach to markets.  That is, as investors tend to project 

expectations of extremely positive outcomes onto their investments during economic 

upturns or periods of prosperity and alter their behavior accordingly (Shiller 1999), so too 

does the IMF project these kinds of expectations onto countries showing positive 

economic indicators.   

In his work The Global Debt Bomb (2000) James L. Clayton supports Shiller’s behavioral 

science approach to crisis by arguing that long periods of economic growth (such as 

existed in Asia pre-1997) structurally weaken the financial system due to the 

psychological impact that they have on investor confidence.  Long periods of stable 

growth lead to the irrational assumption that this type of ascending arc of accumulation is 

normal and not an atypical event (Clayton 2000:14).  The results of this are excessively 

high debt ratios and a bubble.  Towards the peak of the cycle there is a tendency for 

‘swindles’ to emerge as the thought of losses becomes less of a psychological block to 

investment and schemes that, in a tighter market, would not usually attract financing are 

able to so (Clayton 2000:14).  Nor has this point been a particularly new development 

peculiar to only this most recent financial crisis.  Dombrowski (1998:5) supports this 

position by arguing that investors ‘under-emphasize’ fundamentals in periods of upswing 

and show evidence of a type of ‘myopia’ regarding investments that should be looked at 
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closely. This is an extremely salient point when considered in terms of the asset rush that 

existed in Asia.  By encouraging these countries to accept as much foreign capital as 

possible without any serious attempt at a review process, there was a structural 

weakening of the domestic economies in favor of international investors.  The states that 

engaged in this behavior, gave in to the IMF and the Wall Street institutions and opened 

their economies and financial sectors, were exposing their economies and populations to 

an extremely dangerous situation (Gowan 1999:104).  This opening up of the domestic 

market to foreign investment was one of the IMF policies that the Asian crisis countries 

had all been ‘encouraged’ to accept by the Fund pre-crisis.  What this achieved, at a 

psychological level, for investors was a tacit approval of the level of investment that was 

occurring.  This aided in fueling the speculative bubble. 

It is when these speculative bubbles are at their strongest that the most damage is done to 

debtor nations or smaller investors.  This statement obviously needs clarification.  When 

investor confidence is high, it is more likely that deals with dubious fundamentals and 

value can be more easily accomplished.  Foreign investors in Asia perceived that the 

returns were much greater than could be achieved elsewhere at the time and could 

therefore more easily justify the transfer of capital into enterprises that did not necessarily 

warrant it.  The fact that this was all happening over a relatively short period of time and 

accelerating gives some indication of the timeframes that were involved in Asia.  The 

vast bulk of this investment was short term, and therefore, the time constraint was clearly 

a factor.  There was little time to closely examine the fundamentals of these investments 

as time was running out and first-mover advantage was clearly a premium considered 
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worth the risk.  The actual level of risk that many of the large foreign investors assumed 

was also questionable as many were able to either withdraw capital  and thereby realize 

lower profits or accept that their short-term speculations were now long-term investments 

especially those that had invested in the real estate ‘bubble’.  The fact that this crisis 

occurred is not enough reason to assume that it could not be foreseen though as 

traditionally the early warning signs of a crisis are ignored and usually those with 

privileged access to inside information get out first and this precipitates a rush to liquidity 

and a crash – or, an external shock triggers this for the same result (Clayton 2000:14).  

I argue here that this tendency to short-termism is not discouraged by either the IMF or 

their policy prescriptions.  Logically, an organization that is (at least nominally) 

concerned with debt relief (recovery) and long-term systemic stability in the global 

financial system, would seek to find long-term solutions to these issues and seek to 

improve the stability of the system.  The IMF does the opposite of this in practice, if not 

in rhetoric, and instead, focuses on the rule of the market and the short-term rent seeking 

that goes along with this, over long-term structural measures such as allowing 

governmental involvement to direct investment and provide early liquidity to help 

prevent crises.  It is not difficult to understand where the Fund’s position comes from 

when considered in terms of the evolution of the IMF itself.  When the International 

Monetary Fund was first called to account for itself as the manager of the global financial 

system in Mexico in 1982, as has been argued previously in this work, it was an 

organization that was able to acknowledge long-term solutions were needed to these 

problems.  That is, the Fund was able to draw together all of the large banks and IFIs that 
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were involved in the Mexican debt crisis and demand that they contribute to the 

resolution of the crisis which was acknowledged to be medium to long-term (George 

1994:43).  It is no longer such an organization.   

The crisis in Mexico had been building for a long time due to many factors that have 

previously been discussed in this work and will not be significantly enhanced through 

repetition.  However, it bares iteration that up until the oil crises of the 1970s (1973-74 

and 1979) the global financial system was extremely robust, registering the longest and 

highest period of sustained global growth that the world has ever seen.  I argue that it was 

from this environment of sustained stability that the IMF’s optimism, if not originated, 

was, at the least, reinforced.   To clarify, what I am arguing here is that due to two and a 

half decades of solid post-war growth it was not irrational for the Fund to view the global 

financial system as a relatively stable entity.  After the oil shocks slowed global growth, 

the Third World was still getting finance from the international private sector banks.  In 

point of fact, the international banks were lending in record amounts after the oil crises.  

Now it is plain to see how this debt that Third World countries were accruing was 

available because of the oil shocks and not despite them.   

I argue that by bailing the big banks into the Mexican crisis the IMF was taking the 

position that the long-term stability of the previous period would be soon replicated and 

that it was quite acceptable under these conditions to project economic expectations into 

the future.  What has occurred since these events is instability that is increasing as can be 

evidenced by the occurrence of debt crises such as those of Mexico 1994/95, Asia 1997 
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and Russia 1998 as well a other crises that have occurred on a smaller, national scale such 

as Brazil 1998 or Argentina 2002.  The global financial system is now far more volatile 

than it has been at any other time in the past fifty years despite what the Fund’s press 

releases and Economic Outlooks may state.  Referring to the tendency for a growing 

number of countries to adopt their neo-liberal economic doctrines, the Managing director 

of the IMF states, ‘These reforms are making the international financial system stronger’ 

(Köhler 2001:2).  The IMF often tries to pass off extremely broad claims such as this, 

uncritically as fact.  There is a great body of scholarly work that argues just the opposite 

of this (see George 1994, 1998, Chase-Dunn 1989, Pfister and Suter 1987, Wade 2000, 

Gowan 1999, Clayton 2000, Galbraith 2000 and many others).  That the global financial 

system is getting stronger is a position that ignores the massive volatility caused by this 

system of short-term capital flows and ‘shareholder capitalism’.  ‘The exit of huge 

amounts of capital from an emerging country can do more than simply savage its 

currency.  It can savage its economy, destabilize its government and enhance the risks of 

war and dictatorship’ (Gray 1999:13). 

Due in the main to this focus on short-termism we can see how the composition of capital 

investment in the Third World has changed.  Prior to the debt crises of the 1980s, the 

dominant form of international capital flows were long to medium term loans to 

governments and public sector organizations made by syndicates of commercial banks 

(Lipworth and Nystedt 2001:1).  Since these crises however, international banks started 

to rely heavily on interbank loans with markedly shorter maturities.  When the financial 

crises of the 1990s required resolution, these differing financial mechanisms made this a 
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more complex task than it had been during previous crises.  This is largely related to the 

fact that loans to the Third World now predominantly consist of either short-term loans 

from international banks that can be easily withdrawn or, small bondholders whose 

interests and actions may be difficult to coordinate (Lipworth and Nystedt 2001:1). 

Lipworth and Nystedt (2001) then go on to make the important point that this shift to 

eurobonds26 was mainly due to the perception on the part of investors that these bonds 

would be extremely difficult to restructure or reschedule due to the number of actors 

involved and that, due to the punitive nature that these measures would have on debtor 

countries, they would be serviced under any circumstances.  This reorientation toward 

bonds and other financial instruments, as discussed previously, with regard to the second 

Mexican crisis, was more complicated than simply limiting risk.  It involves the inherent 

assumption that the countries that suffered during the debt crises of the 1980s were not 

sufficiently punished for their economic misdeeds that may have contributed to the crisis.  

To clarify, this is not a particularly new position for neo-liberals to adopt.  The ‘moral 

hazard’ argument has existed in neo-liberal economic literature and theory for a long 

period.  However, what we are seeing is a shift to a position that is far more neo-liberal 

than we saw during the first Mexican crises.  This is done in the name of systemic 

stability.  Dooley (2000) argues that eurobonds are difficult to renegotiate by design and 

not by accident so that creditors and debtors could find a solution to the moral hazard 

problem and funds could continue to flow.  By this Dooley is referring to the argument 

that without stringent potential penalties on default for debtor countries it will be difficult 

for them to raise funding on the international financial markets.  Again, it is evident here 

that the only way stability can be seen to be achieved is by the increase in punitive 

                                                           
26 The Eurobond is a fixed-interest security denominated in a particular currency or currencies (The 
Dictionary of Economics 1988). 
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measures on debtor countries.  The argument that debtor countries would be happy with 

these added conditions because it means they continue to get funding is very weak.  The 

range of economic options that get proposed for developing countries tend to escalate in 

degree of severity and their acceptance is rarely optional. 

The point to this discussion is to show that the IMF reacts to the economic environment 

around it and this can be tangibly seen in it the evolution of its approach to financial 

crises.  This manifests itself most clearly in the IMF’s shrinking time horizons for the 

implementation and effect of its policies.  Mexico was given several years to regain the 

ground that it lost in 1982.  By 1994-95 it has only one year to comply and improve.  In 

Asia in 1997 it was much more urgent again with the Fund insisting that stringent 

conditions (to be discussed further below) be introduced immediately with a review 

process to take place in a matter of months.  The IMF is becoming more and more scared 

of the dangers of an economic system that it itself promotes.  Therefore it is not difficult 

to see from whence the economic policies that give preference to the short-term capital 

markets and speculative investors come from.  The banks and financial institutions took 

their cue from the IMF and also from their experiences in Latin America in the 1980s.  

By making loans of only short-term maturities it makes it less likely that the banks would 

be asked to contribute to the resolution of a crisis as they were in 1982 (Lipworth and 

Nystedt 2001:2).  The Banks now acknowledge the increasing fragility of a financial 

system that will punish investors that focus on the longer-term.   

This is not to discount the very real fact that not all forms of capital were affected equally 

by these events.  Obviously the attacks made by financial capital in the form of hedge 
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funds, by undermining the currency of the crisis countries, caused great fiscal hardship 

for companies that were invested in actual production or manufacturing or even real 

estate speculation or shares (Wade and Veneroso 1998).  I argue that there was little to 

gain for people and companies that held assets of this sort, by a devaluation that would 

collapse the domestic banking system and essentially burst the bubble that they had spent 

so much time and effort either creating or ignoring.  What we can see by this is the clear 

acceptance by the US and the IFIs of the superiority of financial capital over productive 

capital.  Property speculators were not neutral actors here, far from it.  As has been 

argued above, it was their irrational over-investment that caused the structural 

weaknesses which allowed the speculative attacks to occur.  However, this bubble was 

not burst by their over-investment and over-confidence alone but was instead damaged by 

the considered and focussed attack of hedge funds and financial speculators in a 

weakened economic environment (Brain 1999). 

So how does this over-confidence that fuels the boom period impact on debtor countries?  

As has been argued above, this overconfidence lends itself to over-extension.  This is 

what happened during the 1970s that helped facilitate the debt crisis in Latin America and 

it is also evident here in Asia.  As argued, the Asian economic crisis was preceded by a 

number of large five-year share price rises which occurred before the banking and the 

exchange rate crises (Shiller 1999:128).  This recent stock-market spike was, and is, 

rarely discussed in reference to the things that went wrong in Asia.  To do so would be to 

surreptitiously imply that the crisis had causes other than the ones that neo-liberals 

regularly cite such as exchange rates, withdrawal of foreign funds, banking problems, 
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corruption or inflation amongst others.  On the subject of corruption it is relevant to cite 

the findings of a recent IMF report that states, ‘...econometric analysis shows a strong 

link between corruption and foreign investment, which is just as evident in East Asia as 

elsewhere in the world’ (Crafts 1998:29).  It would also single out, not only the stock 

market, but the neo-liberal acceptance of capital inflows as unerringly positive inputs, for 

their share of the blame.  

The influx of capital and investment to the Asian region has regularly been cited by the 

IMF as both a source of strength and an endorsement by the private sector that Asia was 

doing the right things economically (IMF 1996).  However, to what degree this 

investment has been a positive, and more importantly perhaps, permanent aspect of the 

Asian development dynamic is often only considered and discussed by opponents of the 

Fund and its policies.  Chase-Dunn (1989) writing from a world-systems point of view 

makes the point that this investment can easily be reversed during periods of downturn or 

crisis as it was in Latin America during the 1980s.  Authors such as Strange, George, 

Bienefeld or Wade, amongst many others, show that there is enough evidence available 

of the contrary effects of unregulated financial flows on developing countries for the IMF 

to at least consider the possibility that perhaps there are long-term downsides that are 

neither atypical or temporary.  Dombrowski (1998:10) argues this point with respect to 

the boom in availability of development funds during the 1970s and early 1980s when he 

maintains that countries which took full advantage of the capital available on the world 

market during this time have spent the last decade exporting capital to the creditor 

countries.  This is simply one of the problems associated with economic openness. 
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The IMF is not an organization that is prepared to refer to data that do not support its 

position.  It is this very position, the inability to acknowledge weakness, that may be the 

Fund’s greatest weakness.  According to the IMF’s former managing director, Michel 

Camdessus, ‘There are more and more countries recognizing that... removing all 

structural impediments to growth is the only way to progress’ (1989:290).  Bienefeld 

(2000:536) examines the policies of the IMF as stated in this report and draws the 

conclusion that ‘No-one could confuse these broad assertions for scientifically based 

statements’.  He goes on to make the point that even the Fund itself acknowledges that 

structural adjustment policies are only really implemented in developing countries, which 

suggests that they may be more about power over these countries than about logical 

persuasion. 

In Asia, as in Latin America, the IMF’s involvement in policy formulation has been 

oriented around the familiar themes of export led growth and demand constraint.  It will 

now be examined here how relevant these policies are with regard to the actual needs that 

Asia has for economic recovery, as opposed to the ideological goals of the IMF.  To 

clarify, this refers to the argument that many of the policies that the Fund insisted on for 

the Asian crisis countries do not appear to be necessarily helpful in reducing the 

economic effects in these countries even by the IMF’s own narrow economic criteria.  

Feldstein (1998:8) supports this position when he makes the argument that the IMF 

should not use short-term liquidity crises to push its ideology on countries that do not 

necessarily need it to regain access to global financial markets.  However, Feldstein 

differs slightly in that he does argue that the reforms may be beneficial in the long-term.  
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The long-term is always an extremely nebulous concept, however, and one that is rarely 

ever clarified in economic theory.   

Also, the reforms to the Asian economies that the IMF was encouraging before the crisis 

had weakened, not strengthened as claimed, the Asian economies.  By requiring greater 

openness and capital mobility from economies that were able to generate sufficient 

investment funds through their own high savings rates, the IMF structurally weakened a 

key aspect of the Asian economic model.  The integrated nature of the East Asian system 

is where it derives its strength from.  By breaking down some of the component parts, the 

system itself is damaged in its entirety (Crotty and Dymski 2000:11).  By opening the 

Asian model to unregulated capital flows, where the regulation of these had previously 

been a key component in the system, without the attendant checks and balances, the 

Asian model was placed under a stress that had not previously existed and it was not 

designed to cope with (Crotty and Dymski 2000:11).  The same argument can be made 

about the removal of state investment coordination or the deregulation of domestic 

finance. 

Apart from ideological reasons, there was, and is, very little to recommend the neo-liberal 

model to Asia.  The added investment that was encouraged by the liberalization of capital 

controls and the deregulation of the financial sector was not needed by Asia in the same 

way that it was in Latin America in the 1980s for example.  This raises another point, that 

will be expanded on in greater detail below, with regard to the IMF forcing ‘off the shelf’ 

packages that were originally designed to be implemented in another region, at another 
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time to deal with another kind of crisis, on the Asian crisis economies.  Deregulation of 

the financial system did not address the ‘risk-management’ constraint to growth in the 

Asian crisis countries and aggravated it in some cases (Brain 1999:158).  The degree to 

which the Latin American economies for which these policies were specifically designed, 

have recovered or benefited by them is, as dealt with in an earlier section, negligible. 

There is another and perhaps more important similarity with what happened in Latin 

America with regard to the implementation of the IMFs policy prescriptions.  As 

discussed in the previous chapter on the Mexican economic crisis of 1982, the local elites 

within these countries were economic nationalists until acted upon by the force of the 

IMF.  To reiterate, there is a tangible advantage for capitalists, producing for the domestic 

market, to keep wages relatively high and support a social safety net so as to have 

domestic consumers with incomes high enough to buy their products.  This changed with 

the implementation of IMF policies that forced an altered focus toward export-led growth 

and demand restraint (Crotty and Dymski 2000:4).  Since the cold war, the ‘buffer’ states 

in Asia were given extraordinary market access to the US and they were export oriented 

for a long time before the recent crisis hit.  In Latin America, where no such access was 

granted, the focus remained on import substitution and domestic consumption driven 

growth right up until the debt crisis of 1982 when, encouraged by the IMF, this 

orientation altered rapidly toward exports: 
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Table: 5 

Export value annual % 
growth 

Country 

1980-1990 1990-1996 

Argentina 5.1 % 3.3 %
Brazil 5.8 % 3.8 %
Mexico  1.2 % 4.0 %
Venezuela -0.9 % -0.6 %
Hong Kong 16.8 % 0.9 %
Malaysia 10.6 % 6.6 %
South Korea 16.7 % 5.1 %
Thailand 22.0 6.5 %
Source: The World Bank 1999. 

What this data clearly demonstrates is that during the years when Asia was given aid and 

access to US markets it was able to achieve extremely high growth rates compared to 

Latin America.  It also demonstrates the importance of these advantages by highlighting 

the obvious reduction in export growth after these practices declined.   

Emphasis on demand restraint is a key feature of most IMF policies and will be discussed 

in more detail below. It can be seen how these same policies of deregulation, 

liberalization and export-led growth have had the same effect on the Asian elites as they 

have had in Latin America.  That is, Asian elites, banks and industrial firms which had 

become large and strong during the years of ‘miracle growth’ related their long-term 

interests to those of the global economy and not the domestic (Crotty and Dymski 

2000:18). 

The most important question that is raised by this is, who was this shift in focus expected 

to benefit?  Now, nearly twenty years after the events in Latin America, the IMF has 
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empirical data on which to look back and evaluate the effectiveness of these policies.  

Latin America, as argued consistently here, is clearly not a success story when the 

declines in real wages and the increasing debt burdens are considered.  To discuss Fund 

policies in terms of  ‘success’ or ‘failure’ we are assuming two things; (1) that we know 

what the Fund’s criteria for success and failure are, and (2) that the Fund itself has such 

criteria.  IMF policies could be reasonably expected to improve the ability of debtor 

countries to service debts however, their effect on welfare, development, or even long-

term ability to pay debt is fragile and dangerous (Bienefeld 2000:537).  Logic dictates 

that if debt/poverty reduction and systemic stability were indeed the goals of IMF policy 

prescriptions, then the absence of any real abatement in either of these areas after two 

decades of application would indicate that an alternative approach may be warranted.  

The assertion that Fund policies were proven to encourage growth and development was 

clearly a claim that could not be supported, which means that their validity as policies to 

be forced on developing countries is severely undermined (Bienefeld 2000:537).  What 

we have seen is the further application of these policies in Asia and, as will be discussed 

further in a later section, in Russia.  In the prolific literature which the IMF puts out, this 

fact is rarely ever analyzed in any serious way but is discussed in terms of ongoing 

adjustment.  The implication is that they will develop if they stick to the IMF’s program.  

A report by the Joint Economic Committee of Congress in the US, referring to the IMF, 

states, ‘...the Administration’s whole approach to the debt crisis has kept the banks 

solvent but it has sunk the debtor nations further into debt’ (The Wall Street Journal 

December 31st 1986: 32).  Although this was in 1986, the formula has remained the same 

and almost all of the Third World is far deeper in debt now than it was at that time.  
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Therefore, the change of focus within the capitalist classes in Asia from one of domestic 

development to global free-market ideology, after their acceptance of neo-liberal policy 

prescriptions, was certainly possible, if not necessarily predictable, as there was evidence 

of it happening before in Latin America.  It was not discouraged by the IMF as it 

provided them with the internal pressures that were required to encourage domestic 

governments to adopt neo-liberal economic policies.  The elites in Asia started to link 

their personal prosperity to unrestricted access to foreign markets and not to national 

interest.  The way of achieving this access was to encourage their own governments to 

submit to international pressures to liberalize their domestic markets (Crotty and Dymski 

2000:18).  It could then conceivably be argued that the IMF knew, or at least could 

reasonably expect, that it would get this support from the most influential groups within 

these countries.  Here we can see evidence of the class dimension of Fund policies and 

the power differences that are highlighted by them.   

What this example helps to illustrate is how those who control the resources are the ones 

to gain the most from IMF policies.  Once again, in Asia, the IMF was able to turn the 

objectives of a country’ richest and most powerful citizens against the general 

populations of these countries.  That is, the chaebol (large conglomerates) and the other 

elites that prospered under the model of Asian growth (domestic investment, highly 

leveraged but guaranteed by the government) tended to be easily persuaded that this level 

of success that was being realized domestically (albeit under often virtual monopoly 

conditions) could be replicated at an international level with a corresponding increase in 

volume of profits.  During the early 1990s, the Asian elites and corporations began to 

 



126

believe (unrealistically) that they could provide serious competition to the multinationals 

of the developed countries in the global arena (Crotty and Dymski 2000:18).  Due to the 

highly leveraged nature of many if not most of these firms, some with debt to equity 

ratios of 3:1 or 4:1 (Wade and Veneroso 1998), they needed to gain access to 

international credit to fund the expected expansion of productive capacity necessary to 

produce for the world market, or face the prospect of escalating domestic interest rates.  

This helps to explain the alliances that they formed with external neo-liberal forces such 

as the IMF to push for the deregulation and liberalization of the banking sector. 

The evolution of the domestic elites within Asia from economic nationalists into neo-

liberal globalization adherents can be seen also by examining what did not happen.  This 

is in reference to the fact that after the Asian crisis broke, the countries most affected by 

the crisis tended to accept the relatively stringent fiscal terms dictated to them by the IMF 

without any real resistance despite the fact that often these terms made little sense with 

regard to the Asian situation (Rowbotham 2000).  There is little doubt that the Asian 

crisis countries had real problems.  However, these problems were not dangerous enough 

to justify the stringent adjustment measures that were applied as the more structural 

strengths of these economies, flexible labour markets, low taxes, high saving rates and 

budgetary surpluses, remained intact along with the prospects for longer-term growth 

(Sachs 1997b:2).  The tightening of fiscal and monetary polices and the call for 

reductions in government expenditure in economies that were already running budget 

surpluses makes little economic sense even by the extremely neo-liberal criteria that the 

Fund uses.  Gowan (1999) contends that these policies were never meant to assist Asia in 
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any meaningful way but were instead designed to change the nature of Asian capitalism 

to make it more acceptable to the type of investment and rent-seeking capitalism that 

dominated the discourse in the US.  This explanation is plausible as far as it goes, 

however, I argue that it under-emphasizes the interests of the elites, either real or 

perceived, within these countries to open their economies further.   

So far we have examined what happened in Asia both pre-crisis and during the crisis of 

1997.  This build up of investment in Asia fits the model of long waves within the world-

system proposed by Pfister and Suter (1987) as does the financial crisis which followed 

it.  Due to the low growth rates of investments in Europe and Japan at the time, capital 

flowed to where it could still realize profits without needing to go to the great trouble and 

risk of investing in new technologies, Asia.  This increase in speculative investment 

weakens the financial system as it means that investors are more and more reliant on 

profits from speculation to finance their own debts (Pfister and Suter 1987:245).  As 

happened in Asia, all it takes for a financial crisis to break out under these conditions is 

an exogenous shock such as a large bank closure or a market panic that under more 

moderate conditions would be absorbed by the system.  ‘...[F]ragility is bought about by a 

long-term shift to increasingly speculative modes of financing’ (Pfister and Suter 

1987:245).  While this is correct, Pfister and Suter argue that these outbreaks of crisis 

usually occur in the ‘periphery’ whereas, as I have argued here, it is the semi-periphery 

where this is likely to occur and indeed in the case of Asia, where it did occur.  Now, to 

complete the analysis of these events and to evaluate the results of the rescue programs 

and policy adjustments that were adopted, it is necessary to examine what has happened 
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since the crisis.  This section will examine the state that these economies, in general, are 

in now and why, as well as which countries in the region were not affected by the crisis 

and, most importantly why not.   

Asian Now 

Enough time has passed since the crisis in Asia first occurred for us to now be able to 

draw some preliminary conclusions as to how effective the economic reforms undertaken 

there have been.  It is difficult, however, to fully evaluate the worth of these reforms as 

they have had multiple effects on many different aspects of the economies.  This means 

that to argue that each reform can be tangibly linked to a specific effect cannot be 

supported.  Instead what we can see is the potential that these countries have for a more 

comprehensive recovery over a longer-term and the ways in which the short-term effects 

of the crisis have abated.  One of the main concerns with respect to the long-term 

resilience of the Asian economies is the adoption of the demand management oriented 

policies of the IMF discussed previously.  This is not only referring to the adoption of 

these policies in Asia as being part of the problem but the IMF’s tendency for 

encouraging global production while severely limiting global consumption.  That is to 

say, the Asian economies achieved economic ‘takeoff’  by pursuing policies of highly 

export oriented growth.  This type of growth, over the long-term is extremely difficult to 

sustain.  That is the point that Peter Brain (1999:189) makes with regard to the rapid 

short-term recovery in the Asian economies post-crisis when he argues the trend is to  

overestimate the long-term potential of these economies to recover and to assume a return 

to high export growth rates on a sustainable, long-term basis.  It is this ‘sustainable basis’ 

that provides both the theoretical and practical problems with any analysis of the effects 
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of the reform process in Asia.  Even the IMF itself admits that sustainable growth is 

unlikely, ‘The recession has continued to deepen in these [Asian crisis] countries as the 

balance sheet effects of the crisis work themselves out, and the success of reforms in 

tackling structural weaknesses and reestablishing growth on a sustainable basis is still not 

assured’ (Lane and Schulze-Ghattas 1999:1).  This is because sustainable long-term 

growth is an ideational concept that has not existed on the global level in any meaningful 

way, excepting the more than twenty years of generalized Keynesian growth post-WW II.   

This type of global sustained growth is unlikely now as what we are seeing under the 

system of neo-liberal globalization is the increasing concentration of capital in the hands 

of fewer people, which tends to depress the demand side of the economy (Haseler 2000). 

