Press statement from EJWG, Dhaka, dated 10th September 2007.

Demanding not to sign PSI agreement with IMF

IMF’s Global Crisis: Bangladesh Perspective
1. IMF’s present mission in Dhaka and PSI agreement

An IMF mission is in Dhaka now, started their work on 5th September and will continue to stay up to 18th September; it is a large and high profile mission comprises 18 members and will be staying for a longer time ever. It is being reported that the mission would finalize the negotiation with government on PSI (policy support instrument) agreement; according to IMF, this agreement is for those who might not take any financial support from IMF. Through PSI, IMF will continue to advice government on foreign currency reserve, exchange rate and on macro economy etc. They will do surveillance on overall macro economic issues, according to them, based on such surveillance they will provide signal to other bilateral and multilateral donors or investors. IMF mentioned that due to such surveillance under the PSI, country’s capacity on utilization of bilateral and multilateral loan / investment will be increased. Meantime only three countries i.e., Nigeria, Uganda and Cap Verde have signed such PSI. It is an apprehension, if IMF succeeded to convince Bangladesh for such an agreement then it will be easier for them to pursue other least developed countries (LDC), and that’s why IMF is giving all out efforts in this regard. 
It is not the time to evaluate the PSI agreement as it just has launched, but LDCs working experiences with IMF is not good, some time painful. A number of countries stopped borrowing money from IMF. Taking this gamut, if IMF does not receive a reason to work with LDCs then its relevance of existence will be questioned further.
2. Structural Adjustment to PRSP and PSI

In fact USA proposed PSI concept of IMF during October 2005, basic reasons is to continue IMF surveillance on the countries who have already stopped borrowing from IMF and who have the possibilities to stop borrowing from IMF. It was decided that PSI review will be happened in 2008. During PRSP/PRGF (poverty reduction strategy paper / poverty reduction growth facilities) IMF have had imposed a lot conditionalities to LDCs, which were severely criticized within and outside of IMF and WB (World Bank). May be, to avoid such criticism and to impose conditions in more liberal way, PSI  would be one of the means. But it is proved that IMF and WB (the Bretton Wood twins, originated during 1944) have never been deviated from its concept of structural adjustment. Basic policies in this purview of structural adjustment as experienced in Bangladesh are as follows;
(a) reduce the role of state in market or in fact keep the market free from state control,
(b) promoting the role of privatization and commercialization even in social and public service sector (e.g. Water, education, health and electricity)

(c) create conducive environment for foreign direct investment or multinational corporations, with forcing state to provide comparative advantage, even with better facilities compare to the local investors,
(d) promoting export lead growth, so that state will be able to keep sufficient foreign currency that will enable the state to repay foreign loan,

(e) promoting complete import liberalization through reducing tariff to zero level, so that there will be open market for multinational corporations, and making the country ‘a country of micro entrepreneurs’ with uneven competitions for local,

(f) promoting value added tax for all general consumers, while promoting little tax on wealth and capital transfer, promoting a comprador class in society, and 

(g) promotion of commercialization in agriculture so that people’s right on food curtailed.
In view of above structural adjustment as followed by IMF, they have adviced Bangladesh to integrate different conditionalities in PRSP during 2004 to 2006, which are (i) complete liberalization of import by zero tariff, (ii) de nationalization of state run enterprises even which were proved to be profitable, (iii) full withdrawal of state control over foreign direct investment and (iv) different aspect for commercialization of agriculture, like, introduction of genetically modified seeds etc. All these have been fully implemented, even sometime those conditions goes further e.g., it is with IMF advice (IMF chief in Bangladesh has officially and openly conceded the fact); during 2007-08 budget government has imposed new taxes upon import of raw materials and machineries which is needed for country’s export industries. This is an open and blatant imposition to damage country’s growing export industries. As a part of PSI negotiation the IMF has already started negotiation with Bangladesh Bank (note that IMF and Bangladesh Bank (BB) has office in same building) and also with NBR (national board of revenue). It is because of IMF advice BB has introduced money contraction policy to rein in inflations, so it is 3 % less in credit supply during June 2007 compare to June 2006 level.  Whatever either PRSP or PSI, IMF advice will continue. Meantime WB appreciated the poverty reduction rate of Bangladesh (1.8 % in per year, if this rate will continue then the country will need around 89 years to reduce poverty completely). But according to the WB during this PRSP period, hard core poor population has increased more than 4 millions; income inequality has increased according to gini co efficient up to 0.46. Inflation rate about to cross double digit especially in food items and in rural areas. Unemployed population is around 40 millions. This year debt servicing is around 20.5 % of annual budget which was 18 % in last year. Due to the inflation, real budget in education and health has decreased around 10 – 15 %. Health budget is half than what country is paying as debt servicing liabilities.
It is because of WB and IMF conditionalities since the decade of 70s (i) agriculture subsidies has brought down from 30 % to 1.5 %, (ii) dismantled the total public distribution system, which is now only limited to law enforcing agencies, (iii) import tariff has brought down from 300 % to last 5 % level, (iv) industries, bank and insurance companies even which were profitable has made privatized and (v) prices of public essential services like gas, water and electricity has increased and being increased. 
3. Globally IMF in crisis

