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Domedtically, themain task will beto regulate the financial sysem
inter nationally, to set limitsto current account deficits - limitsagreed

inter nationally.

In the next days, the political and economic leaders of the mgjor countries will meet to discuss
anew Bretton Woods. They will aso profit the opportunity to review the main policies that
were aready adopted to guarantee the commercia banks solvency and to increase the
liquidity of thefinancid system. The essentid decison on these matters ndash the
capitdization of banks ndash has aready been taken, but, given the naturd mistrust of the
banks, the reestablishment of financid flowsistaking moretime than it would be desirable. In
the United States, the Federd Reserve Bank is actively participating of it. In other countries,
smilar initiatives are taking place, as, for ingance, in Brazil were the Bank of Brazil and the
Nationd Development Bank (BNDES) have increased their credit outlays.

Yet, in large part dueto theirrationdity of the stock exchangeswild resctionsto small
changes in the economic indicators, previsions about the real consequences of the criss are
becoming increasingly negative. For 2009, JP Morgan predicts a0.5% GDP fall intherich
countries, and a4.2% GDP increase in the emergent countries. Nouriel Roubini spesks of
Idquostag- deflationrdquo. | have no doubts in relation to the recesson that is beginning in the
developed countries, but | believe that these previsions are over pessmistic. As soon asthe
policy measures that are being undertaken become effective ndash and they will ndash, most
of the credit flows will be reestablished, and the reasons for a sharp retraction of economic
activity will ceaseto exigt. Asit hgppened in 1929, the insolvency of economic agents,
beginning with the households and ending with the banks engaged in subprimes will bring
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serious real consequences, but they will not be so burdensome because, differently of what
happened at that time, the national governments acted fast and competently to neutrdize it.
Some mistakes were made ndash principaly the decison to not rescue Lehman Brothers

ndash but the over-dl baanceis postive.

Now, governments must and certainly will take additiona measures to neutrdize the red
contraction. Besides reducing the interest rate ndash something that the Fed is doing since the
beginning of the crigs, and the other centra banks are gradudly following ndash they will
have to increase trangitorily state expenditures. In 1929, some measures in this direction were
taken in the Hoover administration, but they were timid stronger measures hgppened only in
1933, dready in the Roosdlvelt adminigration, but a that time the disaster had aready been

consummeated, and the Keynesian policies were just able to avoid worsening the depression.

How will the covenants of the 15 November G20 meeting be able to design aredly new
Bretton Woods and not just make a patch in the globa disgovernance that is developing since
1971, when the origina one was abandoned? A classica solution would be to come back to
Keynes proposalsin 1944 ndash particularly the creation of an international money.
Something may be undertaken in this direction, but today the world society is much more red
than 60 years ago, dthough not yet prepared for substantidly improving globa governance
the times are not yet regp for the first gepsin direction of the transformation of the United
Nations in aworld government the globd interdependence among people and organizations
will have to increase much more before this happens.

Being less ambitious, it is basic to distinguish the credit that business enterprises need from
theforeign credit to cover countries current account deficits. As to the domestic credit, three
things are essentid: firdt, after the criss broke up it is becoming consensud that the necessity

of amore tightly regulation of the banking activity if commercid banks cannot go bankrupt
without causing systemic risk, they are a quas-public activity that must be fully accountable,
Second, the adoption of policies, by the governments, to reduce financid disintermediation
ndash i.e., the concession of credit by non-commercid banks. Banks are the inditutions
adequate to supply credit besides the expertise, they have the capital structure required to back
lending. Investment banks are a wonderful invention, but they should be tied to large
commercid banks. Other agents like mutua and hedge funds will continue to exit, but active



financing and leverage induding the one arisng from financid derivatives should be limited.
Third, the necessity to limit the concession of bonus to financid agents besides lacking

minimum mora legitimacy, they are amgor source of irresponsible, short term, speculation.

In the internationa level, the main task isto avoid that developing countries fall in baance of
payment crises ndash akind of financia crisisdirectly caused by current account deficits
ndash the so called Idquoforeign savingsrdguo. In Bretton Woods there was not this concern it
was assumed that developing countries would need foreign loans to finance their initia
growth. One of the rationaes behind the creation of the World Bank was to make true the
policy of Idquogrowth with foreign savingsrdquo. Y e, snce the mgor financid (baance of
payment) crisesthat developing countries faced in the 1990s, it became clear to many of
them, firgt that historicaly countries not grow with current account deficits or foreign savings,
but with domestic savings whet is necessary is domestic crediit to business entrepreneurship,
not international credit to countries. Second, that current account deficits financed either by
loans or by direct investment usudly only cause high rates of subgtitution of foreign for
domestic savings, and balance of payment defaults such subgtitution rates are low only when
the country is dreaedy growing very fast. The argument in favor of foreign direct investments
is not that they supply capital to developing countries financing current account deficits, but
that they supply technica expertise to them. This reasoning applies to middle income
countries. Very poor countrieswill not have ether sufficient domestic savings or conditions
to create them. In this case, it is better to provide this country with aid, not with loans.

In the discussions of the new financid architecture, the creation of aredly internationa

agency ndash ingtead of an agency dominated by afew shareholders asit is IMF ndash will
probably not be considered. The least one can expect, however, isthat IMF s mandate and
policies should be redefined. Its virtud posshbility of issuing an internationa currency to
support internationd liquidity shortages should be increased, but its centrad mandate should

not be the rescue of the countries that default or are quas-defaulting their debts, but to
actively avoid that this hgppen. To achieve this preventive objective, it would be necessary,
fird, to convene among nations a maximum current account deficit in relaion to GDP that
would be alowed to countries and, second, to create a public aert system whenever a country

surpasses such limit. The argument that this practice threstens the netional sovereignty that



today blocks IMF of acting in thisway should be disregarded. In globa times, the autonomy
and competitive capacity of nations and business enterprises are more necessary than ever, but
ther financid trangparency isacondition for globa markets to be source of increasing wedth
ingtead of recurrent crises.