This fact is even acknowledged now by the most neo-liberal of all the global institutions 

– the IMF: 

Moreover, per capita incomes have been regressing in absolute terms in a 
large number of countries during the past 25-30 years.  As a result, the 
world is entering the twenty-first century with the largest divergence ever 
recorded between rich and poor.  The widening income gaps within many 
countries and the gulf between the most affluent and most impoverished 
nations are, in the words of the then Managing Director of the IMF, 
morally outrageous, economically wasteful, and potentially socially 
explosive (IMF 2000a:36).   

It is interesting that the managing director of the IMF feels strongly enough to condemn 

this trend toward income polarity in such uncharacteristically emotive language and yet 

still maintains the ability to ignore the very real and tangible evidence that the economic 

policies pursued by the IMF and the World Bank encourage this sort of division.  If the 

available evidence suggested that income inequality had fallen over the past few decades, 

then globalisation would have a great deal more credibility as a development paradigm   

 



130

It would also mean that the World Bank and the IMF would have a far more legitimate 

position from which to impose neo-liberal policies and encourage further global 

integration of developing countries (Wade 2001b). 

With this rising inequality of income comes the decline in purchasing power.  IMF 

policies encourage growth contraction through the withdrawal of demand.  This is why it 

is extremely difficult for the Asian crisis countries (or any developing country) to export 

their way back to double-digit growth.  It makes little economic sense to begin an attempt 

at economic recovery by inducing a domestic recession and yet that is the standard 

response of the IMF to all financial crises.  With all of the competition that exists now to 

produce products for export, there are still ostensibly only three regions with the funds to 

purchase these products in the necessary quantities to make production economically 

viable.  These are the USA, Japan and Western Europe, with the vast majority of 

developing countries (and developed countries) targeting them with their exports as can 

be evidenced by the cross-section below:27  

 
 

 

                                                           
27 It is important to note that Hong Kong and Singapore are tax havens and are often re-exporting countries, 
which means that these are often not the final destination of these exports. 
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Table: 6 

Country Major Trading 
Partners (Exports)

% Share 

Japan 18.0
USA 17.1

Chile 

United Kingdom 6.7
Hong Kong  20.5
Japan 16.6

China 

USA 15.3
United Kingdom 18.2
USA 8.5

India 

Hong Kong 6.0
Japan  24.4
USA 14.4

Indonesia 

Singapore 7.8
Singapore 21.3
USA 20.1

Malaysia 

Japan 13.4
USA 16.9
Japan 12.0

South 
Korea 

China 8.6
USA 23.3
Hong Kong 23.1

Taiwan 

Japan 11.8
USA 26.5
Japan 23.4

Thailand 

Singapore 17.9
Source: The World Economic Factbook 1999. 

This achieves two things.  Firstly it increases competition between developing country 

exporters in what is becoming increasingly a zero-sum game and, secondly, it increases 

the fragility of the global system.  The global economy is now so systemically fragile that 

a slowdown in the US or Western Europe could structurally weaken the system by 

escalating the problem of overproduction to such a degree that it becomes critical.  A 

downturn in global consumption will affect Japanese imports as a lack of consumer 

spending on value added Japanese exports would obviously, mean a slowdown in imports 
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that are currently being used for export production.  Even the IMF itself now 

acknowledges the problem of oversupply, ‘This particularly concerns import restrictions 

on agricultural products and textiles and agricultural subsidies in various forms that lead 

to recurrent problems of overproduction.  These production distortions have added to the 

downward pressure on world food prices, eroded the competitiveness of many farmers in 

the poorest countries...’ (IMF 2000a:38).  The IMF uses this argument as a call for a 

reduction in subsidies and freer trade, not an adjustment in its export-led-growth policies. 

As noted above, there is increasing intensity of competition for First World markets.  One 

of the reasons for this intensification is the fact that, not only are developing countries not 

improving their economic positions, they are increasing in number as many states of the 

Second World fall to Third World status, with the end of the cold war, and increasingly 

follow export-oriented policies in relation to targeting First World markets.  That is, 

countries of formerly communist states are entering the global system as semi-peripheral 

and potentially peripheral countries rather than as core countries.  This will be discussed 

in more detail below with regard to Russia but many of the other eastern European, 

formerly communist states, have also been economically (and often also politically) 

reduced to the level of developing nations.  What this means for Asia, with respect to the 

region’s long-term recovery, is that they are now competing with countries in Eastern 

Europe that have the advantages of being close to Western Europe, having a well 

educated labour force (for the time being at least), existing infrastructure and competitive 

labour markets.  These conditions mean that the crisis of overproduction which afflicts 

the developing world is increasing as investment in these regions increases global supply.  
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This is one of the fundamental flaws within the IMF’s focus on growth but not full 

employment.  In South Korea, Thailand and Indonesia, from the June quarter 1997 to the 

September quarter 1998, unemployment tripled which brought the total number of 

Indonesians living below the poverty line to approximately eighty million (Brain 

1999:188).  

James Galbraith (2000:3) explains this phenomenon in terms of the business cycle of 

investment and overinvestment when he argues that during periods of high investment 

growth, knowledge [predominantly First World] workers advance their position, whereas 

in period of full employment [often Third World] consumption goods producers catch up.  

The problem with this arrangement is that economically, nothing lasts forever and when a 

crisis occurs the poorest countries are least able to respond while a decline in the 

knowledge sector exports for the more advanced countries does not have as large an 

effect on inequality in these countries until the consumption of consumption goods is 

negatively influenced (Galbraith 2000:3).  As argued above and, as will be demonstrated 

below more comprehensively, full employment is not a goal of IMF policies.  This being 

the case, it stands to reason that IMF policies can then be argued to disproportionately 

disadvantage the poor. 

It should be noted that the economic policies that were pursued during the post-WWII 

period, often referred to as the ‘golden age’ (Craft 1998:4; Deane 1996:136) of 

prosperity, and which proved the most successful in confronting the expected post-war 

depression, were oriented around ideals that were directly contrary to the ones being used 
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now.  The response to this position from orthodox economists is that it would have been a 

period of even higher growth without the misallocation of resources caused by the 

government’s interference in the system.  Again this is a familiar theme that provides no 

historical or empirical evidence to support it.  During the Keynesian period of growth 

from the early 1950s to the first oil crisis in 1973, demand was addressed through the 

goal of high, if not quite full, employment.  This is not seen as a viable option in the 

current economic and political environment where the rights of capital are seen as 

unassailable.   

At this point it is prudent to examine some of the tangible economic effects that can be 

seen to be related to the IMF’s adjustment packages in Asia.  I will start by looking at the 

figures regarding unemployment in the Asian crisis countries as well as China, one of the 

regional economies that had not adopted IMF style economic reforms.  It is also prudent 

to note that Malaysian unemployment levels had been in steady decline since a 1990 high 

of 356 000 unemployed at a rate of 5.1 percent, until the 1997 crisis.  In Thailand the total 

number of unemployed in 1991 was 869 000 at a rate of 2.7 percent, in Indonesia in 1995 

the number of unemployed was 6 251 000 at 7.2 percent and in South Korea the 

unemployment rate had been falling since 1993 when it was at a high of 551 000 total 

unemployed at a rate of 2.8 percent (United Nations 2000a:309).  The following table 

demonstrates the unemployment and GPD trends in the Asian crisis countries before and 

after the economic crisis:  
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Table: 7 

                               Unemployment Per Capita GNP28 (Local 
Currency) 

Country29 1996 
(000s) 

1999 
(000s) 

1996 
% 
Rate 

1999 
% 
Rate 

Change 
% 

1996 1999 Change 

Indonesia 3625 6030 4.0 6.4 +2.430 (000s) 
2039 

(000s) 
1723 

(000s) 
-316 

Malaysia  216.7 313.7 2.5 3.4 +.9 8035 7912 -123 
South 
Korea 

426 1353 2.0 6.3 +4.3 8652 8547 -105 

Thailand 354 986 1.1 3.0 +1.9 (000s) 
48.4 

(000s) 
45.3 

(000s) 
-3.2 

China 5528 5750 3.0 3.1 +.1 (GDP) 
5576 

(GDP)
6547 

(GDP) 
+971 

India 37430 40371 Na na na 11206 12665 +1459 
Source: United Nations 2000a. 

As can be evidenced by the drop in employment after the Asian crisis, there was a 

contraction in internal demand for labour which IMF policies do nothing to redress.  

Indeed, contraction of internal demand follows an IMF policy due to the recessionary 

nature of these policies such as governmental spending cutbacks or currency devaluation.  

While it is true that these figures show unemployment to be fairly low in these countries 

when compared to most developed countries, it is also far more damaging.  Developing 

countries either have an extremely inadequate social safety net or, more often, none at all.  

Under these circumstances people tend to either accept very poor employment conditions 

or create their own employment ‘opportunities’ such as begging, theft or scavenging.  In 

Third World countries, there is more than simply a stigma attached to declaring yourself 

as unemployed.  There is also another major problem with these figures and that is that 

                                                           
28 At constant prices 
29 Reliable figures for Vietnam and Taiwan are not available. 
30 In Indonesia in 1997 the age for official unemployment was raised from 10 to 15 years.  This means that 
although there were double the number of unemployed persons in that country in 1999 compared with 
1996, the rate only rose by 2.4 of a percent. 
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poor countries always have a tendency to underreport negative economic figures that are 

also components of poverty indexes such as unemployment or minimum wages (George 

1994:4).  It is also evident from the table above that the countries that were not as open to 

foreign capital flows, China and India, were exempt from the higher unemployment rates 

that inevitably follow a crisis and IMF involvement and they also were the only two 

countries listed that improved their GNP/GDP per capita after the crisis in Asia. 

This problem of reliable data is one addressed specifically by James Galbraith and the 

University of Texas’ Inequality Project.  Using this forum, Galbraith points to the flaws 

in World Bank data, as many of the countries in the developing world have only had 

between one and ten economic examinations over a 47 year period: 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

[table removed] 
 

 

 

 

 

 

 

 

Source: Texas Inequality Project 2002, <http: //utip.gov.utexas.edu/> 
Note 1: DK observations refers to the data gathered by World Bank researchers Dollar 
and Kraay. 
Note 2: Missing borders occur in original. 

Taking these statistical inadequacies into account, these figures, when viewed in 

aggregate terms, still show quite dramatic increases in the total number of 

unemployed in these countries.   

 

http://utip.gov.utexas.edu/


138

How long will these effects last?  This is an extremely relevant question that orthodox 

neo-liberal economic theory cannot satisfactorily address as it always assumes both 

perfect application of policy and a stable set of external conditions that can be relied upon 

as constant factors.  Even the IMF now acknowledges that this is not the case, ‘The IMF, 

like most observers, misread the extent of the recession [in Asia]– in part because, as in 

all IMF-supported programs, macroeconomic predictions were predicated on the 

programs preceding as planned’ (Lane and Schulze-Ghattas 1999:1).  A fundamental 

point that needs to be looked at then is why the IMF predicates its economic reform 

programs on an ideational concept that it acknowledges to be unlikely.  That is, the Fund 

has stated publicly that it realizes that the financial system is extremely unstable therefore 

countries may need to make ad hoc adjustments, indeed, in the same document where the 

above statement was made it is also noted that, various economic threats to global growth 

and stability exist and pose real dangers to economic recovery (Lane and Schulze-Ghattas 

1999:1).  This financial volatility is too obvious to be ignored so the IMF acknowledges 

its existence without developing a meaningful way of incorporating it into its policy 

prescriptions.  To formulate models that always assume stability while acknowledging 

volatility is illogical when considered from most perspectives but it does fit the IMF’s 

broader ideological position of orthodox economics. 

This also provides the Fund with a fallback position when these policies do not provide 

the economic results promised, as it can claim that the policies were not enforced 

properly and all would be better if they had.  The advantage of this position for the 

International Monetary Fund is that there is very little evidence to either support it or 
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refute it.  There is a secondary reason that this is becoming an important position for the 

IMF and that is that its alternate position of ‘in time things will improve’, is becoming 

increasingly difficult to sustain in the face of the mounting statistical evidence.  For 

example, a cursory examination of some social indicators in the countries of Latin 

America where these policies have been pursued for twenty years, can help illustrate this 

point.  In Brazil in 1980 there were 4.2 hospital beds per thousand inhabitants, in 1994 

(the last year for which figures on this were collected) the number was 3.3.  In Costa Rica 

the figures went from 3.0 in 1980 to 1.5 in 1999 and in Uruguay 6.0 in 1980 to 2.2 in 

1998 (United Nations 2000b:53).  These are just a few of the countries in Latin America 

that had  adopted IMF policy prescriptions.  The statistics are similar for nearly all of the 

countries in the region except Cuba that increased its number of beds per thousand people 

from 5.5 in 1980 to 7.4 in 1997 and Mexico that had 0.8 of a bed per thousand in 1980 

and maintained that number until 1996 when the statistics on this ceased to be collected 

(or at least published).  These figures cannot be considered successes for Fund policy. 

Therefore, to speculate on the timeframes that may be involved in the Asian recovery one 

has to look at the available empirical evidence such as these figures from the South.  

Although there is little to indicate that the IMF is doing this as, has been argued above, 

the Fund tends to rely ahistorically on what ‘should’ happen more than evidence.   

Another factor to be considered is that the IMF is clearly far more comfortable when 

addressing problems in dry economic terms.  The Fund may acknowledge the existence 

of other types of issues such as growing income inequality or reductions in public 

education or health care, but it tends to not engage these issues directly and will still 
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consider a country to be successful if fundamentally economic indicators such as gross 

domestic product or export income increase, even if that means higher infant mortality 

rates or growing unemployment.   

Prove the Rule: Exceptions to Crisis 

During the 1997 crisis there were some notable regional exceptions to the contagion that 

spread through South-East Asia.  The countries which resisted the pressure from the US 

and the IMF to dismantle their capital controls [China, India, Taiwan and Vietnam] 

largely escaped the problems associated with unregulated capital flows and the financial 

attacks that came after them (Gowan 1999:104).  Taiwan is an economic exception of a 

somewhat different order to the other two countries mentioned so it will be discussed 

separately to the analysis of China and India.  These countries share several fundamental 

economic characteristics.  They did not have open capital markets.  That is not to say that 

they were fully closed to foreign exchange, but instead that they were able to control 

capital inflows and direct investment, in a similar manner to what the crisis countries did 

to achieve their positions of ascendancy in the first instance.  The problem that exists 

with the analysis of these countries is that they are still not economically powerful.  It is 

difficult for proponents of Radical or alternative economic theories to argue their policies 

on the strength of the cases of China or India, two countries that have massive 

populations and a great deal of poverty.  With respect to the Asian crisis countries, Alan 

Greenspan, chairman of the US Federal Reserve makes the point that the average per 

capita incomes of these countries is still two and a half times those of India or China (The 

Australian 22 September 1998:15).  Greenspan's argument is that capital controls retard 

growth, as both India and China have them.  However, this does not mean that these 
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countries are economic failures.  As has been demonstrated above, neither of these 

regions had to cope with the damaging effects of a credit withdrawal on the scale of the 

crisis countries and, therefore, did not have to try and manage a potentially disastrous 

economic crash as the other countries in the region did.  China and India were able to 

avoid the dependence on short-term financing to fund a deficit, unlike Indonesia, 

Malaysia, Thailand, the Philippines and South Korea all of which had to use the short-

term currency markets to remain liquid (Strange 1998:105).   

Just as the IMF can argue that things would have been better in these countries had they 

only followed the policies of openness, liberalization and deregulation (IMF 1998a), it 

can also be argued that they would be far worse.  According to analysis of the economic 

conditions in India by Strange (1998:105) there is little reason to assume that 

liberalization would have helped India’s growth or stability.  The fact that India had not 

adopted liberalization policies meant that the foreign currency outflows that damaged 

other regional economies were not present and therefore India did not have to try and 

manage a crisis caused by liquidity withdrawal as the crisis countries did (Strange 

1998:105). 

To look at what happened in Taiwan that exempted it from the contagion that swept the 

region, there are several dimensions that need to be explored.  As well as studying what 

happened in the crisis period in Taiwan, it is necessary to look at Taiwan’s history and 

method of development both since the post-war period and more recently.  As stated, 

Taiwan was able to avoid the worst effects of the economic crisis in Asia.  There are 
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various reasons for this, not the least of which being the use of capital controls that it had 

in place.  Unlike Malaysia’s capital controls (to be discussed in greater detail below), 

Taiwan limits the amount of capital that flows in to the country.  This means that there 

was not the huge capital outflows that occurred in the other crisis countries when things 

began to turn bad.  There are several reasons that Taiwan was in this economic position.  

To begin with, we need to look at the type of development that Taiwan undertook during 

the post-war period when it was given large aid grants from the US.  There was a large 

amount of US aid [both financial and military] directed at Taiwan during the Cold War 

years to help protect it against [communist] mainland China’s claims to it (Gough 

1998:22).  The Taiwanese government was able to control a large portion of the economy 

– specifically capital and development (Cammack et al 1993:68).  And while this would 

also be true for South Korea, there were key differences such as the way that the 

Taiwanese government set about implementing a program of land-reform that weakened 

the local elites and therefore, removed one of the key pressures that had marked the 

relationship between government and business groups in South East Asia.  In Taiwan the 

basic unit that drove growth was the family enterprise which was based on the pooling of 

capital and labour as opposed to the pattern of larger scale of industrialization that drove 

growth in South Korea (Cammack et al 1993:68). 

It is evident that the Taiwanese economy was developed on a program of intensive state 

intervention that has been maintained up to the present.  The ability to control its own 

economy has clearly benefited Taiwan although it is not accurate to say that this was the 

only factor that contributed to their exemption from economic hardship during the recent 

 



143

crisis.  A stock market crash occurred in Taiwan in the early 1990s which meant that its 

share price bubble had been deflated and therefore it did not face the same problems of 

asset overvaluation that were present in Indonesia or Thailand (Strange 1998:105).  This 

‘mini’ crash had served the dual purpose of hardening the Taiwanese economy through 

the reduction of speculative investment and by tightening the operating conditions of the 

economy through the closure of unproductive firms. 

This leads to the question of Malaysia.  Specifically, did the Malaysian capital controls 

work?  This topic is too vast to be comprehensively analyzed in a work of this length but 

an examination of what happened in Malaysia with regard to the current literature on the 

subject with particular reference to the work of Ethan Kaplan and Dani Rodrik (2001) 

will be undertaken.  What happened in Malaysia differs from what occurred in the other 

crisis countries in several important ways.  To begin with, it is important to point out that 

Malaysia did not seek assistance through the IMF as the other countries in the region 

were forced to do.  The Malaysian authorities, instead, implemented a program of 

controls on capital account transactions, fixed their exchange rate and cut interest rates as 

they attempted to reflate the economy (Kaplan and Rodrik 2001:1).  It has still not sought 

IMF help and has been able to survive the economic turmoil, although, like the other 

affected countries, it is still not prudent to claim that Malaysia is out of economic danger.   

The main and most obvious difference between Malaysia and the other affected countries 

in the Asia crisis region is the timing of the crisis.  That is, Thailand, South Korea and 

Indonesia had all suffered the worst of the crisis and were beginning to show signs of 
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crisis abatement at the time when the economic crisis in Malaysia was still worsening.  

What this means, in effect, is that it is an unfair comparison to take the examples of the 

rest of the Asian crisis countries as a basis for comparison for Malaysia with regard to 

recovery times.  Although, having argued that, even under these biased economic criteria, 

the Malaysian recovery is still in a comparatively strong position.  When these time 

biases are considered, then the capital controls can be considered a success (Kaplan and 

Rodrik 2001). 

In their study, Kaplan and Rodrik (2001), analyze the effects of the IMF programs in the 

crisis countries of Indonesia, Thailand and South Korea (although Indonesia is all but 

excluded for many of the analyses due to the atypical nature of the domestic economic 

structure and the extent of internal governmental corruption).  This is done through a 

‘time–shifted difference in differences’ approach where the economies of all the crisis 

countries in the region are analyzed at the same approximate stage of their economic 

recovery as opposed to a conventional difference-in-differences approach, where the time 

factor is not controlled for.  They control for external variables and provide a convincing 

methodology for their research.  The results tend to favor the Malaysian model, ‘We find 

that the Malaysian controls produced better results than the alternative [IMF adjustment 

packages] on almost all dimensions’ (Kaplan and Rodrik 2001:7).  The introduction of 

capital controls was more attractive to the Malaysian government than going to the IMF 

for help because once engaged in the IMF’s adjustment process a country has to 

effectively cede control of its economy to the global system.  As Mishkin (1997) argues, 
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financial deregulation has proved exceedingly hard to manage even in advanced Western 

economies. 

Another interesting result of the Malaysian response to the 1997-98 crisis is the 

distribution of economic hardship.  To clarify, this is in reference to is the way that, as 

has been consistently argued throughout this work, the poor have been affected the worst 

by the crisis in the other three of the four affected regional economies but in Malaysia the 

opposite is considered to have happened.  ‘Some argue that the newly state-groomed 

wealthy Malay entrepreneurs and corporate players were most hard hit by the crisis.  

Others contend that it is members of the large middle class who are suffering the most as 

a result of the crisis...’ (Shamsul 1999:56).  No-one could realistically entertain such 

arguments about the effects of the crisis in Indonesia, South Korea or Thailand where 

most of the economic hardship was clearly absorbed by the poor (Brain 1999; 

Chossudovsky 1999).  The significance of this here is that it helps to demonstrate the way 

in which IMF policies target the poor at a practical level.  It cannot be dismissed as 

coincidence that the only crisis affected country in the region that did not 

disproportionately hurt the poor financially over the more wealthy was the one country 

that did not adopt IMF policies. 

Conclusion 

The pressures on the Asian crisis countries’ economies from both within and without 

were evident and increasing since the beginning of the liberalization process in the early 

1990s.  These pressures were increased by the involvement of the IMF working on behalf 

of the corporate and financial interests of the United States and the more powerful 
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creditor nations.  As is evidenced by the extent of Asian growth and development during 

the years when the Asian development state model was used, as compared to the more 

recent period of economic volatility after the opening of these economies and the handing 

over of their economic controls to the vagaries of globalization, there is more than one 

way to run an economy successfully.  The IMF does not acknowledge this, instead 

preferring to rely on its model of ‘borrow – invest – export – repay’ (Rowbotham 2001), 

which has not succeeded in alleviating the debt burden of any country since the creation 

of the Bretton Woods system in 1945.  Competing models of development such as the 

Asian development model are not viewed by the Fund as legitimate alternatives to this 

despite their obvious successes.   

It is clear that the Asian countries which refused to accept IMF orthodoxy in their 

economic policies and correspondingly refused to open their economic systems to the 

speculative capital markets faired better both during and after the crisis in the region than 

those countries that followed policy.  This lends support to hypothesis three – If Third 

World countries open their economies to foreign capital, then they are more likely to 

experience debt crises.  As has been demonstrated, this could be no surprise to anyone 

who has studied the historical nature of these prescriptions over time in other developing 

nations and therefore had a point of reference with regard to the efficacy of orthodox 

economic doctrine.  The IMF has no such a point of reference as the ahistorical nature of 

its economic programs are clearly evidence of.  In practice, if not stated explicitly, the 

Fund would rather look to the future than the past.  The future that they look to is 
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somewhat of a fictitious construct based on ideational models of growth and progress at 

the expense of actual data and experience.   

The Asian economic crisis provides a strong example of hypothesis one – If there are 

periods of ‘irrational exuberance’ among investors in Third World debt, these are likely 

to contribute to debt crises.  As has been demonstrated in this chapter, the lending and 

asset boom in Asia in the lead up to the crisis, and the crisis countries willingness to 

accept this investment, was a fundamental cause of the financial problems to follow.  

Hypothesis two – If IMF policies are implemented in the Third World as dictated, then 

their primary benefits will accrue to the elites in those countries and in the developed 

world – is also supported by the evidence presented here.  As argued, it is clear that the 

policy prescriptions encouraged by the IMF were supported by both local elites within the 

Asian crisis countries and by foreign capitalists eager to invest in a market providing high 

returns.  It is also clear by looking at the average income of the people of these crisis 

countries that the profits achieved during this economic upswing did not filter down to 

the general populations of these countries and the situation worsened dramatically after 

the crisis struck.   
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Chapter 3: Russia 
 
Introduction  

As in Asia and Latin America, Russia has recently suffered a financial crisis.  This 

chapter will examine the case of the Russian crisis and utilize this to address the second 

hypothesis stated in the introduction – If IMF policies are implemented in the Third 

World as dictated, then their primary benefits will accrue to the elites in those countries 

and in the developed world.  The Russian debt crisis of 1998 again demonstrates how the 

policies of neo-liberalism, as dictated by the IMF, tend to benefit elites at the expense of 

the general population.  This is supported by The US House of Representatives (1998:5) 

where they argue that, ‘The IMF prescribed that Russia run its economy for the benefit of 

foreign investors and a few wealthy Russians at the expense of the Russian people’.  

Further, it will be argued here that Russia is an extreme example of this due to a variety 

of factors that are linked to deregulation and privatization and the immature nature of the 

Russian economy.   

The Russian crisis also supports the third hypothesis – If Third World countries open 

their economies to foreign capital, then they are more likely to experience debt crises – 

due to its place in the order of financial crises in the developing world.  That is, it occurs, 

like the other crises examined above, after the opening of its economy to global market 

forces and demonstrates the tendency to crisis after liberalization.  This will build on and 

further the evidence provided by the previous chapters as it will be contended that these 

policies were implemented in Russia in a more controlled manner than in the other two 
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cases and therefore provide a more accurate representation of the way in which these 

prescriptions operate in practice.  That is not to argue that these were put in place under 

perfect conditions, far from it.  However, what can be argued is that these imperfect 

conditions could have been reasonably predicted and controlled for had a less ideological 

approach been adopted.  Hedlund (1999:10) makes this same point when he states that 

looked at through existing theories the events in Russia should have been foreseen.  As 

was evidenced above with respect to both Mexico and Asia, alternative economic 

approaches are not given sufficient, if any, credence by international governing bodies 

such as the World Bank or the International Monetary Fund. 

