PAGE  
1

Alternatives to Capitalist Globalization, 3/16/07
International Economics Workshop—Peter
Usually, when countries have continuing Balance of Payments problems, and declining reserves,

they are often forced to go to the IMF to get loans of foreign exchange that can be used to cover their trade deficits. They usually cannot get private loans unless the IMF okays their policies. 

I. Concepts

A. Balance of payments, Record of International economic transactions between residents, institutions of a country and  rest of the world. Each transaction is a credit (+) or a debit (-).  A credit to one country is a debit for the other country in the transaction. (Double entry bookkeeping). Usually reported on an annual basis.

1. Transactions that lead to foreign exchange (currency) being spent in your country or equivalently, demand by other countries and their residents, businesses for your currency is positive in the balance of payments. A credit or positive transaction is one that results in a receipt of a payment from foreigners. Consider U.S.—Boeing sales of planes, selling rights to MTV,  foreign tourists visiting Seattle, purchases of U.S. stocks and bonds (private or govt) by residents of other countries, interest paid by a Philippine business to Bank America for a loan it had taken out—all of these are plusses or credits in balance of payments

2.   Economic activity that leads to demand by U.S. businesses, residents for foreign exchange to be spent in other countries or that leads to dollars flowing out to pay for foreign goods, services or to purchase stocks, land, assets  is a negative or debit in the balance of payments. So would foreign institutions selling U.S. bonds or stocks they own to reduce their holding of U.S. assets. A debit transaction is one that leads to a payment to foreigners. Debits include imports of goods (coffee); services (spending of U.S. tourists abroad); a Salvadorian worker in the U.S. sending money to her family in San Salvador; (capital account) a U.S. bank buying a Mexican Bank; 

3. Various balance of payments concepts

a. Balance of Merchandise Trade (focus of mercantilists)—seen as most related to domestic employment 

b. Balance of services --includes transportation of goods, tourism, business services                 (accounting, advertising, legal), foreign study.

  a + b = Balance of Goods and Services (Balance of Trade)

c. Balance of Income receipts and payments—dividends, interest, profits 

e.g. interest on loans, 
d. Transfers-remittances, foreign aid

e. Balance of Current Account = a + b + c +d, usually called Balance of Payments—main focus in media, by IMF and World Bank.  For U.S. amount is similar to Balance of Merchandise Trade deficit—for U.S. between 7% of GDP, around $800 Billion

f. Balance on Capital Account—flows of capital in (+) or flows of capital out (-)

1. Changes in Private assets (capital), 

2. Change in official reserves 

Balance of Current Account + Balance of Capital Account = 0 by definition 

However if e + f1 is negative, a country must draw down its official reserves—gold, reserve currencies, Reserves at IMF. e + f1 is sometimes called basic balance of payments
B. The exchange rate is exchange is the value of a currency in terms of other currencies

They are different systems of setting the exchange rate

1. Fixed exchange rates—e.g, Bretton Woods system, 1944-1973; Thailand, Indonesia,          until 1997., e.g., 25 Thai baht to dollar. Belief that it would limit currency speculation; in Thai case that it would bring in foreign capital as it would minimize foreign exchange risk. Danger- currency becomes overvalued if domestic inflation is higher than in other countries, cannot defend currency; Black Market as people fear currency will fall.

Devaluation of the currency means lowering the value of the currency in relation to others, e.g., changing the value of the peso from 6 to 12 to the dollar—belief that it will reduce imports as they become more expensive, e.g. $20 imported jeans go from 120 to 240 pesos.. 
Increase exports of country that devalues as their goods become cheaper. Mexican firm wants 60 pesos for shoes, now only $5.Also foreign investment more likely to come in as assets are cheaper.  Danger—can increase inflation, reduce standard of living.
2. Dollarization—use of dollar directly, East Timor, Ecuador; El Salvador; semi dollarization, Argentina, 1990-2002, pesos backed 1 to 1 by dollars.—fights inflation, may bring in capital—Problems—sovereignty, no independent policy, pseudo stability.

3.  Floating exchange rates—Rates set by demand and supply for these currencies international transaction—goes back to 1970’s—pushed as market knows best, that country would have more flexibility over domestic economic policy.

