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A Citizen's Guide to the Globalization Of Finance
This term paper analyses the financial crisis in Mexico in 1994-95 and the Southeast Asian currency crisis in 1997.  Before this crisis, East Asia had experienced phenomenal growth; indeed, this economic success is often referred to as the East Asia Miracle. It has been described how the poverty had decreased, and Governments were vital parts of the economy and privatization was not reasonable.
The Mexican Financial Crisis
Both internal & external factors led to this ….
· External Factor-mainly the low interest rates in the U.S. combined with the recession there and in other countries. 

· The inflows in the country was short-term and aimed at making quick profits through financial speculation on stocks and other securities in the financial markets of Mexico 

· Gains from the foreign investments were more illusory than real. 

· Mexico was living beyond its means.
· Decrease in domestic savings

· Current account deficit. 

· During 1990 and 1994, portfolio investment inflow was $71.2 and 72% of it was used by the Mexican authorities to finance the current account deficit 

        Ultimately Collapse of the peso happened.
· Increased interest rate in USA

· Political agitations in Mexico eroded investor confidence

· Mexico government announced a 13 percent peso devaluation which panicked foreign investors and they started pulling their money out of Mexico.

· Over the next two days $5 billion fled the country. The Mexican stock market lost one half of its value over within months of the devaluation

 It in turn affects
· Deterioration of the Mexican economy 

· Deterioration of living 

· Job loss

· Fall in real wages

· Increased interest rate

· Credit crunch

· Reduction in social sector spending

· The rich have hardly been affected as they invested their savings in dollars 
The Southeast Asian Currency Turmoil, the case of Thailand & also contagion effect on South Korea, Indonesia, Malaysia and Philippines have been described in the term paper precisely.
Malaysia failed to avoid the Currency Crisis, whereas the rupiah lost 58 percent of its value against the dollar in 1997 Indonesia.
· Then came The Great Asian Bailout Programme by World Bank off course influenced by US, in which the role of the lenders in the creation of this crisis was ignored & the foreign banks alone were given huge subsidies so that they do not have to suffer for their mistakes, while local banks and companies were forded to go under. 
Trans National Corporations (TNC) operating in the region suffered short-term losses. But in the long run, TNCs have emerged as the net gainers. In all ways, the workers were the major sufferers.
The IMF and its Contributions to the Crisis & the Washington Consensus were also discussed broadly in the presentation.

Should India pursue capital account convertibility? This particular topic was handled seriously In this background, the wider implications of India’s recent moves to open up its financial markets to global finance are discussed at the end.
The main attraction was the post presentation session in which Prof. Indranil Chakroborty shared his knowledge in this mass debatable topic.
 He shared his view about Enron incident.
 He told that amazing case of Priceline, the E-Ticketing company of US which was not having single owned furniture also, earning more revenue than all the airlines company together!!!

He expressed his passionate reading of Economist, the famous magazine.

He concluded that there is sure chance of one economy for crashing but the probability is once in ten years. According to him, Turkey & South Africa are on the verge. But this is not applicable for the OECD countries.
In between discussion when some of us were getting confused with the currency market & stock market, he cleared the differences between these two.

But the most encouraging thing for all of us that he was pleased with the passion for the whole matter & respect for data the presenters showed. Hope, we will keep it up.
Glossary
· Capital account convertibility- Tara pore Committee (1997) defines CAC as "the freedom to convert local financial assets into foreign financial assets and vice-versa at market determined rates of exchange".
· Hot money- In economics, hot money refers to funds which flow into a country to take advantage of a favorable interest rate, and therefore obtain higher returns. They influence the balance of payments and strengthen the exchange rate of the recipient country while weakening the currency of the country losing the money
Difference between Currency Market & Stock Market:
The currency (foreign exchange or forex or FX) market exists wherever one currency is traded for another. It is by far the largest market in the world, in terms of cash value traded, and includes trading between large banks, central banks, currency speculators, multinational corporations, governments, and other financial markets and institutions. Retail traders (small speculators) are a small part of this market. They may only participate indirectly through brokers or banks and may be targets of forex scams.
Market size and liquidity

The foreign exchange market is unique because of:

· its trading volume, 

· the extreme liquidity of the market, 

· the large number of, and variety of, traders in the market, 

· its geographical dispersion, 

· its long trading hours - 24 hours a day (except on weekends). 

· the variety of factors that affect exchange rates, 

Average daily international foreign exchange trading volume was $1.9 trillion in April 2004 according to the BIS study Triennial Central Bank Survey 2004
Stock market

A stock market is a market for the trading of company stock, and derivatives of same; both of these are securities listed on a stock exchange as well as those only traded privately.
The term is used especially to apply within one country as, for example, in the phrase "the stock market was up today"

Participants in the stock market range from small individual stock investors to large hedge fund traders, who can be based anywhere. Their orders usually end up with a professional at a stock exchange, who executes the order
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