The Russian example is also valuable with respect to hypothesis four – If IMF policies 

are implemented in peripheral countries, then they are even less likely to be successful 

than in semi-peripheral countries – as, due to its status as a Second World country 

entering the capitalist world market as a semiperipheral country, it can be contrasted 

against the Mexican and Asian crisis countries which have both been semi-peripheral for 

quite some time and against Papua New Guinea, which is peripheral.  The Russian 

economic crisis also provides an excellent example of the first hypothesis – If there are 

periods of ‘irrational exuberance’ among investors in Third World debt, these are likely 

to contribute to debt crises.  Russia was technically insolvent for at least a year prior to 

the actual crisis breaking and yet was able to finance further spending due to the 

‘irrational exuberance’ of investors who were prepared to participate in the overvalued 

Russian bond market. 
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The Russian crisis also provides an excellent case study for another significant reason.  I 

argue that this crisis helps to draw the political and arbitrary nature of IMF adjustment 

policies into sharper focus.  To elaborate, Russia, as will be argued here, did not qualify 

for IMF assistance even under the loosest interpretation of Fund terms and yet it still 

received massive financing.  Even The US House of Representatives (1998:3) observes 

this when it points out that even those officials involved in the Russian liberalization 

admit that Russia lied outright to get IMF funding.  If the countries involved in the 

Mexican or Asian crises had run 150 percent interest rates on their bond yields to attract 

investment or had the levels of oligarchy and insider theft that were evident in Russia, 

there can be little doubt that the IMF would have rejected their requests for assistance or 

at least predicated them on heavy economic modification.  The IMF was able to overlook 

this in the case of Russia and also ignore the fact that Russia’s long-term ability to pay 

back these loans was far lower than the other regions discussed here.  Russia received 

unprecedented emergency financing by simply stating that in the future it would 

undertake these reforms.  I contend here that the reasons Russia received special 

treatment are to do with its disintegrating nuclear arsenal and infrastructure and, the fact 

that through its main link to the global economy (bond issues) it had in effect bailed in 

small investors around the world in the form of pension and superannuation funds.  This 

again helps to support the thesis that as Third World economies are opened to the global 

financial markets, their ability to cope with crises is weakened. 

As in Asia and Latin America, the causes of the Russian crisis are multidimensional and 

not easily open to a single standard interpretation.  For this reason the causes and events 

 



151

that led up to the 1998 financial crisis in Russia will be closely examined in this chapter.  

Further to this, the differing interpretations of the causes of this crisis will be looked at 

and their credibility evaluated in line with the data provided by my own research.  It is 

interesting that in the case of Russia, as apart from the other two crisis regions mentioned, 

internal factors have played a bigger part in the crisis than external factors.  That is not to 

say that external causes were only of minor significance because that would simply be 

untrue.  However, in the Latin American and Asian crises it is not difficult to see how 

they were the direct victims of commodity price falls, financial speculation and a weak 

regulatory regime to name but a few of the factors.  To differing degrees, these were all 

evident in the Russian economic collapse but Russia was much less a target of foreign 

capital flows and currency speculation than were the other two regions, although, the role 

of the Asian debt crisis in depressing the price of oil (one of Russia’s principal exports) 

cannot be denied.  Tompson (1999:114-115) argues that, although the events that 

triggered the crisis in Russia were largely external, the rouble crisis occurred 

predominantly due to internal factors. 

What happened in Russia in 1998?  This first section will be largely descriptive leaving 

the more in depth analysis for a following section.  Here this work is primarily concerned 

with what actually occurred in Russia in 1998 to encourage the use of the word ‘crisis’.  

In August 1998 Russia declared a 90 day moratorium on debt servicing.  This was the 

culmination of many factors of both economic and political origin.  What it functionally 

meant was that the government and the banks could stop paying the private sector loan 

repayments that were falling due.  As it turned out, there was quite a lot of money 
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involved in these repayments that were rapidly approaching.  The reason that there was so 

much outstanding debt was simple.  The government had been rolling over its bond issues 

with unusual regularity to refinance the state debt and the majority of these bonds were 

bought by the banks which were in turn financed by people’s savings.  Savings banks use 

funds (deposited as roubles by households) to buy government bills/bonds which covers 

the budget deficit (Sutela 1999:63).  The government would issue a bond release to 

finance debt and to repay the interest that was falling due on its current release.  To 

attract the volume of money that it needed to do this, the Russian government had to offer 

exceptionally high interest rates – 50 percent on May 19 and one week later this was 

tripled to 150 percent (Tompson 1999:75).  The effects of these rates on investment and 

infrastructure are extremely interesting in and of themselves and these will be dealt with 

further in the analysis section.   

This issuing and reissuing of government paper was not unlike a pyramid investment 

scheme where every person who pays his or her money has to recruit five more people to 

do likewise.  Eventually one statistically has to run out of people with money and the 

whole scheme collapses.  This is, in essence what occurred in Russia in late 1997 when, 

for the first time, capital earned from the sale of new bonds could not cover the cost of 

replacement of previous GKO-OFZ31 issues (Uegaki 1999:160-161).  This was the 

beginning of the end for the Russian bond refinancing game.  By August 1998 there was 

no way to sustain this system any longer and a qualified ‘default’ had to be called.  This 

came in the form of the 90 day moratorium.   

                                                           
31 GKO – short term Treasury bond.  OFZ – federal loan bond. 
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To claim that the Russian bond market collapse was the cause of Russia’s economic 

troubles would clearly be unsuppportable. This situation could not have presented itself 

had a number of other deeply structural problems not been present.  It is safe to say, 

however, that the economic problems that Russia was facing were not declared a ‘crisis’ 

by the global community until the time of this bond collapse.  Even though the Russian 

financial system had been under obvious strain since at least 1992 with many deep 

fundamental problems that affected millions of people within Russia, it was not really an 

emergency for the global community until it affected the global system.  As Ariel Cohen 

(1997) [notably in May, seventeen months before the Russian moratorium] writes:  

The Russian Federation’s borrowing spree reminiscent of pyramid 
schemes that have plagued Russia and other countries in Central and 
Eastern Europe—could leave millions of investors holding worthless 
Russian debt securities and cause a financial and economic crisis requiring 
a Mexico-style bailout by international financial institutions like the 
International Monetary Fund (IMF), with guarantees provided by the 
United States, the European Union, and Japan. 

The Russian economy still collapsed exactly as predicted.  The question that needs to be 

asked here is – to what degree was it preventable before it turned into the economic 

disaster that it was going to become?  This question will be answered below as the 

multidimensional nature of this crisis is elaborated on and explored. 

As mentioned above, the debt moratorium was no more the primary cause of Russia’s 

crisis than over-leveraged companies and banks were in Asia.  The trigger for these crises 

is always the result of many structural problems and is usually the result of a market 

perception.  Now the underlying causes of the Russian meltdown both internal and 
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external will be examined, although it is not always easy to separate the two into clear cut 

camps as they are both inextricably linked. 

Background to the Crisis 
 
Asia and Oil 
 
For an examination of the causes of the Russian crisis, the Asian crisis is a good place to 

start.  The 1997 Asian economic crisis had serious economic implications, not only for 

the crisis countries themselves and their First World investors, but also for other 

developing countries’ economies (Hedlund 1999:231).  As Asian crisis countries 

devalued their currencies their exports became cheaper.  This contributed to the 

depression of global commodity prices.  Obviously, developing countries that depend on 

exports to accumulate foreign exchange were damaged by this downward tendency of 

prices as they had to either price themselves out of the market or take the impact in their, 

often already low, profit margins.  This affected Russia worst in the form of a decline in 

its oil exports which were (and still are) its main foreign exchange earner.   

This decline in oil prices mitigated against the Russian economy in two different but 

fundamentally intertwined ways.  First there was the obvious loss of revenue from the 

price decline but the second, less obvious effect was the appearance of economic 

instability that this drop sent to international investors.  These investors then surmised  

that the Russian economy could not safely tolerate a withdrawal of this volume of funds 

and began to disinvest in Russia (Hanson 1999:1151).  This is another illustration of 

Shiller’s (2000) theories of herd mentality and their practical effects.  The focus here 

again, as in Asia and Latin America, was on the perceptions of weakness and this 
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perception then proved self-fulfilling.  Decisions made by typical investors about how 

much capital to allocate to assets such as stocks, bonds or real estate often tends not to be 

rooted in any empirical evidence (Shiller 2000:55). 

Russian Bonds: Fact or Fiction? 

The Russian central bank (TsBR) in an attempt to encourage foreign, as well as domestic, 

investment, responded to this external stimuli, as mentioned above, by releasing 

increasingly higher interest bearing bond shares.  As with the perception of crisis, these 

bond releases were largely about appearances of economic reform.  By implementing the 

GKO-OFZ bond scheme, the Russian government was attempting to create the illusion 

that it had changed its position from one of anti-monetarism to a more respectable one of 

pro-western, neo-liberal monetarism (Tikhomirov 1999:180).  This helps to explain why, 

a year after the Russian bond pyramid began to expand, the IMF approved its credit (the 

largest loan in Fund history) to Russia.  The fact that after Russia started to receive IMF 

funds in mid-1995, the GKO-OFZ market changed its dynamic dramatically, leads to the 

conclusion that the introduction of Russian bonds in the first place was primarily 

concerned with securing external financing for Russia (Tikhomirov 1999:180). 

I argue that the entire Russian bond scheme could be interpreted as a hugely successful 

stunt to create the illusion of a serious move towards a finance based capitalist system, at 

the same time as financing the mounting government debt.  If interpreted in this way then 

it could be said that the Russian bond offers were not the abject failures that they appear, 

but instead, were unparalleled successes for Russia, or, more specifically, the Russian 

government.  Even the language used to describe this process is value loaded. It should be 
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considered inappropriate to discuss economic restructuring of an economy in terms such 

as, appearance or image. 

Capital Flight 

Another very (perhaps most) important direct effect of the commodity prices shock is the 

increase in the incidence of capital flight.  From an external perspective the increase in 

capital flowing out of Russia again comes back to the superficial issue of appearance.  

With the weakening of the Russian economy due to the shortage of foreign exchange 

income caused by lower oil prices, investors and speculative capitalists alike decided that 

it was safer to remove their money to an economically more stable international locale.  It 

was easy to see that a currency devaluation (again) was probably on the way and by 

keeping cash offshore every devaluation meant that they became richer at home.  This 

explanation may be correct as far as it goes but it tends to invest capital flight with too 

much rationality to take on face value.  That is, there are many reasons that capital flight 

occurs that have little to do with reasonable arguments about instability and a great deal  

to do with removing the proceeds of crime to places where detection and prosecution is 

difficult.  There are notable parallels between the incidence of capital flight in Russia in 

1998 and capital flight from Mexico and Latin America in 1982.   

The proliferation of internal factors seem to provide a much greater range and scope of 

explanations to deal with the rise in volume of flight capital.  The unstable economic 

climate in Russia may be one cause of capital flight but I contend that this instability is 

directly related to the much greater problem of underlying political instability.  Most of 

the after tax surplus value in the Russian economy is used for purposes of ‘financial 
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investment’ abroad where it is considered safer in foreign securities, banks and real estate 

than at home in the unstable political and economic environment of Russia (Menshikov 

1999:93).  Political instability is in reference to, amongst other factors, the constant fear 

of a return to power of the communist party which would, presumably, see a repatriation 

of a large percentage of private wealth.  The plan that the communist party proposed 

consisted of printing more money, repatriating Russian financial assets held abroad, 

renationalizing privatized industries and firms, and reducing the circulation of foreign 

currency in the financial system (Tsyganov 1999:282).  The communists also demand 

justice for the new capitalist elite which support both Yeltsin and Putin.  Further to this, 

the Russian government is not trusted to run the country efficiently enough to be able to 

maintain the economic fundamentals that are seen as necessary to maintain the value of 

the rouble.  There are reasons for capital flight in Russia that are both financial and 

political.  Russian politicians are not trusted due to what is often seen as either their 

incompetence to run the economy efficiently such as when Boris Yeltsin’s economic 

reforms triggered escalating inflation in 1992, or when the central bank guaranteed to 

reimburse depositors for what they lost when the banks collapsed August 1998 (which 

most are still waiting for), or their corruption (Krantz and Coker 1999:68). 

According to Hanson (1999:1161) this capital flight is understandable if not acceptable, 

as it remains there for ‘powerful and understandable reasons’.  Capital flight may seem 

like a valid reaction to internal economic turmoil but the contradiction inherent in this 

line of argument is that capital flight is also the defacto cause of a great deal of this 

economic instability.  In the same article Hanson himself makes the case for Russia’s 
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recovery being dependent on investment preceding output (1999:1161).  A further 

contradiction inherent in this line of argument is the fact that the new capitalist elite in 

Russia (to whom much, if not most, of the flight capital belongs) are the defacto 

controllers of the Russian state anyway.  It may be more useful to view the capital flight 

from Russia as not pertaining to political instability but instead, as it is seen in many 

other countries by many other observers, as a way for criminals to hide money (Naylor 

1994; Helleiner 1995).  Capital flight may be the internal response to external stimuli, but 

to view it as a benign side effect of an unstable economy is to ignore its role a progenitor 

of the shortage of investment funds that retards real economic growth. 

Russian Banks 

An obvious solution to this situation would be to simply place money in a domestic bank 

but in a foreign currency account.  This, however, is also problematic as Russian banks 

are viewed by the Russian people (quite understandably) to be no more trustworthy than 

the government.  An example of this can be seen when the debt moratorium was declared 

in August 1998.  One of the main reasons that the government and the TsBR declared this 

moratorium was so that the banks could pay out their domestic account holders.  Instead 

what happened was the banks rapidly moved all their liquid assets either offshore or into 

foreign currency purchases which effectively blocked the Russian financial system 

(Tsyganov 1999:270).  This was not the only incident involving the Russian banking 

sector that fueled the public’s mistrust, as will be evidenced in the following section. 

Measures introduced by the TsBR to hinder currency speculation were removed just prior 

to the 1998 crisis.  The main regulation removed was, specifically, the rouble reserve 
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parity requirement.  That is, the law that demanded that Russian banks had to hold an 

equivalent amount of roubles in relation to the amount of foreign currency they wished to 

hold.  By removing this requirement, the TsBR basically enabled banks to 

indiscriminately buy foreign currency with no real way of covering the debt.  Writing of 

the Russian banks, Hanson (1999:1151) argues that due to the volume of foreign currency 

and GKOs that they held, those with high percentages of foreign debt were unable to 

service it.  This, obviously led to a severe weakening of the financial sector.  This is 

similar to what happened in the Asian crisis in that when the controls were removed, 

instead of finding its own level as is often argued by neo-liberal economists, capital 

looked first to ways of exploiting this deregulated environment.  Stearns (1998:22) argues 

that ‘Russia demonstrates the perils of trying to skim off the cream of the globalized 

economy without adopting the checks and controls needed to restrain human appetites 

and ambitions.  Lacking in Russia and Asia was an appreciation of the open and fair 

competition needed to police capitalism and to make it work’.  As Pfister and Suter 

(1987) argue, speculation then leads to a weakened economic structure where it simply 

takes one exogenous (or internal) shock to upset the system. 

Every move that the TsBR made was exploited by the banking and financial sector.  It 

would have been a strange situation if the banking sector saw a method of exploitation 

and neglected to use it because that would be illogical in a competitive, capitalist 

environment.  So when the TsBR announced a reduction in reserve requirements, the 

banks logically used this window to their own advantage.  When the central bank 

announced a reduction in the currency reserve requirements of commercial banks from 
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ten percent to seven and a half percent so that they could pay out deposit holders, the 

Russian banks instead used this money for currency purchases (Tsyganov 1999:270).  

Once again, as logical as this move may appear when examined from within a narrowly 

capitalist framework, to small investors and depositors it is a difficult position to justify.  

This type of behavior by the banks contributed to the atmosphere of economic mistrust 

and encouraged capital flight. 

To blame the banks alone for this however would be to overstate the case.  The TsBR 

itself made many monetary decisions that were ill thought out, contained flawed 

assumptions or were simply wrong.  When this is coupled to what could only be 

described as outright corruption and theft, then an accurate picture of the Russian macro-

economic situation can be formed.  As Tsyganov (1999:273) writes of the US$19.1 

billion dollars that should have been in the TsBR’s currency reserves, ‘However, 

according to official sources, these reserves by the end of 1997 increased by only US$1.8 

billion.  Taking into consideration that during 1997 the TsBR had spent about US$10 

billion supporting the rouble exchange rate, that means that US$7.3 billion had 

mysteriously disappeared’.  The officials of the TsBR were accused of the theft of this 

money.  Further to this, in May 1998 the TsBR began to sell the state bonds that it held 

which caused a massive investor panic and triggered a huge volume of capital flight as 

this move was seen as both a sign of a weakening economic position and an admission 

that the pyramid bond scheme could not last (Tsyganov 1999:268). 
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The IMF Inside Russia 

The IMF’s involvement in the Russian economy will be discussed more as an external 

factor although, as will be argued, its main influence was in the instruction of the Russian 

bureaucracy in the ways of neo-liberal economic theory and, by extension, economic 

policy.  This is not to say that the Fund played no external role in the Russian economic 

crisis in and of itself because it clearly did in the form of emergency loans to the basically 

insolvent Russian government.  There are several possible reasons for the IMF providing 

such large volumes of new money to a country that was not obeying its policy 

prescriptions.  These will be outlined in detail below but, put simply, the two main factors 

to be presented here are, primarily, the fear generated by Russia’s enormous nuclear 

arsenal and what would happen to it and its maintenance in an unmitigated economic 

free-fall and, the perceived need to encourage Russian capitalism, even in an almost 

purely rent-seeking form. 

How have the IMF’s policies influenced Russian domestic policy makers?  The IMF 

always demands certain conditions of the countries that it provides financing assistance 

to.  Therefore, when this occurred in Russia it was not interpreted as being any different 

to anywhere else the Fund has been involved with.  It was with the assistance of IMF 

economists that the original blueprint for the Russian economy was written back in 1992 

and the Fund has been trying to get this implemented with varying degrees of political 

will and success ever since.  Hedlund (1999:15) argues of the Russian reform process, ‘It 

is difficult indeed to imagine a policy (short of civil war) that would have led to an [sic] 

even greater destruction and suffering’.  Jeffrey Sachs, whilst working as an economist 
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for the IMF, first coined the phrase ‘shock therapy’ with regards to the IMF’s plan for 

Russian economic liberalization: 

In the 1990s, reformers like Sergei Shatalin (counseled by Harvard 
economist Jeffrey Sachs32) proposed a ‘500-day’ and ‘1000-day’ plans for 
a total destatization and privatization of the national economy.  …When 
the creation of a new economy tuned out to require more than a thousand 
days, Russia heeded U.S. recommendations for a course of ‘shock therapy’ 
intended to force the universals of human nature and neo-classical 
economics to the surface (Kingston-Mann 1999:38). 

Shock therapy essentially meant rapid and extensive economic liberalization that 

included opening up the Russian economy to global competition, the withdrawal of the 

state from the economic sphere and, most importantly, privatization. 

Shock Therapy 

Shock therapy in Russia and its results can be interpreted in several different but 

important ways.  One such interpretation is that Russia was never serious about 

implementing the policies as they were ‘suggested’ in the first place.  Writing of the 

purpose of the Russian bond expansion, Tikhomirov states that it was an attempt to attain 

‘…two contradictory goals: to stabilize the national financial market and to avoid dire 

social consequences of such action.  In a sense, it was an experiment of implementing 

‘shock therapy’ without a shock’ (1999:179).  This argument has its merits but it is 

particularly useful for neo-liberal economists and supporters of neo-liberal organizations 

such as the IMF because it implies that once again they were right, and had these policy 

prescriptions just been implemented correctly everything would be better than it is now.   

                                                           
32 Sachs has since become an advocate of limited debt cancellation and has rejected his previous stance on 
“shock therapy”.  
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I argue that this line of debate tends to discount the fact that Russia did, to an extent, 

implement these policies of shock therapy but did so in a way that was unrecognizable to 

traditional economic analysts.  By this I mean that the Russian economy was liberalized; 

however, this liberalization was done in a particularly clientalistic manner which meant 

that much of the liberalized industries went to their current managers usually for under 

value.  Again, this is not unique to the Russian case and examples of this can be found in 

the other countries examined here as well as most other Third World countries.  With 

respect to the extremely lucrative Russian oil industry, Yeltsin made sure that it did not 

go to the workers in shares but instead was distributed to the oligarchs that have a 

symbiotic relationship with both Yeltsin and Putin.  It can be no surprise that this 

outcome was not predicted by orthodox economists when the fundamental assumptions 

regarding the Russian economy were so flawed before shock therapy was introduced: 

In what may be a long overdue recognition that universal economic 
prescriptions may require some adjustment, Jeffrey Sachs admitted not 
long ago that, in the case of Russia, he felt like a surgeon who sliced open 
a patient only to discover nothing that was supposed to be there!  
According to U.S. journalist William Pfaff, Sachs’s experience suggests 
that ‘the surgeon not only had the wrong diagnosis but mistook the patient 
for someone else.’  Why the patient’s history should have been so 
unfamiliar to the surgeon also remains something of a mystery (Kingston-
Mann 1999:38). 

This criticism of IMF policies has its basis in the critical evaluation of the effectiveness 

of neo-liberal orthodoxy in the semi-periphery.  There is a mounting case against the 

application of wholesale economic prescriptions in economies that have not ‘evolved’ 

from the same economic history.  The weaknesses inherent in universal economic 

application are argued by Boettke (1999:376) to stem from two main theoretical 

positions.  These can be understood as temporally based or geopolitically/culturally 
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based.  Briefly, the temporally based position contends that large scale changes are 

gradual, and that to artificially speed up the time frame tends to ignore the development 

of necessary, concurrent institutions to monitor and regulate this kind of adjustment.  One 

of the major arguments against shock-therapy is that history moves in increments from an 

existing context and not in leaps, and that trying to separate the history and culture of a 

people from this existing context discounts this fact (Boettke 1999:376).  All of these 

factors are accounted for within the rubric of world-systems theory which I argue 

provides a far more holistic way of understanding these factors and their effects.  Boettke 

then goes on to dismiss the temporal criticism, without really explaining why, and then 

makes the argument that the cultural uniqueness of a country’s economy is much more 

important than the speed at which reforms occur, ‘The criticism, [of shock therapy] 

instead, should be grounded in a critique of the cultural naivete and the economistic 

arrogance that history and deep-seated beliefs of a people can be safely ignored that 

characterizes so much of orthodox economic policy advice’ (1999:376).  However, the 

‘cultural’ argument has a central flaw to it that cannot be ignored.  The capitalist class in 

Russia are very similar to previous recipients of ‘primitive accumulation’ which has 

established other capitalist classes around the world with their control of significant state 

power, for example, the robber barons in the US (Josephson 1978; Willoughby 1983) 

who have some similarities to today’s Russian oil barons.   

To state that either of the two criticisms of shock therapy was right while the other was 

wrong would be an oversimplification.  Therefore, the task that is presented here is to 

evaluate to what degree each of these factors influenced the apparent failure of shock 
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therapy in Russia.  However, this task itself can be contested on the grounds that it 

contains the assumption that the time component and the geopolitical component can be 

fundamentally separated.  I argue that both of these factors are linked and yet still 

separate.  To clarify this position, location, stage of economic development and 

geopolitical climate are highly important variables that need to be considered in any large 

scale economic rescue plan.  World-systems theory allows for these and provides a far 

more coherent tool for understanding them.  By ignoring or devaluing these factors, as 

neo-liberal economic theory does, it limits the actual variables that could assist in policy 

formulation in favor of economic assumptions.  This is standard, ahistorical development 

theory that contends countries and regions are on a teleological path to ‘modernity’.  The 

individual economic and political culture of a domestic economy must be viewed in its 

totality to determine the timeframes required for the effective application of policy 

prescriptions.  Taken independently, either of these factors could be used to generate 

specious conclusions with regard to economic policy. 

As discussed above, it was not the IMF’s influence in Russian internal economic policy 

that solely defined its role in the Russian crisis.  The Fund also provided the external 

financing that allowed the snowballing internal bond issues which structurally weakened 

the Russian banking and finance sectors.  This loan occurred during the period that the 

government was offering up to 150 percent interest on government paper.  Interest rates 

of this enormity had to draw attention to themselves as unsustainable, especially to an 

international organization such as the IMF that could be argued to be one of the most 

sophisticated players in the global financial environment.  As Laughland (1998:1) writes, 
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‘The loan is remarkable for its short-termism.  As the chief Russian negotiator, Anatoly 

Chubais, told Russian television on 19 July, the total $22 billion package from the IMF, 

the World Bank and other lenders has permitted Russia ‘only to buy time’’.  Short-term 

solutions such as this are not an aspect of most IMF negotiations.  Quite the opposite, 

countries or regions that receive IMF funds are normally forced to undergo severe, long-

term structural change in the pursuit of economic stability.   

Risk and Reward: Incentives for Russia 

Why then was Russia allowed to be the exception?  As contended in previous chapters, 

the IMF is becoming increasingly scared of the damage that can be inflicted on the global 

system by these financial crises.  Therefore, it has been enforcing stricter adjustment 

measures in the forms of decreasing time horizons for policy implementation.  In Latin 

America in 1982, in Mexico 1995, in Asia 1997 and now, Russia 1998 the periods of time 

allotted for economic adjustment have been shrinking.  ‘Russia was the first country to 

have monthly monitoring as part of an IMF program, with monthly tranching of 

disbursements’ (Lipton 1998:30).  As argued in previous sections, this is due to the 

increasing volatility of global financial markets and the speed of market reactions to 

perceived structural (or even cosmetic) problems.  This explanation only goes part of the 

way towards accounting for the leniency showed to Russia in this case though.  There 

was a great deal more, economically, for the global financial system to be afraid of during 

the Asian crisis and yet the IMF arguably would never have approved the amount of new 

money allocated to the Asian recipients had they displayed the same disregard for 

economic common sense as Russia did with its bond issues.   
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One answer that has already been canvassed here is that the IMF provided these loans as 

a reward to a formerly communist ‘super-power’ for their commitment to maintaining 

capitalism even if that form of capitalism is fundamentally flawed.  In this view, both 

parties, the Fund and the Russian government are complicit in the lie that the Russian 

economic policy statements would be both implemented as written and effective (Krantz 

and Coker 1999).  This argument is plausible if not necessarily comprehensive.  In ‘The 

Statement of the Government of the Russian Federation and Central Bank of Russia on 

Economic Policies’ (which is posted on the IMF’s web site) Russian economic policy 

reads identically to IMF policy prescriptions.  The tone of the document throughout is 

contrite or even apologetic.  The Russian Federation and Central Bank, apparently, blame 

themselves totally for the economic collapse: 

We readily acknowledge that these fundamental elements of the crisis reflect, 
in part, the fact that implementation of the government’s economic program, 
over the past several years, has been incomplete.  Further, in certain respects, 
weak implementation has served to worsen structural problems.  …Moreover, 
potential benefits from reforms, most significantly, privatization, have been 
diminished owing to the absence of transparency in the process and a failure 
to ensure that economic gains were broadly distributed among the population, 
and this has served to dampen public support for the reform process in 
general (1999:1).   

