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Asi a sneezes, the West shivers ...
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HARVARD: It used to be said that when the US sneezes, Asia catches a cold.
The size and econonic influence of the US on Asia and indeed the rest of
the world could not be denied. It was the world' s | argest and nost

power ful econony.

The situation today is vastly different. O her econonm es have energed
and devel opment and nodernisation is no | onger centered in the west but
has spread far and wi de including to the devel oping countries of Asia and
those in the South.

The London based Fi nancial Tinmes declared: "Wrld Stock Markets hit by
Asia virus". In late August the fall in world stock nmarkets was al so
attributed to "Malaysia's financial policy ..."

Mal aysia is a very snmall player in the world financial system Its stock
mar ket neverthl ess has grown in recent years. It is the |argest stock
mar ket in Sout h-East Asia and before the currency crisis nestled
confortably anmong the top 15 | argest bourses in the world. Its integration
into the world econony, by virtue of the openess of the market, anobng
others, explains the effect it has had on ot her nmarkets.

It al so proves that South-East Asian devel opi ng econoni es have a far
reachi ng i nfluence and i npact than they thensel ves realise or have even
dared to adnit.

One estimate shows that economic growh in devel oped countries will be
sl owed down by 0.5 per cent due to the currency crisis. Had this happened
two decades ago the West woul d not even have rai sed an eyebrow as there
woul d have been no inpact on their econom es.

Sout h- East Asi an devel opi ng countries have increased their share of the
worl d econony - in terms of increasing their share of world trade,
contribution to world Gross Domestic Product, generating wealth, and
foreign reserves. O the 10 | argest hol di ngs of foreign reserves by
Central Banks at least five are in Asia.

The econoni es of Sout h-East Asia are nore intergrated with the world
econony than they were even a decade ago. The diversification of the
donestic econonmies, direction of trade and industrialisation and increased
productivity in many devel opi ng countri es have al so increased their
profile on the world stage

These econonies are al so najor inporters and exporters of goods and
services fromthe devel oped countries. Wth possible declines in the
growm h rates of Asian econom es and the depreciation of their currencies
they are likely to reduce inports, thus affecting or reducing the of ftake
of goods fromthe devel oped countries.

The world today is vastly different fromthe one where the victors of
Wrld War Il deternined the fate of many, and especially of those in
devel opi ng countries. But the Bretton Wods Institutions, such as the
Worl d Bank and International Monetary Fund, have not been very effective
in diagnosing the ills of devel oping countries.

More often than not they prescribe the sane dose of nmedicine to
different countries, no matter what ails them wi thout taking into account
| ocal and donestic conditions and sensitivities.

The recent food riots in Jordan, follow ng recomendati ons of the Wrld
Bank, are just one such exanple. The prescription for Mexico in 1995 is
anot her exanpl e where the prescription was certainly not the right one and
another attenpt had to be nmade to save the "patient” and the US stepped in



to assist its southern nei ghbour

However, the nove by Asian countries to cone together to help bail out
Thailand in the wake of the recent currency crisis in South-East Asia, is
somet hing that needs to be | ooked at very closely with a view to having
nmor e pernmenant solutions in place for sinmilar recurrances and ot her
eventualities in future

Perhaps the slow action fromthe | M- was a saving grace as it enabl ed
Asi an countries to think what they could do for thensel ves instead of
waiting for others to help them out.

The Asia Pacific donors, |ed by Japan, hanmered out a rescue package of
nore than US$16 billion (US$1 = RM3.03) ainmed at bailing out Thail and.
Undoubt edly, the I MF canme in, but one would not expect anything | ess from
the multilateral institution.

It had ignored East Asia and perhaps it did not have nuch to do as the
"Mracle Econom es" in East Asia were growi ng at rates whi ch many
devel oped countries could only dream off.

Asia, with its increasing share and stake in the world econony, needs to
be able to fend for itself and have its own institutions or arrangenents
to cater to its "Asian" needs.

This will not be unique as Europe has its Mnetary Union, and the Latin
Anerican countries have the US. And i ndeed since the debt crisis of the
1970s the Bretton Wods institutions have paid closer attention to Latin
Anerica than to Asia

But Asia and its needs cannot be ignhored. It is too inportant, not only
for the Asians thenselves but for the rest of the world, that Asia and
Sout h- East Asi ans Shoul d deternine their own future.

Certainly the changi ng econom c situation, the rising inportance,
econom ¢ sophistication and stature calls for a different approach. There
is a need for themto coordinate their actions, and this is even nore
important in the increasingly boarderl ess and gl obal i sed worl d.

Thus the proposal by Prinme Mnister Datuk Seri Dr Mahat hir Mhamad for
an East Asia Econom c Caucus (EAEC) is even nore urgent now. The increased
sophi stication of the world econony neans that the countries cannot defend
their donestic economni es agai nst the onsl aught of powerful external forces
al one. There is need for collective and concerted effort as has been
proven in recent weeks.

In addition to the EAEC, there are other proposals specific to the
financial sector that have been aired including the need for an Asi an
Monetary Fund, like the IM,, in viewfo the vulnerability of regiona
currencies. A need for sonme sort of safety net has al so been suggested but
what concrete formit would take is yet to be | ooked into.

There is a | oose arrangenent anong seven Asia Pacific central banks to
provi de each other with liquidity in ternms of crisis but this was
insufficient to counter the chaos | ast nonth. More powerful forces were at
pl ay. Thus nore powerful renedi es and saf eguards are needed.

Thus while Asia and especially East Asia is beginning to exert
i ncreasing influence on the world econony, countries in the region need to
saf eguard their econonies collectively to ensure that they are not
adversly affected by external forces beyond their control. They certainly
do not want to go back to a situation of getting pneunonia when the US
sneezes.
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