Due to IMF’s one sided role of favoring developed countries and their multinational corporations (MNC) IMF facing following crisis globally.

(a) Relevance crisis

What IMF is doing, now a days, these also have been doing by International Federation of Accountancy (IFAC), International Accounting Standing Committee (IASC), and International Organization of Security Commissions (IOSC), so a number of countries rising question on relevance of existence of IMF. Moreover IMF being criticized especially by China and India that they are being used by USA to contain growing economic situation of those countries, e.g., with US advice IMF being tried to dictate China not to devaluate their currency so that there will be reduce level of export from China. 
(b) Medium term budget crisis

Since 1975, IMF has experience low income in recent time. There is only 13 to 14 loan process during 2005-06. Third largest loan recipient Pakistan, fourth largest Ukraine, Serbia, Azerbaijan already declared that they will not take any loan. Apart from those LDCs, there are some middle income countries has also declared that they will return IMF loan before time, these countries are Thailand, Philippines, Russia, Brazil, Argentina, Indonesia, Turkey and Uruguay. A committee in IMF has been formed to suggest how to over come this budget crisis. The committee has been proposed to sell 400 tons of gold from reserve, note that there are 3200 tons gold reserve lying with IMF. But USA has opposed the suggestions. 
(c) Failure in medium term strategies

Present IMF Managing Director Rodrigo De Rato taken responsibility during June 2004, during September 2005 he has declared following medium term strategies to recover IMF relevance crisis, there are six part of strategies, (i) Engagement in low income countries, (ii) Governance of the fund, (iii) Multilateral surveillance of global trade imbalance, (iv) Role in emerging marker, i.e., crisis prevention, (v) Streamlining fund internally and documentation, and (vi) Capacity building and medium term budget. 
Rodrigo De Rato has failed in this regard and that’s why he has declared to relinquish his position by this October in fact which is two years earlier of his total tenure. IMF has been severely criticized even in internally for working on PRSP process in LDCs. There were a joint committee headed by Mr. Millan (Brazilian Banker) to review the process, the committee clearly mentioned that in the name of PRSP process, IMF unnecessarily intervene in country’s some process like in some countries in land distribution process, which has aggravated the pauperization process. In respect of trade imbalance IMF has not been able to help anything, aid for trade still in talk show level. During 70s, share of LDCs in world trade was 1 %, and now it has reduced to 0.4 %. Middle income countries see the IMF as one of the top most problem makers, still IMF blamed for the following historical financial crisis, e.g., Mexico 90-95, South East Asia and South Korea 97-98, Ecuador 98-99, Argentina 2001. Basically the crisis has been characterized by over inflations, transfer of capital, financial crisis to maintain necessary public services and to maintain state mechanism and sudden drop in export income etc. Still those country blame IMF for that crisis. There are several studies on that crisis, but still IMF does not publish those reports. 
(d) Governance crisis

There are no written rules, but a norm has been established that US will nominate the WB president and Europe will nominate the IMF chief. There are strong criticism from developing countries especially from China, India and Brazil. Russia has already challenged the process. European Union has already declared the name of Domenic Strauss Khan. There was an adoption in Singapore meeting (2005) that by 2006 share voting power of China, South Korea, Mexico and Turkey and by 2008 share voting power of the LDCs will also be increased. Experts examine this proposal and found that, even there are such increase it will not increase more than 1 % voting right of those countries. The fundamental fact is that, if the institution made to be democratic it has to follow the WTO rules i.e., one country and one vote. USA has most shares in IMF so it has overwhelming voting right in the institution.
(e) IMF assisted dictators in whole world 