It is no accident that this quote reads like a confession.  The IMF needed the Russian 

government to at least appear contrite to get the funds for its rescue package approved by 

US Congress.  Once again there is the emphasis on appearance in evidence here.  In the 

statement from the Russian government and central bank, there are several other 

references to their own economic misdeeds, all stated in the same conciliatory manner.   
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I am not contending that simply because the Russian government states these things that 

they are, by definition, incorrect.  The Russian government could have implemented these 

policies in a much more efficient manner than it did.  What needs to be challenged is the 

convenient way in which the Russian government ‘noticed’ its own economic mistakes at 

exactly the same time it needed new money from the IMF.  The coordinated timing of 

these events detracts from the validity and the legitimacy of Russia’s new economic 

policies’ intentions.  For an example, we can look at the Russian Federation’s statement 

about the lack of transparency being a cause of the failure of the liberalization process.  

This is just one element of the Russian policy document that can be broken down and 

compared with similar IMF prescriptions but there are many other cases of this parity of 

policy that could be examined.   

The transparency issue is, simply put, the proposition that if economic information about 

companies, banks and governments was more easily attainable and accurate, then 

economic actors would be able to see the inherent weaknesses within both private 

institutions, such as banks or businesses, and governments.  In itself, this declaration on 

the efficacy of transparency by the Russian government would be of no real interest, but 

when it is linked so strongly to the IMF, an organization that consistently places 

transparency as a central theme in most of its rescue packages, then it must be asked; do 

they really believe this, or is it a way of manipulating the Fund?  As mentioned in a 

previous chapter, transparency was a major prerequisite for IMF funding to the Asian 

crisis countries.  It seems significant that it emerges now as a key aspect of the Russian 

policy statement when IMF funding is at issue.  The IMF states that ‘Although private 
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sector expenditure and financing decisions led to the [Asian] crisis, it was exacerbated by 

governance issues, notably government involvement in the private sector and lack of 

transparency in corporate and fiscal accounting and the provision of financial and 

economic data’ (1998b:1).  The report then goes on to emphasize the fact that the Asian 

countries have to improve transparency as a matter of course if they wish to receive 

funding (1998b:3).  After seeing the importance of the transparency issue to the IMF, it is 

hardly surprising that Russia needed little prompting to identify it as a key aspect of 

reform.   

A second, and equally plausible, answer to the question of why Russia was ‘allowed’ to 

become an economic exception is that the IMF, the United States and, indeed, most of the 

world, is scared of Russia’s dormant nuclear arsenal.  The fear is that the maintenance of 

nuclear weapons, and nuclear reactors (such as Chernobyl) will suffer if the funds to keep 

them in safe working order are harder, politically, to approve and allocate or are simply 

not there.  This scenario is not at all outlandish as many Russian troops, as well as police 

and other government workers, are owed enormous amounts of back-pay and, under these 

circumstances, convincing people that their needs are less important that nuclear security, 

becomes increasingly difficult.  

I argue that the combination of the two factors mentioned here, encouragement for 

capitalism and nuclear fear, are responsible for the IMF’s relatively weaker stance 

towards Russian economic reforms.  From a world-systems perspective, by allowing 

Russia to continue borrowing into an already overwhelming debt burden, the IMF was 
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able to help Russia create an extremely unstable form of capitalism.  As argued above, 

this supports Pfister and Suter’s (1987) thesis that by allowing/forcing Russia to 

participate in the global financial system by creating greater debt to service current debt, 

the system may be temporarily strengthened but Russia’s long-term ability to pay is 

weakened.  This assisted in the uneven development of Russia’s internal economy and 

economic policies.  It allowed the rich to maximize their profits at the expense of those 

who were less capable of sophisticated manipulation of the global financial markets or 

who were not able to make the privatization process work to their advantage through the 

acquisition of the recently privatized companies.  This is supported by Sanders (1998:8) 

where he argues that the IMF bailout of Russia was done to ensure that outstanding loans 

were paid so as to prop up the rouble long enough for speculators to remove their money.  

He cites the source of his information on this as coming from the head of the Harvard 

Institute, which helped to implement the reforms in Russia, Jeffery Sachs. 

To sum up this section, it is hardly necessary to state again that the division between 

internal and external causes is not clear cut.  External factors may be rooted in domestic 

factors.  This section’s purpose has been to describe the observable events that have 

contributed to the cause of the Russian crisis.  That is not to say that there can be no other 

interpretations of the events surrounding it and the reactions of different countries and 

supra-national organizations to it.  The response to the crisis by the IMF and the US, 

although seemingly rational and economically based may be able to be interpreted as 

more than this.  These interpretations will be discussed below in a following section.  
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Inside Russia 

As argued above, the internal causes of the Russian economic crisis are more numerous 

than the external causes.  They are, however, just as complex.  This is a slightly different 

dynamic of crisis than is evident in either the Latin American or the Asian crises.  In both 

of those cases the internal factors that contributed to the crisis were more of a catalyst 

that worsened the external causes rather than causes in their own right.  Fundamentally, 

this means that there was very little that these countries could have done in the way of 

internal reforms in the lead up to the crises that could have prevented them.  It is 

interesting that the ‘rescue’ packages proposed by the IMF in these cases, required 

adjustment and punitive measures only from the crisis countries themselves even though 

there was little that could have been done by them to stop these crises which were largely 

due to exogenous events.  This is in its starkest relief in Asia where IMF reforms called 

for the many of the countries to cut back on government spending when they were 

already running at a surplus.   

What were the internal factors that helped cause the Russian crisis?  There were many of 

these and, as mentioned above, they were often closely related to the external factors.  

The post-communist legacy of the Russian economic environment is often cited as a 

fundamental cause of Russia’s economic problems.  However, it will be argued here that, 

although to a degree this is true, it is an overused catch-all explanation which borders on 

being a slogan that can be used to preempt any deeper analysis of the issues at hand.  

Further to this, it will be argued that the Russian economy was hardly a thriving hotbed of 

industry and innovation before the arrival of communism, and that to assume Russia 
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would transform from a communist semi-peripheral country to a capitalist core country in 

the time frame of a few years or even a decade, was ambitious to say the least.  Hedlund 

(1999:3) makes the important point that Russia has been an extremely poor country for 

most of her history despite having considerable resources.  Thus, with respect to the 

proposal that Russia could transform its economy from a socialist system into a high-

growth capitalist model, he argues, ‘On the contrary, decades of predatory extraction may 

well have left the Russian economy with poorer endowments today than at the time of 

introducing the Soviet system’ (Hedlund 1999:3).  From a world-systems perspective it is 

far more likely that Russia will become an even more capitalist semi-peripheral country – 

which is what is actually happening – run by a very wealthy elite presiding over an 

increasingly impoverished majority.  The argument of post-communist stagnation is 

basically a banner under which many economic problems can be grouped and labeled.  

This section will break down these economic problems and look specifically at what they 

are and the legitimacy of their roles in the Russian economic crisis.   

Some of the internally generated triggers of the Russian financial crisis have been 

discussed in reference to the external factors such as capital flight.   Foreign capital being 

withdrawn from the economy is not, strictly speaking, capital flight as much as it is 

repatriation or disinvestment.  Capital flight also feeds the problems that are associated 

with another problem to be examined here, the problem of generating and maintaining a 

sustainable level of tax revenue.  This is often argued to be one of the major problems 

facing Russia and one of the more obvious causes of the financial crisis.  The problem of 

effective taxation is, like capital flight, multi-layered inasmuch as another form of 
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internal problem, the use of money surrogates, contributes to it as well.  The pattern 

emerging is one of intrinsically linked factors that, examined in isolation, may prove only 

to be minor hindrances, but when examined as a system, can be understood as much more 

damaging.  These factors will all be looked at and evaluated in this section. 

Analyzed along with the internal causes discussed above will be governmental 

corruption, in the form of insider ownership of companies, due to the inherently flawed 

form of privatization/liberalization chosen in Russia as well as the more common form of 

corruption, bribery which is widespread across former Soviet bloc States and central 

European countries, many of which were considered transition success stories after 

communism (Sutherland 2000a:26).  Corruption is not the only internal economic 

problem that can be attributed the Russian government however.  The political will to 

implement the hard budget constraints that are necessary to stem the funds flowing out of 

the treasury due to governmental overspending is not present.  It is the amount of funds 

being allocated to industries to keep them afloat, rather than force them to become more 

competitive, that is one of the main sources of this hemorrhaging of resources.  It is an 

issue that needs to be redressed, as even if taxation reform were implemented effectively 

it may not provide enough funds to cover spending or, if it did cover current 

governmental outlays, the increased revenue has the potential to encourage a new round 

of spending that may negate the gain.  This problem, and indeed all of the internally 

generated factors discussed here to a degree, can be understood as a result of the political 

economic culture caused by the years of communism.  Communism tended to encourage 

accumulation in a different, more conservative manner than does capitalism.  By this I am 
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referring to the tendency within communism for the formation of client networks and for 

the managers of industry to be more focussed on securing a larger share of resources from 

the government than in implementing new innovative technologies with a view to 

creating profit. 

Taxation, Money Surrogates, and Barter 

The first of these causes that will be discussed here is the problem of effective taxation.  

The topic of capital flight will not be examined in depth here as it has been dealt with 

above.  As previously stated, many of these factors operate in symbiotic manner.  That is, 

it is difficult to separate and discuss the role of taxation without looking at the importance 

of money surrogates, corruption, the informal (black) economy or even the banking and 

financial systems.  I will begin by roughly outlining what the Russian taxation problem is 

understood to be.   

Simply stated, the Russian taxation problem is one of revenue collection.  There are two 

main subcategories that this can be broken up into.  These subcategories are direct tax 

avoidance, and the problems associated with collecting tax when the use of barter or 

money surrogates is widespread, indeed systemic.  Tax avoidance may also be a 

misleading term.  With the increasing use of barter and money surrogates (up to 70 or 80 

percent according to Menshikov 1999:97) taxation avoidance can be a problem even if 

avoidance is not the goal.  It is difficult for a company to pay taxes when over 40 percent 

of company revenues are not monetized even if the company wishes to pay, and makes 

avoidance simple for the company that does not wish to pay (Menshikov 2000:96).  With 

this must also be considered the bureaucratic density of the Russian taxation system and 
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the biases inherent in it.  The Russian taxation system has 170 different types of tax and a 

tax rate of up to 95 percent on business revenues, which is argued to be a key motivating 

factor for tax avoidance (Tikhomirov 1999:188).  This has now been recognized by the 

Putin administration and marginal improvement has been made.  However, it has tended 

to favor the larger business ventures and may even be promoting corruption as only those 

with the resources to engage in expensive, long-term litigation will be able to afford to 

utilize these new laws and, to avoid this process, there is greater incentive to bribe a 

judge (Sutherland 2000b:25).  The Russian tax system is arbitrary and excessively biased 

towards corporate taxation which can lead to many distortions (Sutela 1999:61).  This is 

assuming that these corporations want to pay tax.  If they do not, then avoidance becomes 

extremely easy.   

Menshikov (1999) places the use of money surrogates and barter as central to the 

problems of the Russian crisis and this is an extremely powerful argument.  For if such a 

large percentage of GDP was, and is, being filtered through informal means such as 

barter, it leaves not only a vacuum in the inflows of revenue to the government, but it also 

allows opportunities for a good deal of mystification of financial transactions.  This 

makes it easier for money to be moved offshore (capital flight) and therefore taken out of 

productive circulation.  As will be demonstrated below with respect to Latin America and 

the black market, this type of behavior is not unique to Russia and in varying degrees it 

exists in most semi-peripheral countries and peripheral countries where hard currency is 

not easy to deal in due to its instability and often wildly fluctuating value.  Also, many 

businesses export enough to pay workers and have money for cash purchases, but try to 
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avoid showing a profit and instead turn to producing products for barter as the Russian 

government can confiscate financial assets held in domestic bank accounts if the 

company is in arrears with its tax as they usually are (Sutela 1999:61; Hedlund 1999:192-

194). 

Money surrogates are used so heavily in Russia for many reasons.  Mostly, they are an 

effective way of avoiding taxation but they are also a way of addressing the problem of 

loan repayments for the large banks.  That is, the banks offer loans in the form of cash 

credit to the producer then a money surrogate or veksel credit is given to the firm that will 

realize the final sale of the product, then the surrogates are passed on until they reach the 

original producer who uses them to repay the cash credit and pay back the loan to the 

bank (Hedlund 1999:209).  The weakness in this system is that the bank has to be 

reasonably confident that the final sale can be made in cash or the cycle breaks down.  As 

for avoiding taxation, this system of vekselya means that banks or companies that issue 

these credits, in effect, set up a system parallel to the legitimate monetary system and can 

easily avoid tax this way (Ickes and Ryterman 1997:124).  Money surrogates are also 

popular because they are in many ways preferable to barter which requires a certain level 

of trust that is often not achievable in the Russian economic environment (Humphrey 

2002:78).  

It is this economic culture that encourages stagnation in the economy.  The 

demonetarized Russian system removes resources from the economy that could be used 

for reinvestment in production or research and development that could increase efficiency 
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and output.  That is, the Russian government, by allowing the use of these money 

surrogates to continue, erodes its own income base due to the loss of taxable income 

involved.  The system as it stands creates a self-effacing downward spiral where firms 

can survive by showing a financial loss to avoid tax and yet remain liquid through their 

involvement in the barter economy or with money surrogates.  Government also uses the 

tax system itself as a system of barter.  It will receive goods from a concern and, unable 

or unwilling to pay, it will simply provide taxation relief for the business in question.   

The Russian government also uses this taxation/barter system to redirect funds to 

businesses that are failing and which it would not be able to direct funds to directly due to 

political constraints, or more simply, the lack of direct funds.  These businesses may be 

providing a service to the government that it needs and therefore wants to support or, it 

may be subsidizing the social security system through this method by supporting a firm to 

keep its employees in work or by supporting governmental departments such as the 

military (Tikhomirov 1999:188).  Under these conditions the Russian government is 

taking these subsidies even further by not paying them directly but instead forcing 

industry to pay the cost which may place another constraint on productive output and 

remuneration.  

To return to the money surrogates argument, Sutela (1999:60) contends that to say that 

Russia has a tax collection problem is incorrect as 40 percent of legitimate national 

income is collected as taxes, which is higher than the average for a developed nation.  So 

if we accept that Russia can collect its taxes efficiently, what is the discussion about 
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ineffective taxation relevant to?  The answer is that even collecting tax from business at 

100 percent efficiency is only going to help solve Russia’s economic problems if the 

amount of business done in roubles increases.  If Menshikov (1999:95) is correct and 

only 20 percent (or even less) of the money supply (M2) is in roubles, then 80 percent of 

potential government revenues are being avoided.  This shows that the importance to the 

Russian economy of improving the tax system, is fundamentally liked to its monetization.  

This situation will not be helped by the new Russian tax laws that are being implemented 

by the Putin government which changes the system from one based on revenues to one 

based on profits and also, introduces Western-style tax deductions for expenditures such 

as training and entertainment (Sutherland 2000b:25).  With the advent of profit based 

rather than revenue based assessment for taxation, there is likely to be an even greater 

amount of business done in barter to try and keep the tax burden on actual cash profits 

down.  Furthermore, profit figures can be much more easily manipulated by creative 

accounting than revenue statistics can be.  

Why, besides tax reasons, is so much trade conducted in barter?  Menshikov (1999:97) 

argues that even the large corporations that are partly government owned such as 

Gazprom prefer to trade in mainly barter.  Bartering is popular because it provides 

opportunities to ‘out barter’ someone and therefore gain a financial, or some other kind, 

of advantage over the person you are bartering with, or more accurately, against.  It is the 

potential for an uneven power relationship that would not necessarily exist if the transfer 

was in a standardized currency such as money, that is often attractive to Russian 

capitalists.  ‘Bartering products is a power-wielding activity if you know how to use it in 
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your interests’ (Menshikov 1999:97).  This may be a plausible cultural explanation for 

the prevalence of barter in Russia, however, I argue that this simply explains an aspect of 

the problem and does not address the larger issue of profit maximization in as 

comprehensive a manner as the capital flight argument does.  That is not to discount the 

unique cultural features of Russian capitalism and its attitude to barter out of hand, 

however, it is certainly more helpful to view this as a feature of semi-peripheral 

capitalism in general that has simply been exploited to a greater degree in post-

communist Russia.  Again this is completely congruous with the manner in which the 

Russian economy operates.  That is, as stated above, in approximately the same resource 

maximizing manner as would be expected of any semi-peripheral economy suffering 

crisis.   

This logically leads to the question of why this system of barter has developed so 

systemically in Russia.  I propose that the reason is not Russia specific but is instead 

related to the way that less developed countries economies in general, function.  That is, 

most developing countries have large (if not dominant) informal sectors.  These usually 

serve to provide an income to people who would not be employed in the formal sector, 

often due to taxation or bureaucratic reasons.  To clarify what is meant by this, in the case 

of Russia, the taxation system (as discussed above) is extremely punitive towards small 

business due to its high taxation rates and complicated taxation system.  This, combined 

with the enormous service fees on bank accounts and other financial instruments, makes 

running a legitimate business within the recessive climate of a newly capitalist, 

developing economy, less attractive than opting out and joining the informal economy.   
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In post-communist Russia there has been dramatic and rapid moves to implement the 

reforms necessary to become a capitalist economy.  These reforms, however, have been 

introduced so quickly that, perhaps not surprisingly, they have encouraged the rapid 

formation of class divisions.  This is in many ways similar to the early comprador 

capitalists who aligned their interests with those of the conquering country to facilitate 

the extraction of resources from their own nation for personal gain (Wallerstein 1974).  

What we saw in Russia during the economic crisis of 1998, and are still seeing today, is 

the tendency to adopt primitive forms of accumulation.  The use of coercion amongst 

Russian capitalists (Mafia-like violence) and even regional governments for resource 

accumulation, closely parallels the way that coercion was used in primitive capitalist 

societies.  Coercion of this nature is also fairly common in peripheral and semi-peripheral 

countries which have been capitalist for centuries.  This theme is important and will be 

expanded upon below. 

The Post-Communist Legacy and the Black Market 

Menshikov (1999:82) argues that the style of capitalism in Russia has evolved out of 

communism.  This is a common assertion and, to a degree, it may be correct but it is more 

a matter of inflection than basic structure, which is defined and shaped by Russia 

becoming even more like a typical semi-peripheral capitalist country.  During the 

communist period the competition for resources tended to promote the formation of 

allegiances and power blocs that aided in the mutual quest to get more out of a system 

that did not factor well for individual needs.  This translated into both governmental 

corruption, through the trading of resources and favors, and the formation of an 

‘underground’ or informal economy.  The informal economy was obviously formed on a 
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capitalist style supply and demand market economy model.  This ‘black’ economy grew 

under communism and evolved into its own unofficial substrata of the communist system. 

Therefore the model of capitalism which Russia adopted was naturally more likely to be 

similar in form to the economic system that they were used to and that was the informal 

economy.  The immediate predecessor to Russian capitalism was the underground 

economy, which developed during the period of the Russian ‘planned’ or ‘command’ 

economy (Menshikov 1999:82).  

This argument, although plausible and, up to a point accurate, tends to contain inherent 

within it several key assumptions than can be questioned.  While not wishing to argue 

that the stated evolution from communist black economy to Russian style capitalism is 

incorrect per se, it will be addressed here why this transition itself is not as strange as the 

interpretations of it.  This refers to the way in which this informal economy is discussed 

as being almost peculiar to Russia – whereas (in reality) in semi-peripheral and peripheral 

economies it is common to find large volumes of capital filtered through a black 

economy.  From a world-systems perspective, the existence of these black economies in 

semi-peripheral and peripheral countries can be seen to derive largely from the ability to 

avoid both taxation and regulation in countries where the state is weaker than it is in core 

countries.  These two goals are also evident at the highest levels where the results of IMF 

policies in these regions are taken into consideration and the amount of deregulation for 

industry and capital flight are considered.  In Latin America the black economy is almost 

ignored by governments and regulators who seem to accept it as part of a developing 

economy because it is an important source of employment (Crossborder Monitor 29th 
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April 1998:2).  This article also refers to software piracy in Latin America as the ‘grey 

market’ but this is simply another dimension of the black economy which removes funds 

from the legitimate economy.  As in Russia, this becomes a taxation issue and now the 

Mexican authorities are prosecuting software and music ‘pirates’ under taxation laws and 

not through criminal prosecution because these activities almost always involve tax 

avoidance (Crossborder Monitor 29th April 1998:2).  These similarities tend to beg the 

question of why the black economy in Russia is discussed by most economic 

commentators as almost unique and usually, as shown above, in relation to the post-

communist legacy (Gidadhubli and Sampatkumar 2000:2513).   

The underground economy in Latin America is, although not of comparable dimensions 

to that of Russia’s, still a large part of the overall economic makeup of the region and this 

is after 400 years of capitalist development.  Considering this example, the post-

communism argument cannot adequately explain the existence and extent of Russia’s 

informal economy on its own.  The informal economy in Russia must be evaluated not 

only in terms of Russia’s communist history but also by comparing it to other countries 

that are either currently at a similar point of economic development (and for this one 

would have to look to the Third World) or by examining the informal economy as it 

existed at a similar stage of economic development in the developed countries.   

Capitalism in Russia may have evolved out of communism but the framework in which it 

operates can be traced clearly to the way that it was introduced.  Shock therapy has been 

discussed above as an external factor which contributed to the Russian economy’s 
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inherent weaknesses because of the international pressure that was applied by the IMF for 

it to be adopted, but many aspects of shock therapy were introduced in a manner unique 

to Russia.  The corruption that existed parallel to the liberalization process is only one 

dimension of the flaws inherent within the process itself.  Another more damaging aspect 

of Russian economic reform was the insular way that the liberalization process was 

implemented.  Where state industries could have been privatized by selling them off to 

the highest bidder, they were often sold far below market value to the current managers 

of these concerns or other people who were in favor with the governments or the 

departmental managers who controlled the process (Menshikov 1999:83).  This is, 

however, not totally unique to the Russian case, far from it, as shall be demonstrated 

further below. 

Privatization 

By selling off government assets in this fashion the Russian economic reform process 

weakened the Russian economy in three very important ways.  By short changing itself 

on the sale prices of these industries, Russia has effectively removed an enormous 

amount of revenue from its treasury that could be used for productive investments or to 

simply avoid further extensive borrowing.  During the first period of privatization, two 

thirds of Russian industry was privatized and two thirds of the shares of these concerns 

went to insiders either for free or very cheaply and, even though the workers in many of 

these industries made up the bulk of the shareholders, the active owners were still the old 

managers who had been trained under Soviet production systems (Hedlund 1999:11; 

Sutela 1999:58; Sanders 1998:6). 
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This aspect of the privatization problem would in itself be damaging to the Russian 

economy.  However, this problem is compounded when it is combined with the loss of 

revenue from the productive output of the privatized businesses that the government 

formerly had the benefit of, which consisted of the largest source of budgetary revenues 

(Tikhomirov 1999:182).  The Russian government virtually gave away the assets that 

were producing a large share of its non-tax revenue for very little or short term 

compensation.  However, the same could be said about the privatization of Telstra, 

Qantas or any number of other Australian, or any developed country’s, companies, which 

were sold to private investors at relatively low prices (Stilwell 2000; Thurrow 1996).   

While this is correct as far as it goes it is not a comprehensive analysis.  Although 

corruption and inefficiency in the privatization process have occurred to varying degrees 

in most semi-peripheral countries, there are still distinct differences in the privatization 

experience in Russia as compared to the other semi-peripheral countries analyzed here or 

developed countries.  An example of this is the way in which the Russian privatization 

process essentially created the Russian bourgeoisie after the disintegration of the USSR.  

In the other semi-peripheral countries discussed here, a large bourgeoisie already existed 

and their privatizations, although assisting in reinforcing their positions, did not create 

them.  Also in Russia, as will be discussed further below, there was no-one else who 

could afford to buy large ex-governmental concerns outright apart from large scale 

criminals.  In core countries privatization takes a different form again but usually 

contains far less overt corruption.  So although the way in which the corruption in the 

Russian privatizations took place was unique to this instance, it is not unique of itself.  It 
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is much more beneficial to view liberalization, especially in the developing world, as a 

structural problem that is more to do with the way they are linked to the world-system 

than how that has been applied at an individual country level.  

Many of the Russian companies that were taken over by the political or bureaucratic 

insiders have been run down in a purely rent-seeking manner.  That is to say that there is 

not as great an emphasis in the Russian productive sector on efficiency and 

progressiveness as there is on extraction and consolidation.  This is largely because of the 

structure of the Russian economy, specifically, the way in which it is skewed in favor of 

those who have been essentially given industries by the state and the tendency for them to 

take the easier road of asset stripping rather than dynamic production led growth.  

‘Production declines occurred where criminals purchased these firms and stripped them 

of assets, sending billions of dollars abroad, it is alleged’ (Nichol 1999:243).  It is true 

that this has occurred in other countries but the Russian case is slightly different due to 

the extent of this non-productive type of accumulation.  Asset stripping is occurring in an 

almost unfettered form. 

Where corruption in the privatization process may be common, it is not common to 

immediately weaken the host companies, but to extract from them in the long-term.  In 

Russia this does not seem to be happening (Hedlund 1999:29).  This is largely 

attributable to a privatization process that allowed the transfer of these resources into the 

hands of people who could not have afforded to pay full market value for them and find it 

difficult to invest in them (but quite easy to take out of them).  Cash flows can easily be 
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produced under such conditions; however, this cash flow is often achieved through 

selling inputs and not outputs (Sutela 1999:59).  That is, by simply selling on electricity 

or fixed assets.  

It is the selective application of neo-liberal principles that has obscured the debate about 

the reform process in Russia and reduced it to a one-sided attempt to extol the virtues of 

free-market capitalism over the inefficiencies of communism.  Corrupt privatization 

practices, such as those discussed in relation to Russia can also be pointed to in Mexico’s 

privatization process but without the spectre of communism to demonize for it.  The 

corruption in Russia’s privatization process is more plausibly seen on a continuum of 

(corrupt) privatization, rather that being seen as different in kind from other (Third 

World) privatizations.   

Oligarchs and Corruption 

The ties between business and government in Russia are much stronger than they are in 

most developed countries or even those of the most corrupt Third World regimes.  The 

‘crony capitalism’, that is constantly referred to with regard to Asia, is simply a fact of 

business life in Russia due to the symbiotic relationship between business and 

government.  The oligarchs in Russia occupy high positions of power, are able to 

manipulate parties and movements and determine what happens in Russian politics 

(Pimenov 2000).  Many of them are former Communist Party elites and nomenklatura  

(Pimenov 2000).  The privatizing of state owned industries by ‘selling’ them to the 

bureaucrats who were already running them allowed the same chain-of-command to 
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remain in place while effectively removing any controls that existed under state rule.  In 

the process a new bourgeoisie was created. 