If some balance of payments account is negative, debate over which one, value of currency will fall. This is called depreciation of the currency. This may improve balance of payments. 

An increase in the value of the currency is called appreciation of the currency. For example, huge inflow of foreign capital into U.S., 1980-1985 led to rapid rise in value of the dollar, which reduced inflation but devastated manufacturing. Led to Plaza Accord to lower value of dollar. 
      Problems with floating exchange rates?—Speculation, huge capital inflow and outflows.  
Other possibilities—multiple exchange rates; government or public control of exports, imports. Possible problems—evasion, black market, corruption.

       Also-very common is managed float—government intervened to keep currency within                             certain range. buys currency with foreign reserves to keep up rate, purchases reserve currencies to lower rate of its own currency.

II. Workshop. 

A. Assume you are part of a strong economic justice movement that wants to present and organize for an alternative to the structural adjustment policies that the government wants to follow. Guate is a small capitalist country, 12 million people that produces little oil although it is their main source of energy and fuel.  They have cut back on oil and organic agriculture has grown and  they import over 1/3 of their food. Their currency, the peso is at 20 to the dollar and  depreciating; their GDP is $48 billion (in U.S. dollars) and their reserves are falling and down to $800 million. The country is not under Structural Adjustment but has been privatizing services and laying off workers, reduced subsidies on basic goods, and increased incentives e.g., (lower taxes) for corporations to invest in Guate. They belong to the WTO.  Inflation is running about 20% per year and their government deficit is $4 billion. The money supply is rising rapidly. All numbers below are in millions of U.S. dollars  per year.
 Exports of goods —Sugar -- $500; Labor intensive manufactured goods, -$850; Coffee, $500, Fruits and Vegetables, $400, Tin  and other  minerals, --$750; misc. $600   

   Imports—Oil and natural gas--$1400;  Transportation equipment, parts--$400; Food, $1600; medicines--$300; Machinery, capital goods--$800; consumer goods (not luxuries) besides food, medicines, $400; luxury consumer goods, $600; fertilizer--$200
Payments to foreign companies for licenses for use of various technologies--$200

Interest paid by Guate on its foreign debt--$800

Principal paid by Guate on long term loans-$300
Money sent to family members in Guate by Guate workers in other countries-$1100

Spending by foreign tourists in Guate --$500

Loans extended to Guate--$120

Foreign investment (direct) in Guate--$300

Capital outflow-money--$720 and increasing 
Purchase of stocks by foreigners on Guate stock exchange--$100

      Profits made by foreign companies in Guate -$500

      Foreign  Aid, Donations  received  -$100

Make what ever assumptions you deem necessary! Focus on 8 and 9.
1. What is Guate’s balance of merchandise trade in millions of dollars? in pesos? 

2. What is their balance of goods and services (tourism is a service)

3. What is their current account balance?

4. Excluding changes in their official reserves, what is their capital account balance

5. What is their basic balance or 3 + 4? (or e + f1 on page 1) 
6. How many months will their reserves cover their basic balance of payments deficit? 
7. Guate is considering going to the Inter American Development Bank to get a loan to finance its balance of payments deficit. What is the bank likely to suggest as conditions for  loans? What impact would this have on the Balance of Payments, quality of life, overall economy? Assume the bank is similar but a slightly friendlier version of the IMF.

8. Discuss the impact as concretely as you can of the following policies:

a. Devaluing the currency from 20 to 1, to 40 to 1. 
b. Opening up export processing zones in Guate to produce labor intensive goods that are sold to Multinational Companies. 
c. Increasing advertising around the world of Guate’s tourist attractions

d. Putting a tariff on the import of luxuries
e. Raise interest rates

            f.   Restricting capital flight
       g. Defaulting on the loans
9. What do you suggest Guate should do? What alternatives do you propose to structural adjustment” and getting conditional loans. Spend most of your time on 9. Be concrete but think big. Focus on domestic changes, international economic changes and their interrelation.
a. For the next year.
b. For the next 10-15 years.
             Who is likely to support these changes, oppose them?  How would you win them?
