Editorial

I nter national Financial Architecture: Need for Reform

The ongoing Euro Zone crisisand the meltdown of 2008 have not only caught the monetary and financia
regulators of the countriesinvolved in thecrisisunawares, but, even theregulatorsand facilitators of the
International Financia Architecturetoo had noideaof thecrisesinmaking, till these crisesengulfed these
giantsof the Europeand the USA. The countriesthat used to park their forex resourceswith thesecrisis-
ridden countriestoo had no gpprehens on of thecrisisthat wasbrewingin. Theearlier crises, includingthe
debt crisis of 1983, the Mexican Peso Crisis of 1994-1995, the 1997 crisisin South-East Asia, the
Russian crisisof 1998, Brazilian crisisof 1999, and the secondArgentinian crisisof 2002, al wereinthe
lesser devel oped countries of Asiaand LatinAmerica. But, the meltdown of 2008 and the ongoing Euro
Zonecrisishave erupted in the countries claiming utmost devel opment of their monetary and financial
systems. Moreover, both these crises are beyond the capacity of the Internationa Financial Architecture
including the custodiansof international liquidity liketheInternational Monetary Fund (IMF) tohandle.

Inthe casesof the Early IntensiveAdjustment Lending (EIAL) nationsaswell asin caseof Indiaand other
countrieswhich havefaced liquidity crisesin 90s, thelMF and theWorld Bank could offer bailout packages
to all these countriesinthetimesof crisis, though at the cost of implementing the Structural Adjustment
Programmes (SAPs) which haveled to the foreign ownership of their manufacturing and infrastructure
sectors. The SAPshad thereby enabled thelargetrans-nationa corporations(TNCs) of theindustrialized
countries, which werethen struggling with near stagnation, to take over thelarge sectorsof trade commerce
and industry, including theinfrastructure and social servicesinthecrisisriddenAsian,Africanand Latin
American countries. But, now thevulnerability of theentrelnternationa Financial Architecture hasbeen
completely exposed in thewake of 2008-meltdown and Euro Zone Crisis. ThelIMF, World Bank, G7,
G8, Financial Sability Forum, OECD,ASEAN, G20, EU, G77, BRICSareof no avalil to take care of
thesetwin crisesof the USand Europe. The Dallar, Euro, Pound and SwissFranc being used asinternationd
currencieshavelogt their benchmark val ue, except that they continueto be used asthe means of exchange
intheinternational trade and commerce. TheYuan, anew entrant asan international currency cannot
replace any of the above, because of chinabeing anon-market economy and also on account of non-
convertibility of itscurrency. The Special Drawing Rights (SDR's) have becomeatogether too redundant
toemergeasaninternational reserve currency, in spite of repeated Chineseassertionsfor replacing dollar
by SDRsasinternational reserve currency.

The concept of international reserve currency being put forth by the chinaand few other countriesisvery
sweset-sounding theoretically but, would bedifficult to monitor in practice with diversefisca and monitory
policesof the sovereign States occupying theglobal polity. It might face the samefate asthat of the Euro.
Inlight of this, thereisan urgent need to reform and revamp the I nternationd Financia Architecture, insuch
away that the ongoing Euro Zone crisisalong with any future crisesincluding thefiscal and monetary
mi sadventures of sovereign nations can betaken careof.
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