This view of the oligarch’s power is one that is commonly asserted but by no means is it 

uncontested.  A contrary position holds that the image that a small number of oligarchs 

control most of the Russian economy is a myth that they themselves have encouraged to 

invest themselves with an importance that they do not, in reality, possess (Sutela 

1999:59).  Sutela then goes on to argue that without a government bailout, not many of 

them will survive the current economic crisis (1999:59).  This appears to be more of a 

position than an argument as Sutela provides no real explanation of why this is a myth 

except to say that most employment is in the hands of employee-owned companies.  This 

may have even been the case at the time of writing but there has been little evidence of a 

weakened position for the Russian oligarchs.  Indeed, the fact that the Putin government 

in trying to place an anti-oligarchic spin on the arrest of media oligarch Vladimir 

Gusinsky can be seen as a reaction to public dismay over their increasing power.  Putin 

himself, it is argued, is a creature of the oligarchs and his claim that he will curb their 

power and influence is one that needs to be proven first before it can achieve any 

credibility as these oligarchs are at the top of the pyramid which controls Russia (Bayer 

2000).   This is not to say that this comprehensively disproves the weak oligarch thesis, 

only that it would need to be developed more to be seen as credible in the face of the 

current weight of counter evidence. 
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Harvard. A Bad Example. 

This concentration of wealth in the hands of a few and its rapid expansion, as stated 

above, is regularly viewed as a post-communist affliction and, as has been argued here, to 

a degree this is true.  But to say that this is solely a problem of post-communist corrupt 

production and distribution practices would be to overlook the roles that the IMF or the 

US and its advisors had in constructing a political/economic culture that legitimated, by 

example, this kind of power concentration.  This is in reference to the manner in which 

Russian reforms were introduced and implemented by the group of American (Harvard 

Institute) economists who were given near unlimited powers to control US aid and IMF 

policy for Russia.  Janine R. Wedel (2000) argues that the team that was sent to evaluate 

the situation in Russia and formulate the (later to be called) shock therapy approach, in 

effect, hijacked the reform process.  From the beginning of the US’s involvement most of 

the standard rules for political and economic transparency (such as they are) did not 

apply.  According to Hedlund (1999:194) ‘The essence of shock therapy was not to seek 

consensus and stable rules, but to ram through an economic reform programme that was 

deemed at the very outset, by the reformers themselves, to stand no chance of finding a 

majority consistency’.  The group of economists from the Harvard Institute, who were 

well connected to officials in the Clinton Government, were able to avoid the compulsory 

bidding process by citing ‘foreign policy’ concerns, and these waivers to competition 

were supported by other political contacts in the US Treasury (Wedel 2000:23).  This 

type of protectionism appears to differ from that in Russia only in the sense that it 

occurred in the US.   
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It also tends to illustrate the point made by Gowan (1999:42) when he suggests that 

‘…neoclassical economics supplies us with hundreds of rules and norms and almost all of 

them are never quite operating in any one country at any time’.  What this allows the 

dominant global powers (whether they be the IMF or the US) to do is pick and choose 

which rules will be applied to which situation and which will be ignored.  This is a salient 

point, as when it comes to getting things done that the US or the IMF believe should be 

done they tended to ignore the formal structures of power and take the most direct route 

to (what they believe is) solving the problem.  Citing the argument that the timeframe 

was very short and the Russian case so important, US policy makers afforded the Harvard 

Institute special consideration  (Wedel 2000:23).  It is also an excellent way of deflecting 

and redistributing blame.  For an example of this we only need look as far back as the 

Asian economic crisis of 1997.  Where little emphasis was placed on crony capitalism 

and corruption in Asia before the crisis, it was somehow the central cause of a large part 

of their economic problems post-crisis according to the IMF.  This will now be related 

more closely to what occurred in the early days of Russian economic transition. 

To implement the IMF required measures of privatization and market reform (read 

liberalization) the US sent to Russia a team of economists to assist in the phasing in 

process.  This team (as mentioned above) was made up of economists from the Harvard 

Institute such as Jeffery Sachs, Anders Ǻlsund and Andrei Shleifer.  They joined, in 

Russia, a team of economists led by Yegor Gaidar and Anatoly Chubais.  These were 

known as the ‘Young Reformers’ and they were given unprecedented powers for 

economic reform and unprecedented funds through which to achieve it.  It was not their 
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reform strategy or ideology that gave Chubais and his group their influence and power in 

Russia but their ability to extract resources from the West (Wedel 2000:24).  The 

undemocratic manner in which this group began was to permeate through the entire way 

in which it conducted itself throughout the Russian reform period.  The effects of this 

undemocratic process will now be examined and how it has affected the evolution of 

Russian capitalism evaluated.   

The networks that developed between the US and Russian players in the reform process, 

and the relationships that developed between all these players and governments or 

international organizations (World Bank, IMF) are not at all dissimilar to the inter-linking 

of government and business that we see in Russia today.  Indeed, most of the transactors 

themselves now have large business dealings in the region.  The Harvard Institute’s two 

Russian project managers, Jonathan Hay and Andrei Shleifer, were even linked to insider 

trading of Russian securities and other investments (USAID Press Office 1997).  But this 

is not the only example of suspect activities within the reform process.  Indeed it would 

not be an exaggeration to say that insider trading (if not outright corruption) was more the 

norm than the exception.  ‘[Anders] Aslund has long been linked to Brunswick, which 

began as a Moscow-based brokerage firm and evolved into an investment bank, the 

Brunswick Group… Two of Aslund’s Swedish associates worked for Chubais at the State 

Property Committee, where they helped to design and implement voucher privatization’ 

(Wedel 2000:28).  Further to this Chubais himself now controls Unified Energy Systems 

of Russia and two of his fellow reformers (Alfred Kokh and Maxim Boycko) have been 

dismissed for taking bribes (both from the same company) for favors in the privatization 

 



191

process (Primenov 2000, Wedel 2000).  Given this level of corruption (and this list is by 

no means extensive), or at least dubious insider participation in the reform process, it is 

not difficult to see the example that many of these oligarchs and elites were set by the 

very institutions that were supposed to assist them.   

It is not just the example set by these ‘reformers’ that has damaged the 

privatization/liberalization process but also the damage inflicted upon the process itself.  

As stated above, the privatization/liberalization process in Russia was not a fair and 

transparent process providing equal opportunities to everyone who wished to participate.  

Instead it was skewed to advantage the few who were either on the inside or who had 

their ear.  This is represented in most media as an example of the corrupt hangover of 

communism and as an argument for further capitalist reforms.  Where it may have some 

basis in the pre-capitalist political environment (if such an environment ever really 

existed) I argue that, as we have seen in this section, it has much closer links to the way 

that capitalism works.  To see these problems as being intrinsically linked to communism 

and not capitalism is a convenient position for the US and the pro-reform movement 

within Russia. By focussing on the incorrect cause of the corruption and failure of these 

policies it allows the oligarchs and politicians who profit the most from the reforms to 

continue to push for more liberalization and more extensive change. 

However, the Russian economy is remarkably similar to the Mexican economy (which 

could not be accused of being communist or suffering a post-communist hangover) in 

many respects.  Not least of which are the fundamental similarities in the inter-linking of 
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private and public interests.  Mexico’s economy needs to reform through separating 

political and economic power as the state has let favored businessmen become rich in 

return for political loyalty (The Australian 30th June 2000:11; Wilkie 1990).  Is this so 

different to what we now see in Russia?  In a later section, these parallels will be 

expanded on, as will how the crisis of corruption is often pointed to in Asia as well, as 

‘crony capitalism’ without the label of communist being used.  Further to these parallels 

there is also the interesting reference to the ‘burden’ of corporatism33 as an indicator of a 

negative growth trigger, whereas it is rarely ever referred to in Sweden or Norway as an 

economic evil that needs to be stamped out since these countries are usually ranked 

among the least corrupt in the world.  

The final point that needs to be developed on the subject of the Russian reform process in 

general and the young reformers in particular is the lack of accountability that existed 

throughout the entire process and the hangover effects that this has had on the Russian 

economy.  From the beginning, when the Harvard Institute was chosen in the absence of 

any competition, to lead the reform process, a dangerous president was set.  This 

continued in the form of the young reformers, who were able to bypass the democratic 

process by obtaining a Presidential decree when needed.  This process was encouraged as 

an ‘efficient’ practice and a good way of achieving market reform, by US officials 

(Wedel 2000:24).  As argued above with regard to capitalism clearly not containing an 

inherent imperative for competition, the young reformers realized that not only did 

capitalism function more profitably in the absence of competition but, with regard to 

                                                           
33 The centralized bargaining arrangements made between governments, trade unions and employer groups. 
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democracy, a similar conclusion could be drawn.  The effect of this is to undermine the 

economic policy prescriptions that were uniformly calling for transparency, free-markets 

and the removal of trade and tariff barriers as to promote competition, amongst other 

things. 

By acting in direct contravention of their own standards, the ‘transactors’ set what could 

only be described as a poor example and there is little wonder as to why Russian business 

and government did not act upon their advice as literally as expected.  The method of 

privatization and liberalization of the Russian economy by the Chubais group encouraged 

and promoted a system of ‘tycoon capitalism’ where a small number of powerful 

oligarchs could maximize their opportunities (Wedel 2000:26).  Indeed, Wedel goes on to 

argue that the reforms were focussed on wealth confiscation not wealth creation and that 

the incentive system encouraged looting, asset stripping and capital flight (2000:26).  All 

of this had negative consequences for the Russian people. 

 The ‘example’ set by the participants in the reform process was not one that they would 

have wished the Russian economy to follow.  But that was not the way that it was meant 

to work.  The reformers were supposed to come up with the prescriptions to be 

implemented and then introduce them in the best and shortest way possible.  It was not 

intended that this process be replicated at a national level, and yet, those who were able to 

observe this process and see the monopoly advantages that it creates, could have had few 

better models of accumulation to follow.  I argue that the lack of accountability for the 

main actors in this process has led to the corruption of the system as they have 
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undermined the very concepts of transparency, accountability and market freedom that 

they were (at least nominally) trying to promote. 

Russia and the World Economy: Weak Links 

The final feature of the Russian debt crisis in relation to the global economy is Russia’s 

relatively weak ties to the world economy (a legacy of communism).  Strictly speaking, 

this is not solely an internal issue.  Russia’s economy, having suffered declining growth 

since the late 1980s, despite the speculative asset buying that occurred with the advent of 

the privatization process, was not fundamentally dependent on the links between its 

domestic industries and the world market.  To clarify this position, although Russia did 

and does export large volumes of minerals and oil through its links to the world market, it 

did not rely heavily on imports or Foreign Direct Investment (FDI) at the time and 

therefore the threats of credit withdrawal and financial sanctions were not able to act as a 

deterrent to declaring a default.  This situation strongly mitigated the effects of the rouble 

collapse as the total volume of imports was low (due to the weak domestic economy) 

anyway.  Further, it is true that the financial markets in Russia were international, but 

they were not fundamental to the operating of the economy in the sense that they were 

much less about providing funds for investment and much more concerned with the 

extraction of value.  The evidence that has consistently been presented throughout this 

work supports the world-systems position that the deeper the integration into the world 

market, the worse the crisis. 

All of these factors, combined with the fact that, ‘…a quarter of a century of the Dollar-

Wall Street Regime had left much of the rest of the world with fragile and vulnerable 
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financial systems’ (Gowan 1999:116), made the problems in Russia more of a threat to 

the rest of the world than to Russia itself.  Here again we see evidence of the systemic 

nature of, not only the Russian crisis, but a number of the debt crises examined in this 

dissertation.  As argued above, Russia was allowed, even encouraged, to persist in its 

fiscally unsustainable government bond scheme right up until it could not pay.  Were the 

results of issuing government bonds at ever higher interest rates to pay back previous 

loans, so hard for the IMF to predict?  The Fund has no real leverage with which to 

negotiate for adjustment until a crisis occurs.  Even then it, nominally, becomes involved 

to bail out the country or countries in which the crisis developed, where what it may 

essentially be doing is safeguarding the global financial system from a potentially 

massive shock.  The country or region in which the crisis developed needs to remain part 

of the global economy and for that it requires the extra funds that are provided by the 

IMF.  Where the debtor country may not be happy in dealing with the Fund or having to 

follow its economic policy prescriptions, the need for further financing is perceived as 

greater than the need for economic autonomy.   

The Russian crisis was different for the IMF as Russia, being only weakly linked to the 

global financial system, had far less to fear from the economic isolation that inevitably 

follows a default.  It was this lack of penetration into the Russian economy that caused 

the IMF to negotiate a role for itself in Russia rather than waiting to see if it would be 

invited to participate.  Writing of Russia’s response to the IMF’s withholding of a finance 

package in July (shortly before the crisis) Gowan (1999:117) argues, ‘It simply 

repudiated its debts on the bonds it had issued to international speculators.  It did not seek 
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negotiations, it did not beg for more help.  It simply stated that although western investors 

thought that they had short-term government bonds at a certain rate of interest, they were 

wrong…’.  Due to the marginal links between Russia and the global economy and the 

type of debt, that is, short term securities, involved, this represented a more viable option 

for Russia than trying to pay these debts as scheduled and heading toward ever greater 

impoverishment through speculative extraction34.   

Since the early 1980s when the threatened Mexican default shocked the international banking 

world, financial institutions and investors alike have been looking for ways to make the same 

kind of profits from the Third World while controlling for volatility.  In Mexico in 1982 most 

of the debt was in medium-term bank loans.  This, effectively, locked these institutions into 

finding a way of resolving the crisis without sending these countries broke, which would 

inevitably lead to their own bankruptcy.  These medium-term obligations made Mexico’s 

problems the banks’ problems.  Since that time there has been a backing away from medium 

or long-term financial obligations in the Third World and a massive trend toward short-term 

instruments.  The first real test of the efficacy of these short-term securities was the second 

Mexican shock in 1994-95.  Due to the nature of these securities (securitized debt) when the 

bailout package came they were the first to be paid.  This, of course, meant that the money 

did not go towards economic reforms or the restructuring of the banking sector but was 

siphoned off by foreign speculators who had made bets that they were all but guaranteed to 

win.  The bailout, which came primarily from the US in general, and President Clinton in 

particular, before the IMF succumbed to US pressure and became involved, could be 

                                                           
34 Since this “default” Russia has renegotiated with international investors and  repayment of this debt has 
recommenced.  
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argued to have more to do with supporting the many United States investors who were 

exposed in Mexico, so as to support the NAFTA trade arrangement, than in helping 

Mexico.   

How does this relate to what happened in Russia?  The Russian situation is very similar 

to this in the sense that the financing that was repudiated was not medium to long-term 

bank debt but was, as discussed above, in government bonds.  The fact that the Russian 

government issued bonds is in itself not so important as many countries use bond issues 

to raise extra financing.  The main difference with Russian bond releases is the interest 

rate offered and the short-term nature of the issue.  The real similarity between the 

Russian bond issues and the Mexican securitized debt lies in the way that small investors 

were allowed to participate.  In Russia, the government bond issues, which were 

returning 150 percent per annum, were rated by global ratings agencies at ‘…’BA2’, 

higher than the state bonds of Brazil, Turkey, Argentina, and Venezuela, and on a par 

with Hungary, India, and Mexico; and International Bank Credit Analysis rated Russia a 

‘BB+’, which may allow pension plan and portfolio managers to hold Russian bonds’ 

(Cohen 1997).  Here we can see how, whether by design or just good fortune, millions of 

small investors were effectively bailed into a financial crisis leaving the IMF and the US 

few options but to help them out. 

Conclusion 

 Russia is a capitalist economy.  To deny this and say that it operates under some 

different kind of order as a result of a post-communist hangover, ‘Russian psyche’ or any 

other factor, is to deny the very real capitalist forces at work that shape the nature of the 
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Russian economic system and the relations of production.  As stated above, to say that 

capitalism requires competition to operate is an ideational concept that ignores the 

operating realities.  Capitalism, Russian or otherwise, does not require competition any 

more than it requires efficiency or transparency.  Capitalism simply requires profits and 

what we are seeing in Russia, both pre and post-crisis, is a drive to create and realize 

profits. 

This is coherent with the way that capitalism works in countries that lack the structures of 

a mature capitalism system and have, instead, had the ideology of free-market economics 

imposed upon them without the concurrent structures of regulation or support.  The 

Russian economic crisis is not an isolated incident that contains its own internal dynamic 

of crisis.  Instead, it is much more usefully viewed as another in a progressive series of 

financial crises that are fundamental to the way in which the global financial system 

operates.  In fact, it may be possible to view the Russian crisis as an extension of an 

ongoing financial crisis that was last seen manifest in the Asian economic meltdown but 

is just as easily traceable back to the Mexican crisis in 1982 and even earlier than this to 

Poland.  This follows the arguments made by Pfister and Suter (1987) where they 

maintain that financial crises fulfil an inherent need within the world-system and are not 

atypical events.  The point that needs to be made is that no matter how many of the 

individual factors that made up the Russian crisis can be attributed to internally generated 

causes, they are still peripheral to the cyclical pressure of the global financial system. 
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Neither the corruption inherent in Russia’s liberalization process, nor in government 

generally, is new or even atypical to Third World capitalism.  They are evident in most 

African countries, Asia, Mexico and most of South and Central America, not to mention 

the US and a large percentage of developed countries.  It is true that in Russia, corruption 

and pure rent-seeking asset stripping are more prevalent that in other countries but that 

does not explain why it tends to get singled out as if it were a unique case.  The more 

important point is that this acceleration of corrupt accumulation practices did not occur 

on the current scale until after the economic ‘reforms’ of the early 1990s and, pointedly, 

did not reach the self-destructive heights that now exist until after the 1998 crisis.  This 

provides support for hypothesis three – If Third World countries open their economies to 

foreign capital, then they are more likely to experience debt crises.  Rather than 

strengthening a developing country’s economic fundamentals, deregulation and 

liberalization make them vulnerable to the systemic breakdown that can be attributed to 

mobile capital.  ‘Look at Mexico, Brazil, Russia.  Almost as soon as they recovered, the 

currency traders attacked them again’ (Mahathir 2000:15). This also supports hypothesis 

one – If there are periods of ‘irrational exuberance’ among investors in Third World debt, 

these are likely to contribute to debt crises.  These attacks can be seen in context of the 

behavioral finance approach, developed in the work of Shiller (2000), that maintains 

investors behave as a herd and it often takes very little hard evidence to influence these 

attacks. Indeed, it can be seen that evidence matters little when perceptions can be altered 

relatively easily. 
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Hypothesis two – If IMF policies are implemented in the Third World as dictated, then 

their primary benefits will accrue to the elites in those countries and in the developed 

world – has been demonstrated thoroughly here with respect to Russia.  It has been 

shown how in Russia the elites (mainly oligarchs) have profited immensely from the 

implementation of Fund policies after the crisis, and neo-liberal economic prescriptions 

in general, before the crisis.  Although this is popularly conceptualized as being related 

primarily to the corruption in Russia, it has been demonstrated here that it is not the case. 

Why, in the case of Russia, capitalism and corruption have formed such an intense 

symbiotic relationship is the subject of much debate.  The most commonly cited assertion 

is, as discussed above, that Russia is suffering from the stagnating effects of a communist 

production system.  Of course, the assumption that underpins this interpretation is that the 

Russian economy would be healthy now had it opted for capitalism instead of 

communism.  There is no real need to point out the convenient ideological slant that this 

gives to, not only, the Russian crisis but the communist means of production in general.  

Whether or not Russia would be an economic powerhouse with a system of advanced 

capitalist accumulation in place is, obviously, pure speculation but it is useful to note that 

Russia did not have particularly strong economic growth before or after communism. 

This chapter does not deal extensively with the fourth hypothesis proposed here – (4) If 

IMF policies are implemented in peripheral countries, then they are even less likely to be 

successful than in semi-peripheral countries - as it is primarily concerned with countries 

in the periphery.  However, it is important to note that the case of Russia has certain 
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parallels with peripheral countries.  Russia has an extremely weak state that has great 

difficulty in maintaining the rule of law.  It also has a primarily low-end product oriented 

economy and relies on primary produce exports (oil, gas, coal) for the bulk of its foreign 

exchange.  Also, while it may have had an excellent education system during the 

communist period – which allowed for a well educated workforce – there is evidence that 

this system is now under-funded and in decay.  Without this incentive to invest there, it is 

possible that Russia could fall into the periphery.  Further, it has been shown that the 

policies that the IMF implemented in Russia had even more negative effects there than 

they had in the other crisis regions of Latin America and Asia due to it being relatively 

weakly linked to the world economy, much like countries of the periphery.  However, 

Russia is semi-peripheral country.  This chapter, along with the chapters on Mexico and 

Asia, are valuable with respect to hypothesis four primarily as comparative examples. 
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Chapter 4: Papua New Guinea and the 
Periphery 
 
Introduction 

In the previous chapters, this dissertation has focussed on debt crises in semi-peripheral 

countries, their causes and effects.  Also, the role of the IMF has been studied with 

respect to the causes of these crisis and the new global economic and financial 

environment that often accompanies these events.  It has been proposed that there is a 

world-systemic character to these events and a consistent thesis to this end has been 

developed using the theories and data of key theorists such as Pfister and Suter (1987), 

Suter (1992), Chase-Dunn (1989) and Wallerstein (1974).   

This chapter will draw upon these same sources and theories to develop a comparative 

theory of debt crises in the periphery and develop a comparison to the dynamics of crisis 

in the semi-periphery.  This will be intimately linked to world-systems theory and long 

waves of production.  This chapter will test the fourth hypothesis stated in the 

introduction – If IMF policies are implemented in peripheral countries, then they are even 

less likely to be successful than in semi-peripheral countries.  It will also be proposed that 

Pfister and Suter’s theories are not developed enough with respect to the role of the 

periphery.  Instead their work refers almost exclusively to the semi-periphery.  It will be 

argued that the IMF uses policy prescriptions in the periphery that were formulated for 

use in the more advanced economic environment of semi-peripheral countries and are, 

therefore, less likely to be effective.  It will also be shown here that hypotheses two and 
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three, and to a lesser degree, one, are also supported by the example of Papua New 

Guinea and the periphery in general. 

This chapter will consider the situation of peripheral countries with debt problems in 

general – with particular attention to the interesting case of Papua New Guinea (PNG) on 

the extreme periphery – and the recent events that have surrounded the economic 

situation there.  The fundamentals of the PNG case and how it fits into the global 

financial system with respect to long wave theory and, specifically, the work of Pfister 

and Suter (1987) will also be examined.  I will extend on their theory of long economic 

waves and debt crises by taking a closer look at the way that peripheral as opposed to 

semi-peripheral countries are integrated into the global system and how this may differ 

from the way that this process occurs in the more semi-peripheral states35. 

It will be argued here that most of the periphery has been in a debt crisis for a long time 

(in many cases predating Mexico’s first default in 1982) and that IMF advice has been 

particularly inappropriate in addressing these cases.  What needs to be focussed on is the 

timing of crises in the periphery and the comparatively minor effects that these have on 

the world-system in general.  That is, debt crises often occur first in the periphery without 

any real consequences being transferred to the world-system as a whole.  As an example 

of this, it would not be an overstatement to assert that the majority of the countries that 

make up sub-Saharan Africa (with the exception of South Africa which is semi-

                                                           
35 Peripheral here can be taken to encompass states that are extremely poor and only weakly linked to the 
world-system through the export of primary products and minerals.  Semi-peripheral states are more 
advanced than peripheral and are integrated into the world-system through the export of primarily labour 
intensive products. 
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peripheral) have been either constantly or intermittently in crisis conditions since the 

1950s (Leys 1996:110).  In an IMF document from 1986 Philip Ndegwa (1986:45) states 

that, ‘Africa is currently in a dangerous economic crisis, whose real severity, dimensions, 

and social and political consequences are not fully appreciated even in Africa itself’.  

This crisis, described here in such emotive terms, not only did not affect the global 

system fundamentally but went almost unnoticed in the core countries. 

The reason that sub-Saharan Africa and other peripheral countries (such as Papua New 

Guinea to be discussed below) can have crises of this magnitude and not trigger a 

potential global financial crisis is the fact that they are only linked to the global financial 

system at the most basic level.  The level of investment involved in these countries on the 

periphery of the world-system is extremely low when compared with countries in the 

semi-periphery; therefore there is less at stake for international finance.  Further to this, 

the extremely high debt burdens of these countries are often not being serviced or only 

partially serviced due to lack of international exchange and therefore the rapid 

deterioration of these economies does not cause contagion (George 1994:87).  The levels 

of debt involved, also, while being large for peripheral countries with small economies, 

are not large when compared to the debts of semi-peripheral countries: 
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Table: 9 

Country36 Debt in 198037 
in US 
$millions 

Debt in 1997 
in US 
$millions 

Debt per capita 
1997 in US 
dollars 

FDI in 1997 in 
US $millions 

Periphery  
Bolivia 2702 5247 672.7 812
Paraguay  954 2052 402.4 273
Myanmar 1500 5074 115.6 180
Papua New Guinea  719 2272 504.9 143
Botswana 147 562 374.6 95
Ethiopia  824 10078 168.5 28
Tanzania 5322 7177 229.3 143
Semi-Periphery  
Brazil 71520 193663 1183 43377
Mexico 57365 149690 1587 20533
Malaysia 6611 47228 2176 9312
Thailand  8297 93416 1541.5 3444
Source: The World Economic Factbook 1999. 

As can be seen by the table above, while the debt levels of all the countries examined 

increased dramatically, the difference between peripheral and semi-peripheral debt levels 

is extremely large.  While not wishing to argue that higher debt levels would be 

beneficial for these countries, indeed the opposite has been proposed consistently 

throughout this work, this does help to show the way that peripheral economies are 

excluded from aspects of the global financial system and how that greater integration into 

this system generally translates into greater debt. 

Papua New Guinea  

I will now look briefly at the political/economic history of Papua New Guinea.  Further, 

the role and history of other small peripheral nation-states in the Pacific and the nature of 

their relations with the world-system, the First World and the International Monetary 

Fund will also be briefly examined.  This is important as it helps to distinguish the 

                                                           
36 For the debt figures on Tonga and Western Samoa see Table: 10. 
37 In 1999 US dollars. 
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differing nature of the system by highlighting the way that some countries, or even 

regions, are allowed specific economic concessions while others are not.  It will also 

demonstrate that gaining an economic foothold in the Pacific region and promoting the 

neo-liberal doctrines of export-led growth and economic openness have been a key 

feature of the IMF’s dealings with Papua New Guinea.  

The IMF has been interested in Papua New Guinea for several different reasons.  To 

begin, it is a regional power in the Pacific Islands.  It is a regional economic power and, 

due to the vast territory that it has sovereignty over, it controls a good deal of strategic 

power.  Papua New Guinea’s land mass covers an estimated 462 800 square kilometres 

and its sea area is 3.12 million square kilometres which makes it the largest developing 

country in the South Pacific region (Economic Insights Pty Ltd 1999:1).  This gives it an 

importance that extends beyond the limitations of its economic weaknesses.  However, 

PNG’s weaknesses are not all economic.  It has a highly unstable political structure that 

means the average term for a Prime Minister is around two years or less (Economic 

Insights Pty Ltd 1999:2; Duncan 2001:6).  This may help to explain why Papua New 

Guinea tends to have its economic policies dictated to it by external organizations, 

although this explanation does not go far enough.  What this does show is that Papua 

New Guinea is rated as very unstable and unsuitable for investment by many businesses, 

‘A survey of sovereign risk for mining companies by Resource Stocks (sic) magazine 

consistently ranks Papua New Guinea near the bottom of the pile’ (Taylor 2000).   