IMF has been blamed that it has helped dictators in different part of the world. In such a way they have burdened the countries with high amount of loan. Like they have helped Pinochet in Chillie, Suharto in Indonesia, Marcos in Philippines, and Mobutu in Ziare and Virela in Argentina. At present they are helping dictator like Susuangumu in ConguBrazivile, and Devi in Chad.
We do not believe that our government is unconstitutional and undemocratic. But we apprehend IMF taking opportunity of the situation is that we do not have parliament just now and IMF does like derailing the country and exploiting the country for their own interest. They are taking opportunity of the situation of crisis, i.e., they have not released the last trench of PRGF loan, country already has a huge damage of flood, and country need 40 % of development budget from foreign aid. IMF might try to exploit the country’s dire need of foreign assistance. We have to remember that through Souharto and Marcos IMF made heavy debt burden on those two countries, now they are paying almost 50 % of their annual budget as debt servicing liabilities. Still those two countries have not been fully able to overcome the situation of Asian financial crisis. Neighboring India has been able to reduce the rate of inflation from 5 to 3 %, while our inflation rate is being crossed double digit almost.  Due to some recent activities of present government, e.g., denationalization of jute mills, uprooting illegal business shanties in rural area added more unemployment forces. Although we do not have any political crisis, but we have economy damages due to floods. We feel any wrong decision with IMF advice (as they used to give wrong advice historically often) there might be more aggravating financial crisis.
4. Long term country strategy plan of IFIs and what is our alternatives

Meantime, we have already described the objectives of IFIs (international financial institutions like WB, IMF and ADB). In view of the country strategy paper, WB and ADB will implement following strategies;
(a) Increase the price of water and electricity through participation of private sector and introduction of commercialization of those public services,

(b) As Government of Bangladesh has a huge level of foreign currency reserve and thus it has the capacity to repay, so there should be more conducive environment of foreign direct investment, e.g., easy way to transfer the capital and thereby profit. Like as Indonesia and Philippines they can extend their loan giving mechanism up to local government.
(c) Increase the user fee in public / essential service sector so that the government does not require increasing its budget in those sectors.

(d) In the name of increasing government revenue, increasing the VAT (value added tax) which affect common consumers, on the other hand reducing the wealth tax for rich people, reducing tariff and non tariff barriers for foreign direct investment for their profit repatriations,  so that there will be increased level of inequality. 
In fact all those strategies will create pauperization for middle class and poor families. Meantime even the rich countries started the criticism of all these institutions. Africa commission (2005) which has been created by Tony Blair has mentioned all those IMF policies as “Analytically Unsound”. UN institutions especially UNDP and UNCTAD openly criticized the role and conditionalities of those IFIs. Norway government has criticized those institutions too; they took case studies on Bangladesh on impact of IFIs conditionalities. 
Meanwhile Bolivia, Argentina, Brazil, Ecuador, Paraguay, Uruguay, and Venezuela have declared an alternative “Bank of South”. Haiti, Nicaragua and Venezuela have also declared ALBA. Apart from those multilateral initiatives there are a lot of bilateral and regional initiatives (e.g., SAARC Development Fund) are being observed. In Bangladesh we can also strive for following alternatives;
(a) Bangladesh receives annually around US $ 1.5 billions but we have now around annual foreign remittance of 5 billions. We should have productive use of these foreign currencies while we are spending money for paying import bills and also paying for interest and profit for capital of foreign companies.
(b) Bangladesh can go for different regional cooperation and also can propose South Asian Bank in SAARC forum. Bangladesh can give importance to different bilateral and regional trade.

(c) State has to reduce unnecessary revenue and development expenditures, it is needed and also there are scope that austerity measures could be taken. The government has to reduce the domestic loan borrowing too. The government has to redesign its tax structure so that it will not be a burden to the general consumers. 
We expect that government will reconsider the role of IMF and all other IFIs in the country and will examine other possible ways of alternatives for gradual withdrawal of dependency on them.
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