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Private Profits, Public Losses 

 
After the 1997-98 balance of payments crises in East Asia, I had described the end-

result of the International Monetary Fund loans as private profits, public losses: under 

the package, the unserviceable foreign currency debt of the private sector was 

transferred to the government, and IMF funding was used to pay off private creditors, 

mainly banks, which, as a result, did not suffer many losses. The burden of servicing the 

IMF debt fell on the government, in effect the people of the countries concerned: hence 

the description. This was in sharp contrast to what had happened a decade back in 

several Latin American countries, where the lenders were forced to take significant write 

offs of their debt. Given the experience of the 1980s and the 1990s, it is curious that the 

IMF is only now undertaking a study of ways of improving the debt restructuring process 

acknowledging that “while the official sector-including the IMF – is trying to support the 

country, our money is going in while the private creditors’ money is going out”.  

 

(There is one other major difference between what happened in Latin America in the 

1980s and in east Asia in the 1990s: the former crisis took almost a decade to resolve 

during which many of the affected countries suffered negative growth; in sharp contrast, 

the east Asian crisis was resolved and the countries went back to growth path in a very 

short time after the crisis year.) 

 

Second thoughts on debt restructuring is the second instance of the IMF acknowledging 

mea culpa in recent times: last year it had acknowledged in so many words that its 

earlier model of the fiscal multiplier (ratio of the drop in output to a compression in the 

fiscal deficit, both as a percentage of the GDP) was grossly wrong. Earlier, the IMF 

programs had been designed on the assumption that the multiplier was around 0.5; it 

has since recognized that it is much higher. This is not merely a question of academic 



economics, but has practical significance in terms of the impact on the output and 

hence living standards of the people. In an ex-post evaluation of the Greek rescue in 

May 2010, undertaken three years later, the IMF has acknowledged that “macro 

outcomes were far below” expectations. In other words, the GDP drop was much larger 

than expected: real GDP was 17% lower in 2012 than in 2009, compared with the 5.5% 

decline which the IMF had expected! Two points are worth taking note of: 

 The IMF is nowhere near as wise as too many policymakers seem to believe it is; 

and 

 The unreliability of econometric models in forecasting outcomes. 

    

The strange part is that bank regulators are still putting their faith in such models in 

relation to banking capital norms. The larger issue is to what extent social sciences are 

at all susceptible to mathematical modeling when even purely physical phenomena like 

weather can rarely be forecasted accurately.  

 

To come back, there are other examples of private profit, public losses, from Europe. 

During the financial crisis, the UK government invested £ 46 bn in, and became a 

majority owner of, the Royal Bank of Scotland; £ 20 bn was invested in the Lloyds 

Banking Group for a 40% ownership. The government is looking at disinvesting from the 

banks and, given the prices ruling for bank shares in UK, is likely to fetch much less 

than the amounts invested: once again the public loses.  

 

Another case being reported is the tax payer’s guarantee of Irish bank liabilities at the 

height of the crisis. In the case of the Anglo-Irish Bank, the management pretended that 

the short fall in assets is likely to be only € 7 bn, a number “pulled out of my arse” one 

executive has been recorded as acknowledging. Greece is under compulsion to 

privatise € 50 bn of public assets in the next few years, € 2.6 bn in the current year 

itself. Since the buyer would obviously know the compulsion of the seller, surely this will 



be reflected in the price which the government would get. The Irish and Greek tax 

payers will bear the cost. 

 

Another example of the same phenomena is the motivation of bank traders. If the risks 

they take in pursuit of trading profits result into gains, they get a proportionate bonus; 

losses are of course borne firstly by the shareholders and, if too large, by the 

government, i.e. ultimately the tax payer. This conflict between private profit and public 

losses is perhaps also illustrated by the volatility in many financial markets (including 

the dollar: rupee) following the announcement of a possible change in quantitative 

easing in the US some time next year: it was emphasized that this is just “one possible 

outcome” and represented more the growth and employment outlook than calendar of a 

change in program. Anatole Kaletsky, a Reuters columnist, has wondered whether the 

mis-interpretation of the intentions was done by “vested interests of analysts and 

traders, whose livelihoods depend on convincing the world that economic policy is 

highly volatile and uncertain.” Volatility in the prices of financial assets benefits the 

trader/speculator, often at the cost of the real economy. 

 

But to come back to the IMF, will it one day accept that its propagation of a liberal 

capital account and market determined exchange rates is equally wrong?     
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