In developing their argument about the nature of investment cycles and their relationship 

to Kondratieff waves, Pfister and Suter (1987) tend to place little emphasis on 
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differentiation between semi-peripheral and peripheral countries – instead discussing 

them largely as a homogenous group referred to only as ‘peripheral’ where they are 

clearly referring to mainly semi-peripheral countries.  This distinction is an important one 

though, especially with regard to the Island Nations of the Pacific.  I argue here that as far 

as Pfister and Suter’s (1987) analysis goes towards describing and explaining the role of 

the semi-periphery in the world-system, it does not develop a sufficiently comprehensive 

account of the role of the periphery.  Using their basic model this work will construct 

such an account here with a focus on the Pacific Island nations and with particular 

emphasis on Papua New Guinea. 

Global Links and the Commodity Chain 

Unlike the other countries that are discussed in this dissertation, which are predominantly 

semi-peripheral, Papua New Guinea is a peripheral country.  This means that, much like 

many sub-Saharan African nations, PNG’s economy is linked to the global economic 

system solely by exports of raw materials (mainly minerals and oil) and the imports of 

processed goods – there being very little processing or value adding done there.  Dinnen 

(2001:2) argues that the people of Papua New Guinea face economic hardships due to 

this reliance on primary products and the extremely volatile nature of the prices of these 

products.   

Gereffi (1990) examines the commodity chain and investment in the Third World but like 

Pfister and Suter (1987), his analysis is mainly centred around countries of the semi-

periphery (Latin America and South East Asia).  He makes the argument that there are 

five main phases of industrial development (Gereffi 1990:16).  These are broken into an 
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outward looking commodity export phase and an inward looking import substitution 

phase.  Gereffi (1990:16) shows how developing countries in the semi-periphery are able 

to begin by exporting primary products and then move to the second phase of commodity 

exports such as textiles or footwear.  From there, countries following the commodity 

export path, such as Asia or Latin America, then move toward more capital and 

technology intensive industries and eventually to greater value-added and skill intensive 

exports.  Some peripheral countries such as Fiji have been able to develop an export 

sector in the footwear and textiles industries, with a great deal of governmental support. 

The export oriented model may hold true (to a greater or lesser extent) for countries in the 

semi-periphery, although strategic geographical location often plays a role in this 

development dynamic as has been shown above, but it holds little relevance for many 

countries of the periphery such as Papua New Guinea.  That is, the more ‘dynamic’ 

countries of the semi-periphery such as Mexico, Brazil or the Asian Tiger countries, have 

all at some time been advantaged through their location which helped them make this 

step from periphery to semi-periphery.  The Asian crisis countries were given aid and 

trade breaks to help stop the threat of communism in the region and Mexico and Brazil 

have access to US markets due to their close geographical proximity to the Unites States.  

Further, Mexico and Brazil were among the first peripheral countries to be linked to the 

global financial system over five hundred years ago.   

The countries of sub-Saharan Africa or the Pacific Islands lack many of these advantages, 

although the Pacific Island states do have a strategic military advantage which, although 
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weakened since the collapse of the Soviet Union, is still important.  However, there is 

very little desire on the part of multi-nationals to invest in manufacturing or production in 

PNG for a variety of reasons that are mostly claimed to be stability related.  This is 

another of the points of similarity between PNG and sub-Saharan Africa, ‘Many of the 

poorest economies, especially in sub-Saharan Africa are unable to attract substantial 

private investment which diminished almost to nothing in the 1980s’ (Jackson 1990:115).  

This is a common occurrence in peripheral economies.   

The IMF’s experiences in the peripheral countries of sub-Saharan Africa, Asia and Latin 

America, in the majority of cases, have not been beneficial for the country receiving 

‘adjustment’.  After three decades of structural adjustment in sub-Saharan Africa, 75 

percent of these countries derive less that 10 percent of their income from manufactured 

products (UNCTAD 1998).  This reliance on the primary produce and minerals sector 

makes them dependent on world prices and, as George (1994:87) argues, most of these 

can be sourced, often with less trouble, from semi-peripheral or even developed 

countries.  IMF policies have entrenched this reliance on the primary sector in sub-

Saharan Africa by forcing these countries to compete on the world market through the 

export of cash crops.  As will be argued below, this has also adversely affected the ability 

of many of these countries to feed themselves as can be evidenced by the fact that 

Somalia, Tanzania and Zimbabwe were all very close to being self-sufficient in food 

before they became involved with the IMF and now this is not the case (Chossudovsky 

1999:101, 106, 114).  

 



210

While Asia and Latin America are predominantly made up of semi-peripheral countries, 

there are exceptions such as Myanmar, Laos, Vietnam or Paraguay which clearly belong 

in the category of periphery.  The IMF’s performance in these countries is comparable to 

the results that it has achieved in sub-Saharan Africa.  The economic environment in 

Myanmar is slightly more complex than in the other countries discussed here as due to its 

recent history of military governments it has only lately begun to integrate into the global 

economy and is still not fully acknowledged due to their undemocratic state structures 

(Foreign Economic Trends Report 1997; Maung 1998:255).  The IMF has refused to 

offer financial assistance to Myanmar since 1988 (Maung 1998:255).   

In Vietnam, however, the Fund has had greater involvement.  This will not be dealt with 

in detail here, however, a brief overview can be provided.  Much like in Africa, the IMF 

called for a focus on export crops which created a famine amongst the Vietnamese people 

(World Bank 1993a:42).  Further to this, the IMF also pursued its standard policies of 

devaluation which cut the purchasing power of the average worker while increasing the 

costs of imports that were often necessary due to the lack of infrastructure which was 

destroyed in the War with the US (Chossudovsky 1999:150-151).  Also, the privatization 

plans that the IMF insisted upon as a condition of assistance created massive 

unemployment as the (predominantly foreign) firms that bought these industries sacked 

975,000 workers over the period 1987 to 1992 (World Bank 1993b:65-66).  The layoffs 

also occurred within an economic environment that was already trying to sustain 500,000 

demobilized military personnel and 250,000 ‘guest workers’ (Chossudovsky 1999:151).  

These adjustment measures were all undertaken to pay back the debts that Vietnam had 
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largely accumulated during its war with the US.  As Chossudovsky (1999:150-152) 

states, these debts were accumulated by the US backed ‘Saigon regime’ and by being 

forced into recognizing the legitimacy of these debts by the IMF, Vietnam has essentially 

been bullied into financing the US war effort.  This example again demonstrates the 

inappropriateness of IMF policies in peripheral countries. 

The situation in Paraguay is closer to sub-Saharan Africa in composition than it is to 

Myanmar.  In August 2002 the IMF approved a US$200 million loan for Paraguay 

provided that it adheres to the conditions set by the IMF (IMF 2002b).  These include the 

strengthening of fiscal regulation and a reduction in government lending from its 

development bank.  These are standard Fund style adjustment measures which have been 

used in both Latin America and Africa, to varying degrees, for some time for minimal 

improvement (Chossudovsky 1999).  Halebsky and Harris (1995:4) argue that in the 

poorer countries of Latin America (Bolivia, Paraguay), the IMF’s adjustment policies 

have had  tr45the most negative effects.  It should also be noted here that these peripheral 

countries in Latin America and Asia are treated to very little consideration in the 

literature on Third World debt. 

The situation in many of the Pacific Islands countries38 has been very different to that 

experienced by peripheral countries in Africa, Asia or Latin America.  This has been 

primarily due to the geostrategic location of Pacific Islands countries (Poirine 

1994:2007).  Due to the fact that Pacific Island nations are well situated militarily, they 

                                                           
38 Predominantly those countries with MIRAB economies (to be discussed in detail below). 

 



212

have historically been able to exploit the international cleavages between the military 

superpowers of the United States and the former USSR to their financial advantage 

predominantly through foreign aid.  During this period they have been able to avoid 

reliance of foreign borrowing or emergency funding through the IMF (Poirine 1994).  

However, since the collapse of the Soviet Union and the end of the Cold War, the 

premium formerly placed on this strategic advantage has diminished and, 

correspondingly, so has the level of aid flows.  These flows may be down on what they 

were during the Cold War, but they have not been reduced dramatically.  This is due to a 

variety of reasons including the fact that aid to the region is essentially buying donor 

countries a larger geographical footprint as these Pacific states cover a relatively large 

area of the globe.  Also, there is the problem within the donor states associated with the 

negative perception of a drastic aid reduction to former client states without providing 

adequate transition finance (Bertram 1999:108).   

The ability to finance government spending out of aid receipts rather than foreign 

borrowing has afforded the IMF relatively little opportunity to influence the Pacific 

region toward its favored economic policies of neo-liberalism.  Firth (2000:184) argues 

that new pressure to engage in the global economy and follow standard neo-liberal 

economic practice is now being applied to the Pacific Island states through aid donors, 

IFIs, banks and investors.  As a specific example of this one can view the case of Palau 

where the IMF argues that they must reduce their reliance on foreign aid if they want to 

achieve ‘long term viability’ (1999b).  Further to this, the Fund stressed that Palau needs 

to implement structural reforms that will encourage foreign investment and promote 
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private sector activity with specific focus on tourism (IMF 1999b).  The Fund also makes 

this same argument with respect to Kiribati (2001c:3) and the Marshall Islands (1998c:7).  

At the 1998 Forum Economic Ministers Meeting (FEMM), which uses success criteria 

outlined for them by the World Trade Organization, Asia-Pacific Economic Cooperation 

Group and the IMF, it was concluded that what countries of the Pacific need most to do is 

liberalize, enhance competitiveness, rationalize and reduce tariffs (in Firth 2000:184-

185).  Firth (2000:185) notes that the ‘impact of the reform process’ was included in the 

agenda at this meeting ‘almost as an afterthought’.  However, Hildebrand (1999:30) 

argues with respect to the FEMM reforms, that these meetings discuss ‘reform’ without 

really analyzing the effects of these reforms on a peripheral economy.  In an IMF 

working paper, the Fund argues that the Pacific will suffer economically if it does not 

reject the Migration, Remittances, Aid and Bureaucracy (MIRAB) model (to be discussed 

further below) and embrace neo-liberalism (Cashin and Loayza 1995).   

This is also consistent with the ‘doomsday’ theory of the Pacific Islands.  Most of the 

negative tendencies in some of the Pacific States are combined and extrapolated out to all 

Pacific Island nations by neo-classical commentators discussing the Pacific region.  

Writing of this tendency, Fry (1997:324) contends that: 

...there is the anomaly of Papua New Guinea having a 14 percent 
economic growth rate in 1993, the highest in the world. This was not 
generalized to the region, though the mismanagement associated with the 
Papua New Guinea economy was. This suggests a third way in which such 
generalizations are generated - taking a worst case in a given area and 
generalizing from that: South Tarawa for over-crowding, the Marshall 
Islands for polluted lagoons, Polynesian Airlines for airline 
mismanagement, and so on. The abstract Pacific Island state and the 
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mythical Pacific Island person thus become a composite of worst cases. 
The denial of diversity is also encouraged by the ideology underlying the 
doomsdayist depiction. Central to that ideology is the assumption that all 
are equal under the market, and that whatever the starting place, the 
solution is the same.  

Due to factors such as these, there is a tendency for ‘economic rationalists’ to discuss the 

Pacific Island nation-states as facing a ‘doomsday scenario’ where they will continue to 

be marginalized if they do not adopt ‘appropriate’ economic policies (Callick 1993:1).  

The economic policies that the influential Australian Financial Review writer Rowan 

Callick, and others, argue are necessary are the neo-liberal economic prescriptions which 

now dominate discussions on development economics.   

This has been dealt with extensively in previous chapters so suffice to say here that this 

entails the standard IMF adjustment measures.  Callick (1993:10) contends that these 

reforms should include such things as tighter budgetary discipline, corporatization, 

privatization, financial sector reform, exchange rate adjustment, wage reform, measures 

to enhance competitiveness (the non-specific nature of this last tends to indicate the 

nebulous nature of it as a policy prescription) and redirection of government spending 

towards health and education.   

It is no real surprise that these measures all sound identical to an IMF adjustment package 

(apart from the increased spending on health and education which are generally always 

cut as a precondition of an IMF loan).  I argue that the reason Callick advocates 

government spending in these areas is that without it business will be forced to make 

these investments which would make the region less attractive.  As demonstrated above 
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with regard to Russia, International Monetary Fund doctrine is now seen as the pervasive 

model for the Third World by most economic and political theorists.  Although, as 

Michael Rowbotham (2000:21) argues, ’The fact that no Third World nation has ever 

succeeded in restoring solvency once funds have been borrowed from the World Bank 

and IMF strongly argues that the theoretical model constitutes a flawed paradigm’39.  In 

Russia, the explicit adoption of the IMF’s form of neo-liberal economic theory was 

evident in the wording of the government’s new economic policy documents which read 

as if they were written by Fund staff.  In the Pacific, we are seeing the adoption of this 

form of thinking more by theorists and Australian aid donors who have (or believe that 

they have) a vested interest (either financial or academic) in these policies being accepted 

globally.  As will be demonstrated below, Papua New Guinea did not go to the IMF when 

it was in economic trouble and, in the Pacific region, it is not alone.  The reasons for this 

will be expanded upon below but in short, the existence of an aid and migration 

remittance economy in many areas of the Pacific goes some way towards explaining the 

lack of Pacific Island penetration by the Fund and, correspondingly, its ideology.  PNG is 

far less reliant on remittance capital, however, than are other peripheral South Pacific 

countries such as Samoa or Tonga, and PNG’s ability to avoid Fund adjustment resides in 

factors such as aid, amongst others which will be discussed in detail below.   

It is important to note that Papua New Guinea is not a MIRAB economy despite its high 

aid levels.  It does not have the migration levels or remittances of a MIRAB economy and 

while its aid levels are high at an aggregate rate, they do not match the per capita amounts 

                                                           
39 Although, South Korea may now be able to be considered an exception to this. 
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that indicate a MIRAB country.  This is pertinent as PNG has living standards far below 

those of the MIRAB economies despite pursuing a more neo-liberally oriented (though 

clearly imperfectly implemented) development agenda.  

Politics and Aid 

There can be no doubt that Papua New Guinea was in great need of the financial 

assistance that the IMF recently provided.  What it did not need as badly was the strict 

conditions that (as usual) went along with it.  That is not to say though that there was no 

place for economic reform in PNG as there obviously was.  Successive governments had 

systematically thrown in with the mining and logging companies to extract as much as 

they could for themselves without thought for the greater good of the country or the 

future (Duncan 2001; Harden and Sugden 1999; Lea 2000).  However, this loan from the 

IMF would not have occurred at all without a change in the government of Papua New 

Guinea.  Here we can see clearly how the political and the economic dimensions can blur.  

The previous Prime Minister Bill Skate did not go to the IMF for assistance when 

economic conditions (largely exogenous but also domestic) became difficult.  Instead, he 

went to Taiwan and offered it diplomatic recognition in exchange for a conservatively 

estimated US$1 billion (A$1.71 billion) in grants and loans in exchange for the rejection 

of PNG’s long-held one China policy (Australian Associated Press 2000b).  Although 

figures on the amount of the loan/grant proposed vary, the actual amount falls somewhere 

between US$1 billion and US$2.35 billion.  Although Taiwan denied that these promises 

of money were tendered, to the Papua New Guinean people, the deal brokered by Skate 

appeared to be a good solution to a difficult problem (The Economist 10th July 1999: 38).   
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It is important to keep these figures in mind when considering that the total package of 

the loan that the IMF organized was just US$170 million (Australian Associated Press 

2000a).  This consisted of US$90 million from the World Bank and US$80 million from 

Australia.  Skate defended the overtures to Taiwan on the grounds that the PNG economy 

has been negatively affected by downturns in demand from Asian markets for PNG’s 

main exports such as timber (Reuters 1999a).  In both this way, and with respect to 

foreign aid, sovereignty is a resource for Pacific island countries that has arisen during 

the period of de-colonization that began in earnest after WWII (Jackson 1990).  This aid 

money from Taiwan can be interpreted as a payment for strategic services.  This differs 

substantially from the previous examples of Mexico, Asia or Russia which do not have 

the same potential for sovereignty based leverage due to the fact that they are larger in 

population and have fewer votes in international organizations per capita. 

However, this loan did not take place as Bill Skate resigned before a no-confidence 

motion could remove him.  Skate was replaced by Mekere Morauta who reversed the 

decision on Taiwan immediately upon appointment (BBC Worldwide Monitoring 2000; 

Harden and Sugden 2001:7).  Where Skate was seen both at home and abroad as an 

economic wildcard, as can be evidenced by his Taiwanese overtures, Morauta was seen 

as a standard neo-liberal style politician and, perhaps more importantly, by the IMF and 

the World Bank as a ‘company man’ (Harden and Sugden 2001:7).  This is not surprising 

when we look at his previous job as chief of the central bank (Australian Associated 

Press 2000b).  Due to this image of Morauta as an orthodox economic manager, he has 

also gathered the support of business representatives. The Australian treasurer, Peter 
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Costello, also supported Morauta by providing US$80 million in loan money in 

appreciation of the reforms that Papua New Guinea has undertaken under the leadership 

of Morauta (in Xinhua News Agency Bulletin 22nd June 2000).  

It can be of no real surprise then to discover that both the IMF and the World Bank were 

prepared to let Papua New Guinea disintegrate even further economically when run by 

Skate, but were happy to help when Morauta took over.  Nor can it be surprising that 

Morauta was happy to adopt economic doctrine as dictated by the Fund.  ‘‘Transparency’ 

is the new buzz-word in public service...’ (Australian Associated Press 2000a).  

Transparency is also the ‘buzz-word’ at the IMF as a perusal of most IMF reports or 

Economic Outlooks will quickly show.  With respect to Papua New Guinea, the IMF 

(2000b) made the government fill out a questionnaire specifically on transparency and 

then evaluated their answers against the Fund’s own set of criteria.  It is unsurprising that 

this report found PNG wanting in transparency but applauded its recent efforts in this 

area and provided a good deal of ‘advice’ on how to improve. 

There was no default needed as a catalyst for this transformation.  The people of Papua 

New Guinea faced an economic crisis but, as argued, a country’s economic problems may 

not become a very significant crisis until they affect the global system.  The pressure for 

the return to economic orthodoxy came in the form of external political pressure and 

external economic incentives and punishments.  These were provided, in part, by the 

Australian government and in part by the IMF and World Bank.  This is not the first time 

this has happened.  In 1995 when the PNG government refused an IMF adjustment 
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package, ‘...pressure for Papua New Guinea to adopt an IMF/World Bank package was 

exerted by Canberra, the opposition, individuals, and the Institute of National Affairs...’ 

(Kavanamur 1998:111).  PNG eventually succumbed to this pressure and took the loan.  

The reasons behind the IMF and the World Bank’s interest in these matters will be 

expanded upon further below, but suffice to say that this is standard economic orthodoxy 

and is not particularly surprising if considered within the historical context of Fund 

policies.  This helps to indicate the increasingly evangelical nature of the IMF as it 

aggressively seeks out new frontiers to expand its neo-liberal doctrine into.  Australia’s 

involvement, however, needs greater analysis.   

Australian Assistance 

The problem for Australia that is central to my thesis is that Taiwan’s funds would have 

relieved Papua New Guinea of the necessity to engage in IMF mandated economic 

reforms and structural adjustment.  While it is true that Papua New Guinea was, until 

1975, an Australian colony, that does not go far enough toward explaining the political 

will to become as deeply involved in the affairs of PNG as Australia has been.  The 

answer to why this occurs lies in looking at the other nation invested in these events and 

that is China.  Skate’s offer of recognition of sovereignty to Taiwan was regarded as an 

act of political aggression toward the Peoples Republic of China (PRC).  Or, more 

accurately, that is how China interpreted it.  The lines of demarcation on political 

recognition of Taiwan are clearly evident.  China claims sovereignty over Taiwan (which 

is not a member of the IMF) and takes a very negative stance towards other nations that 

recognize it as a nation-state in its own right.  This is one reason why very few of the 

more economically powerful nations acknowledge its independence.  Australia supports 
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China in this dispute and does not acknowledge Taiwan’s sovereignty.  Although this 

position would be tested if the dispute turned into a military conflict as the US (with 

which Australia also has close ties) would and does support the militarily weaker Taiwan 

(Mackerras 2000:198).  However, a high proportion of Pacific Islands states recognize 

Taiwan and more may do so if PNG were to switch to Taipei as well.  Now that the PRC 

is integrating into the global marketplace Australia is extremely interested in maintaining 

and furthering trade relations with China due in part to the liquefied natural gas deal that 

Australia has recently finalized with them (The Financial Times 10th August 1999:4).  

China warned PNG, that the deal with Taiwan would have consequences and, since 

Papua New Guinea’s exports to the PRC are valued at approximately six times the value 

of its exports to Taiwan, this had to be taken seriously (The Economist 10th July 1999: 

38).   

The IMF’s interest in promoting its agenda in the Pacific is aligned with Australia’s 

interests in promoting free trade with the region, placating China and opening up the 

region to Australian investment (Bertram 1999; Firth 2000).  The link between these two 

sets of goals and neo-liberal economics cannot be overemphasized.  It is through the 

IMF’s promotion of neo-liberal economics as a development strategy and the Australian 

government’s adoption of same as an economic growth policy, that these agendas are 

coordinated. 

Australia is still associated politically and economically, very closely with PNG.  In 

1999-2000 Australia donated approximately Aus$330 million to Papua New Guinea with 

 



221

Aus$35.5 million for budget support, Aus$15.5 million for retirement benefits with the 

remainder going to tied aid (Economic Insights Pty Ltd 1999:11).  This is a great deal of 

money to be giving in support of the budget of a relatively economically small country.  

It is, therefore, not surprising that Australia is expected to have a great deal of influence 

over PNG and its economic policies.  Australia also has an obvious stake in the stability 

of the region as its investments in mining in PNG are extensive.   

It is not simply the region where Australia’s stake is located however, but in the stability 

of the system as a whole.  As Pfister and Suter (1987) argue, the fragility of the 

international financial system increases toward the end of a long wave but the increasing 

institutionalization of the system tends to mitigate the effects of this decline.  Simply 

stated, the increased role of the Fund and the Bank with respect to injecting liquidity into 

countries and regions that would have previously defaulted, extends the pre-crisis period 

in a way that did not tend to happen during the period of unilateral national defaults.  This 

is essentially the argument of long-wave theory, that by increasing investment in the 

‘periphery’ (here I argue that they are largely referring to the semi-periphery) that a 

systemic collapse can be postponed by maintaining profit levels through the use of cheap 

labour in, what are by this time, largely standardized industries.  Australia’s pressure that 

it placed on PNG to go to the IMF can be interpreted as a fear of systemic collapse that 

would be risked by operating outside of the accepted crisis management institutions such 

as the IMF.  That is, Australia’s position is clearly one that supports the ‘doomsday’ view 

of the Pacific as Australia can be seen, in the case of PNG, to tangibly fear the 
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consequences of PNG’s acceptance of the money from Taiwan and the ability to avoid 

neo-liberal restructuring that this would afford the country. 

This extension of neo-liberal economics into the Pacific Islands, however, only occurred 

with such enthusiasm after it was embraced by Australia.  That is to say Australia 

adopted neo-liberal economics (more commonly known in Australia as economic 

rationalism) as the dominant form of economic theory relatively late compared to other 

countries in Europe or America (Pusey 1992).  The zeal with which Australia both 

adopted and promoted neo-liberalism (economic rationalism) was, and is, not dissimilar 

to the new found enthusiasm of a reformed smoker.  This enthusiasm also helps to 

explain Australia’s attitude toward the offer from Taiwan as this could also mean a 

rejection of the economic rationalist principles that are held to be axiomatic by many 

Australian bureaucrats and indeed, the IMF. 

Australia’s strict commitment to Beijing’s ‘one China’ policy also needs to be seen 

within the context of a cost benefit analysis.  That is, Australia does not want to be drawn 

into an economic conflict between PNG and China and would instead prefer that PNG 

rejected the offer from Taiwan and turned to the IMF for financing and restructuring 

assistance (The Economist 10th July 1999: 38).  If Australia had not supported China, then 

it is easy to see the potential negative consequences for its international respectability and 

economic future.  Whereas the continuing prospect of the Aus$15 billion China gas deal 

is a strong incentive to see things China’s way.   
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Again it can be seen here how the agendas of the IMF and the Australian government are 

aligned through the rubric of neo-liberal economics.  I argue that the IMF is concerned 

with spreading the doctrine of neo-liberalism into the Pacific as this is now one of the few 

places in the Third World where this penetration has not occurred comprehensively and, 

Australia is looking to extend its influence in the region for the purposes of trade and 

investment using the same doctrine.  The IMF had attempted to influence Papua New 

Guinea toward neo-liberalism in 1981 when PNG’s balance of payments position 

deteriorated and visiting IMF officials tried to convince the PNG government to accept an 

IMF loan (Kavanamur 1998:101).  The government refused, fearful of the conditions that 

would accompany the loan and also that accepting this assistance would make them look 

incompetent (Kavanamur 1998:101).  In 1990 PNG did take a loan from the IMF (which 

again it was pressured to do by the Fund) to get through an economic slow-down that had 

stabilized before the funds were even drawn (Kavanamur 1997).   

Although Papua New Guinea did reject the Taiwanese deal and therefore forfeited any 

claim to the ‘soft’ money that was on offer, the country still got something out of the 

alternate arrangement.  That is, China was so pleased with PNG’s ‘sensible’ political 

decision that it elected to help out financially as well, although, to far less a degree than 

the Taiwanese package.  China provided Papua New Guinea with a US$5 million 

(Aus$8.55 million) grant and a US$5 million loan to support the falling currency as well 

as a wheat, rice and vegetable project at Kandep in the Highlands and Aus$680,000 

worth of uniforms and military supplies (Australian Associated Press 2000b).  
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For the IMF, the advantages to this line of action on the part of Papua New Guinea are both 

clear and veiled.  They are clear in the sense already stated, and that is that the Fund has a 

vested interest in pursuing neo-liberal economic policy everywhere around the globe and it is, 

therefore, a fairly standard application of orthodoxy that we see here.  As argued above 

however, the ability of these policies to improve the economic or living conditions in PNG is 

comparable to that of certain sub-Saharan African nations. The advantages of offering high 

interest rates are lost when the potential instability of the country is so high.  It is prudent to 

consider a brief analysis of the IMF’s involvement in sub-Saharan Africa at this point as a 

way of demonstrating the inability of the Fund model of export-led growth to sufficiently 

provide for peripheral countries.   

