02/ 12/ 1997
Dr M Not a conspiracy but the effects are devastating

Rashi d Yusof

KUALA LUMPUR, Mon. - Prime Mnister Datuk Seri Dr Mahathir Mhamad said
today the currency problens of the devel oping countries of East Asia were
not the result of a conspiracy to domi nate their econom es. However, he
said, the problens had provided an opportunity to force open the region's
econom es and the possibl e dom nation by strong and powerful nations.

Dr Mahathir said this at the simultaneous opening of Asean Fi nance
M ni sters, Asean Plus 6 neeting and the conference on financial
initiatives for the 21st Century, at the Putra Wirld Trade Centre.

In a speech that traced the workings of currency traders, their
financial mght, attacks on currencies since July, how the Wrld Trade
Organi sation could be brought into the picture, and the m series such
attacks caused, Dr Mahathir said:

"Much has been nmade about the eventual recovery of these countries but
even if they do recover they would have lost a lot of their wealth and the
fruits of their |abour.

"I'n addition, they may have | ost their econonic sovereignty as well," Dr
Mahat hi r sai d.

Deputy Prine M nister and Fi nance M nister Datuk Seri Anwar |brahi mand
I nternati onal Monetary Fund managi ng-di rector M chel Candessus, and
Fi nance M ni sters of countries participating in the two-day neeting were
anong t hose present.

Dr Mahathir put forward his argunent why currency tradi ng should be
under the purview of WO

He said: "International trade is being regulated by principles, policies
and regul ation agreed to in the WIO. Wy shoul d currency tradi ng be
exenpted fromthe purview of the WO?

"Why can't the WO di scuss and fornulate rul es and regul ation for
i nternational currency trading, rules which the rich and poor alike have a
hand in drawi ning up, rules which are fair and just and designed to create
weal th and prosperity for all?"

The Prime M nister spoke of how traders publish and circul ate anal ysis
of the financial futures of every country, and through constant rel eases
of unfavourable news and runours about the markets they could create
grounds for deval uati on.

This becones self-fulfilling in the absence of information to prove
otherwise. "Fromthen on the so-called herd instinct anong themtakes
over."

He added that while the only way for a currency under attack to recover
was by having central banks sell the US dollar, the currency traders
reportedly have funds anmounting to US$180 billion (RM630 billion), and
were able to |l everage their funds by nore than 20 tines.

"No central bank, no devel oping country, can match this. And the
currency traders work in concert," he added.

The Prime M nister said that clearly the deval uation of the currencies
could be easily mani pul ated by the traders, who never did invest or hold
the currenci es which they asserted woul d depreci ate.

"Al'l they did was to borrow the currency fromthe banks, sell and resel
it repeatedly and took their profits fromthe difference in the initia
high price that they sold and | ower price noney that they delivered.

"It is a classic case of short-selling, only the novenents were caused
deliberately by themand not by anything that the Governments did or any



weaknesses of the fundanentals."

That the stock markets have al so been depressed as a result of the
attack on currenci es has cone as a bonus.

Thi s spawned nore probl ens.

"The reaction of central banks to attacks is to raise interest rates. A
riseininterest rates stifles the trading in shares. The share prices go
down and through short-selling the currency traders make nore noney.
Sonetines they were able to I end the noney they had borrowed initially at
the higher rates when the central banks increase interest rates. Mre
nmoney was nade. "

Dr Mahat hir di ssected the argunment on "conpetitiveness" of a country
af fected by specul ative attacks vis-a-vis its nei ghbours and trading
partners.

"A favourite ganbit is contagion. Thus because of the deval uation of the
Sout h East Asian currencies, these countries were said to be nore
conpetitive than Hong Kong, Taiwan and Korea.

"Their currencies nust therefore fall in value in order to regain
conpetitiveness. The traders then declare that they have | ost confidence
in these countries and loudly reveal their desire to pull out and sel
their investnments there.

"Through the sane process of borrowi ng and selling these currencies
repeatedly they were able to say that their prediction was correct. The
currenci es have i ndeed deval ued and t he stock-market nosedi ved as well."

( END)
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