14/ 11/ 1997

Asi a nust watch out for itself

MR M CHEL Candessus certainly has a valid point about the need for Asian
nations to watch out for each other. The International Mnetary Fund' s
managi ng director first made this point in Europe |ast week and reiterated
it yesterday in Singapore. By developing a kind of club spirit,

nei ghbouring countries can encourage as well as exert peer pressure upon
each ot her. Candessus nust have felt that an absence of regional
surveillance contributed to the fact that nothi ng was done when Thail and
overborrowed to fuel an econony that was already hurtling forward at

br eak- neck speed. The | M- | eader went on to say that a regional
surveillance systemwoul d conpl enment exi sting nmeasures such as the | M
bai | out fund.

Asean policy-nakers nmust take cogni sance of this need for regiona
surveillance, although its formmay differ fromwhat Candessus has in
m nd. The arrangement anong central banks in the region is an exanple of a
peer pressure group that was created | ong before the Thai econony ski dded
and crashed. There are al so regular neetings - both formal and informal -
bet ween of ficials of neighbourings countries as well as anmpong officials in
the regi on. When the Thai econony suffered its first hiccups, there had
been regul ar di scussions and consultations anong authorities in the
region. But did anyone expect the "tomyameffect", as Prinme Mnister
Dat uk Seri Dr Mahathir Mohanad has called the regional crisis caused by
t he baht deval uation, to be so far-reaching?

The regi onal surveillance system in this case, was not effective.
Candessus' concept woul d have fared no better. He felt that with proper
surveillance, a problemin any participating nation could be nipped in the
bud. However, this will only be true if the problemaffects a country's
econom ¢ fundanmentals. The financial turnmoil in South-East Asia was not
al | about fundanental s. Perhaps Thail and had been warned a year before the
baht fiasco, that corrective econon c nmeasures were needed and no one paid
any attention. The Thai crisis therefore, should not have infected the
econom es of other South-East Asian countries if its cause had been purely
econom ¢ in nature. However, the contagion spread and i nfected Asi an
countries with very sound econom ¢ fundamentals. In fact, Candessus and
the I MF had praised these nations for the soundness of their econom c
fundanental s before the crisis broke-out.

The devel oping world as a whol e, needs nore than the regional
surveill ance system proposed by Candessus; it needs to know what went
wrong. Wiy did the bourses and currenci es of the Philippines, |ndonesia,

Si ngapore, Ml aysia, Taiwan, South Korea and Hong Kong crash so
dramatically even after the | M offered aid first to Thailand and then to
the Philippines and | ndonesi a? What were the forces driving the terrible
cont agi on?

The rol e of currency speculators in the financial crisis of South-East
Asi a has generally been accepted, even docunented in detailed terms in
sonme international nedia. The | MF and ot her institutions, finance
m nisters fromthe Conmonweal th, Asean and the Group of Fifteen, have
acknow edged the validity of Dr Mahathir's point on the need for
regul ati ons to govern currency specul ation. Apart fromregi ona
surveillance, therefore, there is also a need to ensure that the region
has the necessary tools to deal with a problem if it is caused by
mani pul ati on of stockmarkets and currencies. The proposal by Japan and



Asean to create an Asian Fund nodel l ed after the | MF should, therefore, be
reconsi dered by those who are still sceptical of the need for such a fund.
Candessus i s one of themwho thinks that what is nissing in this region
now is not the funding but a regional surveillance nethod to strengthen

I MF surveillance. If he agrees that what the world needs is regulations to
di scipline currency specul ators and nake their activities nore
transparent, then it would be easier to accept his point that all we need

i s surveillance
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