African Comparisons 

The IMF has been involved in lending to most sub-Saharan African peripheral countries 

since before the first oil crisis of 1973.  As with any IMF lending, this help has come with 

strict conditions.  These conditions have since been eased in some cases to reflect the 

Fund’s acknowledgement of its failure in these countries.  Hoogvelt (1997:171) states 

that, ‘Outside of IMF/WB [World Bank] circles, few observers have a positive word to 

say about structural adjustment40’.  The IMF established the Enhanced Structural 

Adjustment Facility (ESAF) in 1987 to deal with extremely poor countries (mostly in 

sub-Saharan Africa) (IMF 1988).  In a recent internal evaluation of this process, the IMF 

has found that even by its own criteria the ESAF program has not realized the results 

predicted (IMF 1997b).  For ESAF countries over the period 1991-1995 annual real per-

capita GDP growth averaged 0.0 percent, whereas non-ESAF developing countries 

                                                           
40 This does not refer to neo-liberal economists who consistently support the theory behind Fund policy. 
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experienced, on average, 1.0 percent annual real per-capita GDP growth (IMF 1997b:5).  

Over the same period the countries of sub-Saharan Africa that had adopted ESAF 

programs declined at an annual average rate of .3% in terms of real per-capita income 

(Naiman and Watkins 1999:5).  Given the demand restraining nature of standard IMF 

policies, it can be of little surprise that income and output has been reduced.  An IMF 

adjustment package (even an ESAF) contains measures to cut public spending and, food 

and other subsides as all Fund packages attempt to improve the balance of trade through 

shrinking the economy (Naiman and Watkins 1999:5). 

Further to these largely social indicators discussed above, the economic effects were not 

sufficient to justify the increased hardships on the people of Africa.  The application of 

strict monetary policies to reduce inflation using high interest rates undermined 

investment and employment in Africa while trade liberalization exposed local industries 

to extreme competition (Watkins 1994:126).  As a share of GDP, total external debt for 

ESAF countries increased from 71.1 percent  to 87.8 percent between 1985 and 1995.  

Whereas for the same period, the increase for developing countries as a group was 34 

percent to 39.6 percent (IMF 1997b:27).  During the same period, in the ESAF countries 

publicly guaranteed debt rose and, in the non-ESAF countries, it declined and the role of 

private creditors in the ESAF nations shrank dramatically (IMF 1997b:27).  More 

importantly, the outcomes discussed here contradict the IMF’s stated goals of reducing 

debt and increasing the role of the private sector (Naiman and Watkins 1999:7).  Even 

though the structural adjustment policies in Africa can be argued to have failed in their 

development goals, Hoogvelt (1997:171) argues that from the IMF’s perspective they 
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have accelerated the processes of globalization in Africa and are therefore considered a 

‘resounding success’. 

What this demonstrates is that the IMF has a history of working with countries that are 

highly underdeveloped by Western standards and that it does not have a good record of 

improving the living conditions of these nations.  While it is true that the vast majority of 

(some argue all41) developing countries are in worse positions now with respect to debt 

payments and living conditions than they were before IMF involvement, none has 

suffered so greatly as these peripheral countries whose economies are less mature and 

less likely to respond positively to IMF policy prescriptions: 

In addition to wars and two prolonged periods of drought. Africa has 
experienced, over the past decade [1978-1988] a fivefold increase in the 
price of grain, a sevenfold increase in the price of oil, inflation and 
recession in the industrialized countries, high and volatile interest and 
exchange rates, and an unprecedented collapse of commodity prices. 
It is true that these adverse events have confronted all developing 
countries; but the capacity to adjust has not been uniform. ...In the case of 
Africa, these shocks confronted economies with rigid production 
structures, an inadequate base of technical and managerial skills, a low 
margin of maneuverability and limited creditworthiness for commercial 
borrowing (Jaycox 1990:21). 

The IMF’s model for severely underdeveloped countries has proven to be unsuccessful in 

Africa due to its inability to adapt to the differences between these countries and the more 

developed nations of the Third World.   

The experiences of the IMF in its dealings with the peripheral countries in Africa, Asia 

and Latin America have been predominantly negative.  The IMF adjustment programs 

                                                           
41 See Rowbotham 2000. 
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implemented in Somalia in the early 1980s caused, amongst other things, the collapse of 

the agricultural sector where, after the IMF adjustment measures, investment in 

agriculture declined 85 percent relative to the 1970s (Chossudovsky 1999:103).  This is 

due to the IMF’s focus on liberalization and deregulation which forced the Somali 

government to cease subsidizing its farmers while forcing Somali farmers to compete 

with highly subsidized imports from developing countries (Crawford 1993).  There were 

many other problems that came with IMF conditionality for Somalia.  The economy of 

Somalia was based on an interrelationship between a nomadic economy and a sedentary 

economy, or – between pastoralists and small farmers which was based on a system of 

barter and cash, IMF policies did not consider and therefore, undermined this system 

(Chossudovsky 1999:101).  All of this was done to increase Somalia’s ability to service 

its loans when the IMF (which along with the World Bank was the largest creditor) was 

the only creditor which refused to reschedule its repayments (International Labour 

Organisation 1989:16).  Therefore, the conclusion can reasonably be drawn that these 

IMF adjustment programs were mainly to ensure payment of loans to the IMF. 

Similar situations to those discussed above occurred in Rwanda and Tanzania.  Waters 

(2000) argues that in Tanzania the free-market alone was not enough of an incentive for 

small farmers to start producing for export and that ‘administrative coercion’ was needed.  

This is largely due to the fact that 80 per cent of the population lived in the subsistence 

agriculture sector and that ‘Tanzania... is only weakly tied to world capitalism and 

therefore not an easy or vulnerable target for effective peripheral integration’ (Waters 

2000:10).  The structural adjustment programs in Tanzania called for the production of 
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sisal for export despite the arguments at the time by experts that this was already an 

industry in decline (Sabea 2001:2).  Further, this focus on sisal exports locked Tanzania 

in to competing with other more advanced developing countries, such as Mexico, for 

foreign exchange (Yoder 1993:318).  The IMF used the indebtedness of sub-Saharan 

African countries as a way of forcing them to engage in commodity exports to finance 

debt servicing.  The value of these exports was then undercut as the market became 

saturated, causing sub-Saharan Africa’s terms of trade for commodities to deteriorate 

faster than any other area of the globe during the 1980s (Avramovic 1986). 

In Rwanda the problems caused by the IMF adjustment packages were even more 

damaging.  Andersen (2000) argues that IMF and World Bank adjustment programs in 

Rwanda actually contributed to the genocide that occurred in that country.  She contends 

that this happened due to the World Bank’s misplaced insistence on democracy which 

undermined fragile traditional power relations and also due to the IMF’s SAP which 

caused widespread hardship that added to the unrest (Andersen 2000:441).  As in the 

other African cases discussed here, Rwanda also suffered food shortages after switching 

to the production of coffee for export (Uvin 1996:14).  Naiman and Watkins (1999:4) 

conclude that to continue to implement IMF adjustment packages in sub-Saharan Africa 

in an attempt to relieve the region’s massive debt burden will be counterproductive.  The 

pattern of IMF involvement and economic breakdown in the peripheral countries of 

Africa can be seen emerging in these examples.   
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The Periphery in the Investment Cycle 

This is also where the weaknesses in Pfister and Suter’s work becomes the most evident.  

According to their theory, Pfister and Suter (1987:244) argue that this is the stage where 

the ‘peripheral’ countries will begin to be integrated into the global product cycle through 

investment in manufacturing (albeit investment into declining sectors as a way of 

increasing profit through reduced inputs such as labour and tax).  They make the valid 

point that this will usually occur as an ‘enclave’ style production centre that receives a 

large amount of foreign capital but has only very weak ties to the rest of the economy 

(Pfister and Suter 1987:244).  A similar point has been argued here above with regard to 

Latin America and Asia.  The main difference between the two hypotheses, however, is 

that while this type of investment can be clearly seen to exist in the semi-peripheral 

countries of Latin America or Asia, there is far less evidence of this occurring on a 

systemic scale in the peripheral countries.  Consider the low growth rates of the Pacific 

Island countries: 
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Table: 10 

Country Annual GDP Growth Rates 
 1997 1998 1999 2000 2001
Fiji -0.9 1.4 9.7 -2.8 2.6
New Caledonia 0.5 2.0 -3.2 0.9 N/A
Solomon Islands -1.0 0.8 -1.3 -14.0 -5.0
Tonga 0.6 2.5 3.1 6.2 3.0
Vanuatu 1.5 2.2 -2.5 3.7 -0.5
Western Samoa42 0.8 2.5 3.1 7.3 10
Papua New Guinea 1980-

1990   
1.9 1990-

1997 
5.4

Source: Country Report 2002; The World Economic Factbook 1999. 

As can be seen by this chart, with the exception of Samoa, development in the Pacific 

Islands is both low and extremely sporadic.  This reflects the extremely dependent nature 

of the narrow range of exports from these peripheral countries.  It also demonstrates that 

Samoa, as a MIRAB economy, is able to maintain a healthy GDP growth rate despite not 

having a standard neo-liberal style export economy.  The statistics with respect to Papua 

New Guinea are average figures and as such they are slightly less illustrative than the 

other cases as, for example, PNG had a growth rate of 14 percent in 1993 (as discussed 

above) and therefore the average figure of 5.4 must be viewed in this context. 

The advantages for developing enclave economies in the periphery are only marginal 

when the lack of infrastructure or the problems of internal stability are considered, even 

at the end of a long wave.  So what tends to happen to marginalized countries in Africa or 

the Pacific is, instead of investment to develop new industries, they tend to receive 

greater investment in the old, established ones such as mining or forestry (Leys 

1996:112).  Most of sub-Saharan Africa therefore remains peripheral to the global 

                                                           
42 Western Samoa changed its name to Samoa in 1997. 
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economy and often needs to rely on a constant supply of new money through loans which 

increases indebtedness (although as will be discussed below, the MIRAB economies in 

the Pacific have avoided this cycle so far).  With the exception of oil, Africa’s exports 

have been realizing lower and lower prices on the world market (Birdsall 2001:24; 

Kennedy 1988:4).  As Pfister and Suter (1987) argue, historically at this stage in the 

economic cycle countries in this position of carrying unsustainable debt burdens and with 

worsening balance of accounts problems would simply default, but due to the 

increasingly globalized nature of the financial system and the power of the IMF and the 

World Bank, this is no longer seen as a viable option.  Instead, by extending, through 

loans and by insistence on short-term revenue raising exercises such as privatizations, the 

IMF allows these countries to remain officially solvent while they have their assets and 

resources transferred offshore.   

Neo-Liberals in the Pacific  

Deregulation, devaluation, privatization and cutting government spending in PNG are 

unlikely to make a significant difference in and of themselves due to the fact that there is 

much less to deregulate, devalue or privatize than in a semi-peripheral country and 

government spending is already very low.  It is interesting to note that when the PNG 

government appealed to the IMF for technical assistance in 1979 on how to best run its 

quasi-governmental enterprises, the resulting document known as the Floyd Report, made 

no mention of privatization as an option (Manning 2000:93).  This report was written at 

the end of the Keynesian economic period and as such still reflects economic tendencies 

that have not evolved into the hard-line neo-liberal doctrine that it has since adopted.  

Even some theorists such as Duncan (2001) who do embrace neo-liberal economics are 
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unsure of the benefits of privatization.  Duncan (2001:13) argues that privatization in 

developing countries is difficult and that to implement it in PNG will probably be 

damaging.  Duncan (2001:13) also notes, however, that if privatization in PNG stalls, 

they will likely be cut off by the IMF and international agencies.   

Manning (2000:95) argues, with respect to Papua New Guinea, that, ‘Sir Mekere 

[Morauta] also stated that there would be efficiency and equity gains from privatization, 

but failed to spell out these would be achieved’.  However, banks, utilities and especially 

land, can have significant cash value in private hands.  This highlights a problem in IMF 

policy with regard to peripheral nations.  IMF policy seems to assume that they are 

dealing with relatively developed states, structures and institutions (Hoogvelt 1997:172).  

It assumes developed, if not necessarily deep, financial markets.  This is where the 

problems with IMF programs essentially lie.  All of the Fund policies stated above have 

as their effect if not goal, the opening of the domestic economy to the forces of global 

capital, both financial and trade.  Most neo-liberal theorists supported all these as being 

positive moves (Millett 1993).   

In Papua New Guinea, IMF policies of liberalization and privatization will, as in the other 

cases examined in this work, enable local elites to benefit disproportionately to the 

general population.  This is due to the fact that as Manning (2000:95) argues, many of the 

currently government owned and run agencies enjoy monopoly advantages that would 

then be passed on to the new private owners.  Also, these policies would make it easier 

for local elites to move assets offshore to hide taxable income (as seen in the example of 
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Mexico).  As the local currency devalues as per IMF policy, either in one large drop or a 

progressive decline, elites that have been able to hold assets offshore become richer in 

their own currency. 

In a small and vulnerable economy such as PNG’s, this opening to global forces tends to 

facilitate extraction of wealth combined with the volatility of capital mobility, and not 

wealth creation or economic development for the majority of the population.  However, 

even neo-liberal advocates of free-markets accept that free capital mobility may not 

necessarily be appropriate for PNG as, ‘...overseas capital may not be sensitive to the 

domestic interest rate’ (Kannapiran 2001:93).  What this indicates is that attracting 

foreign investment capital to PNG, or keeping it there, by adjusting interest rates may not 

be effective in itself due to the extreme peripherality of PNG and the perceived risks 

associated with investment.   Further, Papua New Guinea has had great trouble setting up 

an exchange rate regime due predominantly to the fact that its currency markets are not 

developed to a point where they are stable enough to support a free-floating exchange 

rate (Chappell 1999).  

Neo-liberals tend to support the ‘doomsday’ view of the Pacific islands.  Chand 

(1999:15) argues that the Pacific Islands, especially Papua New Guinea, need to reform 

their economies urgently or face the negative consequences.  While he concedes that the 

Pacific Island states have traditionally had higher standards of living to other peripheral 

countries, Chand (1999:14-15) maintains that these are on the decline.  He further argues 

that the budgetary support which these countries rely on in the form of aid is 

 



234

unsustainable in the long-term and they must become involved in the borrow, invest, 

export, repay model (Chand 1999:16).  The interpretation of the facts which Chand 

utilizes here is oriented primarily through the acceptance of the neo-liberal counterfactual 

that the Pacific region would be in a better position now had it adopted neo-liberal 

economic policies sooner and more fully. 

Some of the more veiled reasons behind the Fund’s interest in PNG can be linked to the 

IMF’s lack of penetration in the Pacific Island nation states and their desire to establish a 

foothold in the region.  Traditionally, the Pacific Island states have not needed to go to 

the IMF for funding despite most not having strong export economies.  Why is this the 

case?  The simple answer may be aid and remittances.  Many of these islands in 

Polynesia and Micronesia (although not specifically PNG or other countries in 

Melanesia) receive large proportions of their GDP in the form of remittances being sent 

back home to family members from relatives working abroad. 

The Remittance Economy in the Pacific 

This perspective was developed thoroughly by Bertram and Watters in their series of 

articles on peripheral Pacific Island nations in Polynesia and Micronesia43, which ran 

from 1984 to 1986, and by Bertram in his work from 1986 to 1993 and again in 1999.  

They introduced a model of development for these peripheral Pacific Island States which 

was referred to by its acronym; the MIRAB (Migration, Remittances, Aid and 

Bureaucracy) model (Bertram and Watters 1985).  What this model argues, in sum, is that 

due to the generally high aid and remittance levels in the Pacific Islands, they have 

                                                           
43 MIRAB economies include the Cook Islands, Kiribati, Marshall Islands, Nauru, Niue, Solomon Islands, 
Tokelau, Tuvalu, Tonga, Western Samoa.  Non MIRAB economics: Fiji, Papua New Guinea, Vanuatu. 
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largely been able to avoid making the adjustments toward export oriented market 

economies that other countries of the developing world have been subject to (Bertram and 

Watters 1985; Bertram 1999). 

Bertram (1999:109) notes that this reliance on aid and remittances is consistently 

criticized by neo-classical economists as being unsustainable and yet this has proven not 

to be the case.  Furthermore, Bertram and Watters (1985) argue against the prevailing 

neo-liberal economic views that the MIRAB model is unsustainable and contend that the 

imposition of these neo-liberal views would actually be dangerous to the MIRAB 

economies.  They argue that this danger stems from the fact that the scope for export 

production in these countries is not large and also that it would (as evidenced above with 

respect to Africa) remove capacity from the subsistence, village production that underlies 

the economies of most MIRAB economies (Bertram and Watters 1985:500-501).  Also, it 

would tie these economies into foreign borrowing to finance their budget deficits.  They 

have been able to avoid this due largely to the use of aid and have therefore not 

accumulated a debt overhang requiring interest payments which would divert funds away 

from social spending (Bertram and Watters 1985:507).  Instead, the MIRAB model has 

actually allowed the populations of these countries to have both a higher standard of 

living and domestic consumption than many countries which subscribe to the export led 

growth model.   

MIRAB economies are unusual in the periphery in that they have been largely immune 

from debt crises due to their ability to sustain their economies without resorting to foreign 

borrowing.  The MIRAB economies also tend to have relatively low levels of foreign 

investment as the high levels of remittances and aid afford these countries relatively high 

wages and strong exchange rates (Bertram 1999:107).  Further, this model has provided a 
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stable political system that has not been present in the majority of other peripheral (or 

semi-peripheral) countries.  Reilly (2000:261) describes these MIRAB economies as ‘‘an 

oasis of democracy’ by international standards’. 

Bertram and Watters (1985) contend that the MIRAB economy is sustainable due to the 

fact that even though aid donors may change, the geostrategic  location of these countries 

remains a saleable asset.  This position is supported by Poirine (1998:89) where he 

contends that aid in MIRAB economies provides greater benefits for the donor countries 

than the recipient countries through the strategic advantages that the aid relationship 

bestows.  Bertram and Watters (1985:514) also point to the fact that remittances have 

remained stable in the MIRAB economies over time.   

There is a great deal more complexity to this model than there is space to discuss here, 

however, it is useful to use this brief description to help show exactly what it is about the 

economies of the Pacific Island nations that the IMF objects to. That is, these nations 

have been able to keep both high standards of living and generally low national debt 

burdens despite not having strongly export oriented economies.  In the countries of 

Western Samoa and Tonga discussed below, they have been able to maintain low and 

stable levels of dependence on foreign debt over time: 

Table: 11 

 Debt in US $millions 
Country  Debt in 199744 Debt in 2000 FDI 2001  
Tonga 57.3 58.2 No figures 

available 
Western Samoa  156.4 197.2 21
Source: Country Report 2002; UNCTAD 2001. 
                                                           
44 In 2002 US dollars. 
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As can be evidenced by this table, the link between debt crises and economic openness as 

argued in hypothesis three, again can be seen.  The debt levels of both of these examples 

are very low compared to the majority of peripheral and semi-peripheral economies (see 

Table: 9) and foreign direct invest in Western Samoa is also extremely low, comparable 

only to Ethiopia which has a much lower standard of living. 

Brown (1998) looks at the peripheral economies of Tonga and Western Samoa as 

examples of highly remittance dependent economies.  This can be evidenced more clearly 

by examination of the data in Table: 12. 

Table: 12 
Major Sources of Foreign Exchange for Tonga and 
Western Samoa 
  
                                       1990 
                                  US$       Percent 
                                million     of GDP 
Tonga 
 Gross domestic product          123.8 
 Exports                          29.9       24.2 
 Imports                          57.9       46.8 
 Net private transfers            30.6       24.7 
 Net official transfers           10.5        8.5 
Western Samoa 
 Gross domestic product          145.5 
 Exports                          19.2       13.2 
 Imports                          37.4       25.7 
 Net private transfers            39.7       27.3 
 Net official transfers           12.7        8.7 
  
                                        1991 
                                  US$       Percent 
                                million     of GDP 
Tonga 
 Gross domestic product          149.1 
 Exports                          26.1       17.5 
 Imports                          55.5       37.2 
 Net private transfers            30.2       20.3 
 Net official transfers            7.1        4.7 
Western Samoa 
 Gross domestic product          145.0 
 Exports                          15.4       10.6 
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 Imports                          43.8       30.2 
 Net private transfers            31.0       21.4 
 Net official transfers           10.6        7.3 
  
                                       1992 
                                  US$       Percent 
                                million     of GDP 
Tonga 
 Gross domestic product          147.1 
 Exports                          21.5       14.6 
 Imports                          54.6       37.1 
 Net private transfers            28.0       19.0 
 Net official transfers            9.6        6.6 
Western Samoa 
 Gross domestic product          148.8 
 Exports                          17.2       11.6 
 Imports                          53.5       36.1 
 Net private transfers            34.8       23.4 
 Net official transfers              - 
  
                                       1993 
                                  US$       Percent 
                                million     of GDP 
Tonga 
 Gross domestic product          145.2 
 Exports                          23.1        15.9 
 Imports                          56.2        38.7 
 Net private transfers            34.9        24.1 
 Net official transfers            6.9         4.7 
Western Samoa 
 Gross domestic product              - 
 Exports                             - 
 Imports                             - 
 Net private transfers               - 
 Net official transfers              - 
Sources: Brown 1998; IMF 1994; Pacific Economic Bulletin 1995.  

It can be seen here that the total value of net private transfers, which are predominantly 

made up of remittances, is vastly greater than the export revenues of either Tonga or 

Western Samoa.  I argue that this reluctance to adopt the neo-liberal tenets of export led 

growth is the incentive for the IMF to seek greater penetration in the region.  In Papua 

New Guinea the IMF has found a potential starting point for this and by encouraging 

PNG to go to the Fund instead of Taiwan for finance this may be achieved.  Due to the 

fact that the ability of the IMF to dictate economic terms to a country is directly 
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proportionate to that country’s need for external capital, then it is not surprising that the 

Fund has had traditionally relatively little influence over the economic policies of the 

South Pacific.   

The spread of neo-liberal economic doctrine can be done in many ways.  For example, in 

many Pacific Island states there is the problem of overpopulation.  The tendency to have 

large families is fairly common throughout the Third World especially in countries that 

are still, in the modernization theorists’ conception of the term, living ‘traditional’ 

lifestyles.  This is due to the nature of subsistence farming and fishing where children 

help with the chores and generally are able to lessen the hardships and workload of the 

parents.  The modernization approach to this issue is that neo-liberal economics will save 

these countries and that by embracing ‘growth’ the need for children will be reduced. Fry 

(1997:322) writes: 

This element of social change can also be seen in Callick's suggested 
solution to the perceived population problem: It ‘entails, above all, 
convincing islanders that their country's economic future is bright, and 
they will not need to rely on a large number of children as their only route 
to long-term security’ (1993, 8). At heart, this conception is informed by 
the neoclassical model of development. This was not a new emphasis for 
the National Centre for Development Studies, which since 1987 had been 
the most influential academic voice attempting to move the 
conceptualization of Pacific Island development away from the 
assumptions of ‘smallness’ and toward World Bank thinking. What was 
new was the dramatic imagery and the air of crisis about what would 
happen if structural adjustment were not implemented.  
 
 

Conclusion 

To return more specifically to the focus of my thesis, who is advantaged by this spread of 

economic orthodoxy into peripheral countries such as PNG and other Pacific Islands 
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countries?  As demonstrated here in the case of PNG, some of the major ‘winners’ out of 

this expansion are both Australian corporations and the Australian government, the IMF, 

China and some elements of local elites45 within Papua New Guinea to name a but a few 

of the beneficiaries.  Notably absent from this list is the general population of PNG.  This 

supports hypothesis two that – If IMF policies are implemented in the Third World as 

dictated, then their primary benefits will accrue to the elites in those countries and in the 

developed world.  It is also important to note with respect to hypothesis two that, as 

Sawyer (in Hoogvelt 1997:174) argues, ‘...economic reform policies benefit certain 

factions of African elites with close links to international capital’. 

By adopting a more stringent approach to economic orthodoxy PNG, like most peripheral 

countries, has left itself more open to extractive practices that will not bring capital into 

the country as easily as it will allow both capital and goods to flow out.  This lends 

credence to the third hypothesis – If Third World countries open their economies to 

foreign capital, then they are more likely to experience debt crises.  As has been 

demonstrated here in previous chapters, engagement with the IMF generally means a 

reduction in living standards for the vast bulk of the country’s population, which is why it 

is always seen as a last resort and avoided if at all possible, and Papua New Guinea is no 

exception.  Foreign capital has played a relatively insignificant role in the MIRAB 

economies that have been unusual in the periphery in being largely immune from debt 

crises.  Hypothesis one – If there are periods of ‘irrational exuberance’ among investors 

in Third World debt, these are likely to contribute to debt crises – is not as evident in this 

section as it has been in the previous chapters.  This is due to the fact that peripheral 

                                                           
45 These local elites include property owners and investors that are able to take advantage of less financial 
regulation. 
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countries are largely excluded from the sort of large capital inflows that fuel asset or 

investment booms due primarily to the weakness of their linkages to the world-system.   
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Chapter 5: Conclusion 
 
This final section will examine the results of the previous chapters and link them together 

in a more coherent framework.  As the chapters themselves are relatively self-contained 

with their own conclusions, I will avoid repetition here and, while necessarily recapping 

some points, instead concentrate on a comparative analysis of the different debt crises 

discussed, involving largely their similarities and differences as evidenced in the previous 

chapters of this work.  Clearly, the role of the IMF in each of these instances is open for 

further evaluation.  However, I argue that the nature and behavior of the Fund, when 

examined in a holistic sense with regard to the crises examined here, will provide a more 

thorough and accurate picture of the way that the IMF works, whom it benefits most in 

general and how aspects of it change or, more importantly, do not change under differing 

global pressures over time.  This section will finish by surveying the suggested solutions 

to the problems raised in this work.  

What is the role of the IMF in global financial relations?  As has been evidenced in this 

work, the Fund has as its primary focus the goal of stability - stability in global trade and, 

more specifically, stability of the global financial system.  The manner in which these 

two outcomes are achieved is secondary to the outcomes themselves.  That is, the fact 

that the IMF’s policies and prescriptions have a demonstrably negative effect upon the 

majority of the population within the countries that adopt them, as well as the economic 

health of the country in general, is not data that the IMF regards as relevant.  Or, more 

specifically, the Fund does not regard these data as relevant enough for it to receive 
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significant consideration within its policy framework.  That is not to argue that the Fund 

has ignored these accusations.  There has been as a public outcry against the IMF and 

other international institutions such as the World Trade Organization or the World Bank 

as has been evidenced by the recent protests in Seattle and Melbourne.  Events of these 

magnitudes need to be addressed by the IMF and, at a rhetorical level, they have been.  

There is much discussion on the IMF’s Internet site and within its publications to do with 

these incidents; however it is rather limited in scope to a simple rebuttal of why the 

protesters are wrong.   

Writing of the developing countries which the protesters in Seattle were supporting, 

Fleming Larsen [the IMF director for Europe] (2001) writes ‘The poorest countries are 

frequently described as being left behind by globalization. They receive little investment 

or private capital from abroad. They appear to be unable to withstand the ever more 

intense competition on export markets.  But in those very same countries, it is rare that 

globalization is rejected’.  There is little real analysis provided to support these 

arguments, with the Fund again relying largely on the rhetoric of globalization being 

fundamentally good for all, without a factual basis to refer to.  Nor is a structural 

explanation of why these countries do not reject [which is not the same as embrace] 

globalization provided.  Further to this, Larsen (2001) makes the extremely contestable 

statement that: 

The most outspoken critics tend instead to come from the most advanced 
countries, and dub themselves defenders of the poor countries' interests. 
But one need only listen to the slogans of the demonstrators in Seattle, 
Washington, or more recently Prague, to see that in reality they are voicing 
the (unjustified) fear of competition from the low wages prevailing in the 
least developed countries. 
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According to this analysis, the protestors are motivated purely by self-interest and they 

have even misunderstood that.  The standard IMF/World Bank response of examining the 

counterfactual is used liberally.  This avers that, in a manner reminiscent of Voltaire’s 

Candide, everything is for the best in this best of all possible worlds.  Specifically, the 

counterfactual argument contends that everything is better now than it would have been 

had Fund policies not been used.  Bienefeld (2000:542) argues that this ignores evidence 

and defers instead to a ‘predetermined theoretically derived conclusion’.  

As well as protest from outside the organization, the IMF has also had to withstand 

attacks on its operational methods and ideological positions from within.  This came 

mainly in the form of sustained critical discussion of the Fund’s lending and policy 

practices by former chief economist of the World Bank, Joseph Stiglitz (2000a).  Stiglitz 

contends that, as an inside observer of the machinations of the procedure of the Fund in 

this instance, the IMF did not examine the policy options to deal with the Asian economic 

crisis in sufficient detail and instead resorted to using off-the-shelf policy prescriptions 

that were first introduced in Latin America to address the 1982 crisis.  This is consistent 

with the analysis of IMF lending and conditionality practices that have been examined 

here.  These practices had their inherent rightness assumed and were not conceptually 

reevaluated for each individual country but were instead used in a manner that indicated 

both implicitly and explicitly the belief that these policies could work no-matter where 

they were used.  The IMF’s commitment to neo-liberal economics and its pancultural 

ability to achieve the greatest outcomes wherever it is used is evident in the statement by 

Stanley Fisher (then Deputy Managing Director of the IMF) that ‘There aren’t two brands 
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of macro-economics – one that applies to Asia and one for the rest of the world... The 

notion that somehow you could operate things in a different way strikes me as illusory’ 

(The Australian 26th June 1999:27).  

When the evidence is taken into account, then the realities of the situation can be more 

clearly seen.  Continuing with the Asian crisis as an example (although the same type of 

analysis will hold for any of the countries discussed in this work) it can clearly be seen 

that there is not one form of economics for everyone.  As the evidence investigated here 

has shown, the ‘miracle’ years for the Asian crisis countries were achieved in spite of 

neo-liberal economic practices and not because of them.  The Asian Newly Industrialized 

Countries (NICs) were given many economic advantages that most developing countries 

did not have.  These were all strictly counter to the tenets of neo-liberal economics which 

largely advocates market rule without the assistance or interference of government.   

It is important however not to ignore the theoretical split between classical economists 

and neo-liberal economists on this, and many other points.  That is to say, the neo-liberal 

consensus that right-wing economists have had since the decline in the popularity of 

Keynesian economics in the early 1970s, and even before then, has been challenged if not 

broken by the recent events within the infrastructure of the global financial system.  

Traditionally economists who hold to the Smithian notion of classical or liberal economic 

theory see a role for the government in maintaining the stability of the financial system 

and assisting the economy and affected sectors of it during periods of economic 

downturn.  This has always been the reasoning behind the IMF’s existence.  The way that 
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it has achieved these ends has consistently been the point of contention and the political 

and economic left has generally always been fairly critical of the vast majority of Fund 

plans in the Third World, as has been evidenced in this work.  What has been emerging 

since the 1982 Mexican economic crisis and has achieved perhaps its highest 

manifestation in the Asian economic crisis of 1997, is the tendency for the IMF’s 

methods, but more so its role in general, to come under attack from the political and 

economic far-right.   

This group which consists mainly of economists, economic theorists, business groups and 

‘think-tanks’, maintains that the IMF contributes to the cause of these crises itself simply 

by providing a safety net to countries that have liquidity problems.  Their logic follows 

that countries which have ‘gotten themselves’ (a highly contestable notion in itself that 

has been discussed here and will be summarized below) into financial trouble should be 

allowed to fail in the same way that a business would, presumably, be allowed to fail in 

line with market forces (another contestable assumption that has been addressed above).  

The people and groups that tend to make these kind of claims also tend to be the same 

people and groups that would benefit the most from an economic collapse in these 

regions as they are often the best positioned to buy the industries of the affected countries 

at fire-sale prices.  These propositions are also supported by academic economists such as 

Milton Friedman or Rudi Dornbusch who have largely based their careers on the 

promotion of strong versions of neo-liberal theories. 
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Further, as Wade and Veneroso (1997) discussed, the model for development in Asia was 

based on guaranteed bank finance for companies that were developing industries that 

were considered to be important by the government.  This goes against neo-liberal 

economic tenets and yet these countries were held up as examples of neo-liberal 

economic successes. While it is true that many of these countries were economic 

successes, they were not neo-liberal successes.  The fact that the Fund did not see enough 

of a difference between the Asian crisis and the Latin American economic crisis to 

reevaluate its failed policies is indicative of the problems associated with the IMF’s 

adherence to universal models over evidence.  Again, however, as in Latin America, the 

general populations of the Asian crisis countries were the ones to pay the highest price for 

an economic crisis that they had little to do with creating.  This also holds for the people 

of Russia who again suffered and, like the people of the other two major crisis regions 

discussed here, are still suffering, the extreme effects of IMF adjustment policies. 

Comparisons: 

All debt crises are different; all debt crises are the same.  To differing degrees, both of 

these statements are correct.  All debt crises share certain aspects while varying greatly in 

others.  Here this work will examine what some of those similarities and differences are 

with regard to the countries discussed in this dissertation.  In Mexico in 1982, the 

economic crisis was caused by a variety of internal and external factors.  There is no need 

to repeat those in detail here; however, it does bear reiteration that the vast majority of the 

blame for this crisis was transferred back to Mexico itself, as was the imperative to 

rectify the situation.  Even the IMF acknowledges that the external triggers such as low 

commodity prices and international interest rate adjustments were beyond the control of 
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Mexico (IMF 1983a).  Despite this, Mexico in general was held to account and the 

Mexican people specifically had to pay.   

This pattern was repeated in both Asia and Russia with the difference mainly being that 

in both of those crises the external threats were less benign than simple commodity price 

fluctuations or interest rate changes.  To clarify, in Asia and Russia the crises were 

triggered again by a combination of internal and external factors, however, the external 

factors were more related to the uncertainties of global capital movements and arbitrage 

than they were to unpredictable price variations.  Despite this, the Mexican crisis of 1982 

was the first and last time that the IMF was able to require financial recompense for a 

major financial crisis from anyone other than the crisis country itself.  In 1982 the Fund 

was able to ‘bail in’ the large banks that were exposed in the region to help with the 

bailout conditions (George 1994:43) to the amount of approximately US$5 billion.  In the 

wake of the more recent crises, US$5 billion does not seem like a large amount of money; 

however, at the time it was more than a significant sum.  It was also significant in other 

ways such as marking, I argue, the high point of the IMF’s power and also in triggering 

changes in the way that financing in the Third World occurs.   

This ‘bailing in’ by the IMF caused many international financial institutions to reevaluate 

their exposure in the Third World and, for many, caused a withdrawal of credit based 

financing, that is, loans.  Since these events the global financial community has been 

focussing on risk reduction in their dealings with the Third World.  New money for the 

majority of the Third World now comes in the form of bond issues, tied aid and 
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securitized debt.  By using these types of instruments, international financial institutions 

are able to lay off the risk of default onto the people of debtor countries.  That is, by 

securitizing, and in effect guaranteeing, loans, the governments of these countries are 

committing their people’s taxes to paying off international investors in the case of a 

financial downturn.  This, again, goes against neo-liberal orthodoxy in that institutional 

investors are effectively making one-way bets in these countries that cannot lose.  This 

provides none of the disincentives to investment that classical or liberal economics insist 

are necessary for disciplined and rational investment.  It is, in their own pejorative 

terminology, a moral-hazard problem.   

What this example demonstrates is the determination of the large lending institutions to 

take as little part as possible in rectifying financial problems in the Third World that they 

themselves often have a large part in causing.  It was a reasonable expectation of the IMF 

in 1982 that the banks should assist in the refinancing of the Mexican economy.  At a 

functional level, this bailing-in did very little damage to these banks and actually 

improved their position in most instances by stabilizing a region where they were heavily 

invested and by locking in and institutionalizing the loan-back system on which many of 

these banks still rely to continue extracting funds from the region.  What this example 

also indicates is the IMF’s ability to alter the nature of global financial relations in both a 

planned and directed manner and, accidentally through unforeseen responses and 

reactions to its policies. 
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We have witnessed this type of investment increase in Mexico and, arguably, it reached 

its nadir in Mexico with the second economic crisis of 1995 when foreign investors were 

insulated from large losses through risk transferal through the use of securities.  In Russia 

in 1998 there was extensive use of government bonds to raise funds.  These bonds were 

floated at rates of interest that were clearly unsustainable under examination and yet they 

were sold off to First World institutional investors by the billion.  The reason that 

‘sophisticated’ investors were prepared to buy into these bonds was their legitimacy as 

government issued securities and the still quite prevalent belief that countries do not go 

broke.  In Asia, the crisis countries were not in real trouble until the ‘advice’ of the IMF 

to open up their economies to the global financial markets.  When the crash came, the 

first significant response by the IMF was to encourage affected governments to prop up 

international businesses through the use of government funds.  Further, the IMF insisted 

that the crisis countries remove government guaranteed bank loans for businesses 

investing in directed growth areas.  This was the layer of governmental support that 

helped contribute to the boom years in the first instance.   

The Russian crisis is, again, both the same as, and different to, the crises in Mexico and 

Asia.  It is the same as Mexico in the extent to which external factors such as commodity 

(specifically oil) prices and flight capital played large roles.  Also, the internal factor of 

high levels of corruption is common to both Mexico and Russia.  It is similar to Asia in 

that there were many foreign investors (largely in the form of investment fund 

shareholders) who wanted to be assisted when the market for bonds collapsed.  Also, as 

in Asia, the governmental ceding of control of economic sectors to the free-market in 
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Russia accentuated the negative conditions there and did not, as predicted, help greatly 

with the recovery.  The differences between the Russian debt crisis and the others 

discussed here range from the obvious such as more than seventy years of communist 

rule during which time market forces were left to the control of the illegitimate black 

market, to the less obvious such as the way that this crisis was widened to encompass the 

First World due to the overvaluing of Russian bonds by First World credit rating 

agencies.   

The main point that needs to be brought out of this is that the case of Russia was largely 

unique in its fundamental composition due to the fact that it was a communist country 

that was expected to become capitalist in an extremely short period of time under the 

doctrine of ‘shock therapy’.  This is perhaps the most extreme example of theory not 

translating into practice that can be pointed to in the modern capitalist world.  It was 

under the advice of the Fund (amongst others) that Russia was operating when it 

introduced the policies of shock therapy.  What we can see by looking at these examples 

is the way that the involvement of the IMF in international financial relations over time 

has altered the environment in which those relations function.   

This comparative section will now conclude with an examination of the important 

similarities and differences of the Papua New Guinean example.  The most important 

point to be illustrated here with respect to the other crisis countries investigated in this 

work is the difference in developmental stages between them and Papua New Guinea.  

Mexico, Asia and Russia, while undoubtedly not being core countries, are all at levels of 
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economic development that support their claim to the status of semi-peripheral countries.  

Papua New Guinea, however, is clearly not a semi-peripheral country but instead is 

firmly located in the periphery.  What this assists in illuminating is the way that the IMF, 

and even other more left-wing theorists, tend to overlook the differences in economic 

development between countries of the Third World and instead focus on the differences 

between First and Third World countries.  These differences between peripheral and 

semi-peripheral countries are integral to understanding and exposing the flaws in blanket 

application of policy prescriptions.  The advantages that neo-liberal economic policies of 

deregulation and liberalization hold for countries such as PNG has been demonstrated 

here to be marginal at best with the most likely outcome being a regression not a 

promotion of economic status due to the weakening of governmental controls and the 

increased ease of resource extraction that accompanies trade and financial liberalization 

under an IMF adjustment program.  This also helps to illuminate the IMF’s ideological 

agenda of spreading neo-liberalism universally, as there was little evidence to support its 

policies for PNG before the fact.   

The differences between these outcomes in peripheral countries and semi-peripheral 

countries need further analysis.  In semi-peripheral countries there are higher levels of 

public infrastructure in place such as education and training systems, road or railways or 

pre-existing mature industries which tend to be attractive to foreign investors.  In the 

periphery this type of infrastructure is often absent or minimal leaving investors to 

educate their own workers and provide their own transport systems.  I argue that the 

evidence presented in this work supports the position that, by introducing neo-liberal 
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policy prescriptions of greater market freedom and reduction of the role of government 

and focussing on export-led growth, peripheral countries are disadvantaged to a greater 

degree than semi-peripheral countries due to the lack of scope that these fundamental 

tenets provide.  By this I am referring to the fact that in peripheral economies there is 

generally a very low amount of government spending on social programs or investment 

anyway as a good deal of public revenue is needed to service foreign loans. The MIRAB 

countries of the Pacific Islands are exceptions to this rule as they generally are able to 

support higher levels of government spending on social programs through their reliance 

on aid and remittances.  Opening these economies up to the free-market tends to mean 

that foreign companies enter and dominate the market (which is generally very shallow 

due to the lack of development) often with monopoly advantage. 

The similarities between the cases of Papua New Guinea and Africa and the other three 

case studies are only marginal due mainly to the vastly different stages of development 

involved.  There are, however, some factors that are common to most of these instances.   

These include the volatility of the international commodity markets and the damage that 

these consistently do to price-taker economies.  This has affected the economies of sub-

Saharan Africa and Papua New Guinea in much the same way as it did Mexico and 

Russia before it.  Importantly, the semi-peripheral countries in Asia were almost exempt 

from this problem due to their economies being more structured around price-maker 

products that are less affected by fluctuations in price of primary products.  Indeed, since 

primary commodities are inputs for the majority of the Asian crisis countries and not 

products of them, they can be affected positively by downward commodity price 
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fluctuations.  Again what this comparison shows is the differences in composition of 

developing country economies and the need to formulate specific economic approaches 

for each rather than treating all as the same.   

The differences between the example of Papua New Guinea and the other crisis countries 

are more easily identified than the similarities.  Papua New Guinea had a much lower rate 

of foreign investment than the other regions discussed here and therefore rapid dis-

investment was less of a problem.  This has a good deal to do with the fact that PNG has 

been supported by large amounts of foreign aid that were not present during the other 

crises discussed.  Despite the obvious differences in circumstances between PNG and the 

other examples examined here, the IMF’s policy prescriptions are remarkably the same.  

The Fund first forced PNG to devalue the kina even though it was widely accepted that 

this would make little difference to either the attractiveness of imports as they were 

already remarkably low due to the commodity price downturn, or to the amount of 

foreign investment that it was likely to attract (Taylor 2000).  Deregulation, privatization 

and liberalization of everything from finance to the labour market were all introduced as 

per usual IMF procedure.  What this helps to establish is the poverty of ideas that the IMF 

suffers from with respect to the least developed countries in the developing world.  

Where these policies may have at some times some marginal merit for a semi-peripheral 

country, they bear very little relationship to, or demonstrate any understanding of, the 

practical economic conditions within a peripheral country.   
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Solutions: 

Before discussing the potential solutions here it is necessary to define more clearly the 

parameters of the problems.   As it stands the IMF virtually dictates domestic economic 

policy to countries of the Third World.  The Fund does not make these same demands of 

countries in Western Europe or the US for example which have also borrowed massive 

sums and do not follow the IMF’s policy prescriptions.  Both of these regions have tariff 

controls and subsidies that would disqualify them from IMF assistance were they less 

powerful Third World nations.  Western Europe also has, by Fund standards, far too rigid 

labour markets and too much government involvement in economic affairs.   Yet these 

powerful nations are left to do as they economically please where developing countries 

suffer threats of credit withdrawal and other punitive measures.   

While the problems of the Third World may be both specific and general, the solutions 

need to be implemented at a predominantly general level.  To begin the process of 

addressing specific problems in the Third World would mean committing to a model not 

dissimilar to the Fund’s own.  I argue that there is more to be gained by seeing and 

addressing the problems of the Third World as part of a world-systemic process that 

needs to be approached from a macro-perspective by the large international financial 

institutions such as the Fund or the Bank.  A positive move in this direction would be the 

reevaluation of the indicators of success and development that these organizations use.  It 

is not logical to view massive and increasing levels of income polarization between the 

rich and the poor in developing nations as a necessary byproduct of development.  Nor is 

it logical to refer to economic gains as positives when there is less and less invested in the 
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future in the form of reduced school funding or infrastructure.  Also, public health figures 

need to be taken into account and spending on basic health services that are sacrificed for 

debt repayments cannot be seen as externalities to the economy.  These are figures that 

need to be considered when deciding upon an economic plan for a developing country.  

This stands at odds with the IMF’s position of examining and evaluating a country’s GDP 

and export revenues as the main economic indicators.  

At the core of IMF policy in the developing world is the contention that the Fund can 

achieve its ends by examining and fixing economic problems at a one-at-a-time basis.  

This locks the IMF into a pattern of behavior that denies it the ability to look at the larger 

issues involved and consider systemic ways of fixing economic problems.  The instance 

of increasing exports and, concurrently, decreasing revenues is well evidenced above 

such as in the cases of the countries affected by the Latin American crisis of 1982 where, 

before the crisis occurred, commodity prices were falling and negating the value of 

increased exports.  Also, in Africa the export-led development model has led to greater 

hardships by increasing the focus on exporting cash-crops and primary products that tend 

to decrease in value as they become more plentiful.  By expanding its focus to a world-

system rather than simply an international system, the Fund would remove or mitigate 

some of the regular problems, such as these, that it encounters in economic policy 

formulation.   

All of these suggestions so far however, have been relatively conservative ways of 

assisting the IMF to do what it basically does now – that is, hold together an increasingly 
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unstable global financial system by supporting the weakest participants; developing 

countries.  There are more radical solutions to these problems which will now be 

discussed, however, it needs to be noted that at a practical level, these more radical 

suggestions are unlikely to gain ascendancy in the near future.  This is due to the 

extremely static nature of financial relations based on power structures that are uneven.  It 

is extremely difficult to effect change from a position of powerlessness and as it stands 

the global financial system is designed to protect the interests of the most powerful. That 

is not to say that there is no hope for serious change.  If living conditions in the Third 

World continue to be reduced in relative terms as conditions in the First World improve, 

at least relatively, then it is not difficult to see where this impetus for change will 

originate.  I argue, however, that this will not be, in itself, enough to cause the types of 

radical change that will be discussed below.  Instead what this kind of discrepancy in 

wealth and standards will do is threaten the global system through the increasing 

volatility of investing there and the continuing strain that it will place on national borders.  

This is a constant problem in the US with regard to illegal immigration from Mexico, in 

Western Europe with increasing refugees from Eastern Europe and the Asian sub-

continent, and more recently, Australia with refugee arrivals from Afghanistan and 

Indonesia increasing steadily.  The most recent economic collapse in Argentina will only 

increase this pressure.  The Fund’s ability to maintain the security of the global financial 

system in a economic milieu that is as volatile as this is coming increasingly under 

question and if satisfactory solutions cannot be found then that is the point at which 

suggestions of the type now to be discussed, will be seriously considered.  That time is 

not now. 

 



258

To begin, there is the ever-present spectre of total debt forgiveness that is often raised by 

organizations such as Jubilee 2000 or theorists such as Rowbotham (2000).  Depending 

on one’s stake in the debate and political persuasion, this is arguably the most radical of 

the solutions offered here and therefore, the least likely.  It is the least likely because the 

financial system is controlled by creditor nations in the form of the IMF, the World Bank, 

the Group of Five and the Group of Seven to name but a few.  With the power structure 

skewed so heavily in favor of creditor countries with no corresponding group of global 

debtor nations, the option of forgiveness is rarely raised as a serious possibility.   

Debt relief is, however, a viable option that does not have to mean the end of the global 

financial system as it is now recognized.  To begin to understand this it is necessary to 

look at the work of theorists such as Michael Rowbotham (2000), who argue that much of 

the debt of the Third World could be wiped out by a simple change in accounting 

practices and, as we have seen here, it is often not being paid anyway.  What this is 

referring to is the fact that debt repayments are regularly paid for in large part by new 

loans from the creditor banks anxious to avoid a default that would, in effect, bankrupt 

them.  Rowbotham (2000, 2001) contends that by allowing Third World countries to stop 

paying these loans and by allowing creditor banks to keep these loans on their balance 

sheets, in essence the same situation would exist for the banks which are being paid with 

largely their own money anyway.  The situation would improve for the Third World 

countries involved due to the fact that debt interest would stop accruing on these loans 

and they would not have to focus so heavily on exports to generate foreign exchange as 
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this would no longer have the same significance under the reduced debt conditions.  It 

will also allow greater agency over developing countries’ own economic choices. 

Another of the more radical solutions to the problem of Third World debt is the reduction 

of First World consumption levels (George 1994, 1992; Jacobs 1991; Trainer 1985).  The 

distribution of global resources is skewed in an extremely uneven manner with the people 

of the First World making up approximately 20 percent of its population and yet using 80 

percent of its material products and energy.  Therefore, the long-term goal for the IMF 

and for all development organizations cannot be to raise the standard of living of the 

people of the Third World to ours as it stands today.  Instead there may need to be an 

integrated approach that involves both increasing the standard of living in the Third 

World whilst reducing the use of resources in the First.  This does not necessarily mean 

that the people of the developed world need to reduce their standard of living 

significantly but it does mean that they need to significantly reduce wastage and product 

replication.  Without these measures then, with even the best and most efficient policies 

there will not be enough for everyone.  Although I argue that this is a fairly reasoned 

response to a serious problem it still needs to go under the category of radical solutions as 

historically people in power have shown to be unwilling to make even the smallest of 

downward adjustments in their lifestyles for the sake of others.  

The possibility of debt write-downs has not been included here as either a conservative or 

radical solution to the problem of Third World indebtedness.  The reason for that is the 

damage that such write-downs often do to the Third World.  Debt forgiveness often 
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occurs in the form of a placebo instead of real change.  That is to say that write-downs are 

often perceived by the populations of the countries forgiving the debt as an unfair 

handout that never seems to fix the problem.  This last part is, of course, correct.  The 

problems associated with Third World debt are not rectified by loan write-downs.  There 

are several reasons for this with the main one being that the loans that are forgiven are 

generally loans that are non-performing and also generally occur in the poorest countries.  

Therefore these tend not to free up any new investment capital as the money is often not 

being spent anyway due to the lack of foreign exchange within peripheral countries.  

When loan write-downs occur in countries of the periphery, where foreign investment is 

difficult to attract under normal circumstances, a write-down makes this even more 

difficult due to the negative economic signals that it sends to investors.  The nature of 

debt write-downs is such that they only occur in countries which are already in economic 

positions of extreme hardship – predominantly peripheral.  Another reason why debt 

write-downs tend to do little to improve the condition of the debtor nation is that there are 

always stringent adjustment conditions attached to these agreements which end up with 

the debtor nation retaining less control over its economy and have that economy opened 

up to even more competition from international markets. 

Most of the solutions discussed here, both conservative and radical, are related to power.  

Simply stated developing nations need to have a greater range of options at their disposal.  

They need to be able to use their own best judgement with regard to their economic 

policies and the extent that they wish to be linked to the global economy.  It is specious to 

argue that they already have this power when they quite clearly do not.  To pursue de-
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linking policies would mean risking credit withdrawal amongst other measures.  As 

conditions currently stand, de-linking from the global economy is not an option for the 

Third World due to one singular factor.  That factor is debt.  Without the massive loan 

repayments that they are required to make on a monthly basis, the developing countries 

would have less real reason to maintain adherence to the borrow, export, repay, invest 

model that has been such an abject failure so far.  This would have both positive and 

negative consequences for the First World.  On the positive side, there would be less 

competition for export markets in the primary products sector, with Third World nations 

no longer required to export the resources that they can now consume themselves at 

home.  Although, it is true that these exports are often of little use to the people of the 

exporting economies, such as coffee in Brazil or sugar in Fiji, so what it would mean, 

within a larger context, is that productive capacity could be refocused toward products 

useful to the domestic market.  On the negative side, many of our products that we are 

used to getting quite cheaply from the Third World would be more expensive as the 

imperative to sell at any cost would be removed.  It would also mean that food crops that 

they would no longer be required to buy from the developed world could replace export 

crops.  Manufacturing costs could go up as developing countries would no longer have 

the need to encourage sweatshop style factories and plants, manufacturing for export. 

 Long wave theory, as applied by Pfister and Suter (1987), in a world-systemic fashion 

provides us with a way of understanding the role of the global economic hegemon in 

business cycles and what this means to the economically dependent nations of the Third 

World.  Their work also argues that the IMF's position on Third World indebtedness and 
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its prescriptions for the, eventual, relief of that debt, are diametrically opposite to the 

facts presented by the evidence.  The Fund does what it can to provide new loans and 

fresh investment capital to indebted countries in the Third World on the premise that this 

new capital and correspondingly increased indebtedness, will bring economic gains or at 

least prevent complete economic collapse.  It has been demonstrated here that this is an 

ideological position that turns the focus away from empirical evidence and on to theory 

and doctrine.  The systemic fragility, as viewed by the IMF on a case by case basis, can 

be seen as a positive thing for certain countries and interests within the global 

marketplace.  The Fund can even convince itself that it is best for all by encouraging 

austerity or efficiency at the level of the nation-state to compete on a global level.  This 

still denies the very real systemic processes of immiseration and exploitation that operate 

upon the undeveloped countries of the Third World which keeps them in dependent 

economic positions that cannot be advanced simply by forcing them to compete. 
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