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THE specul ators stanpeded all over us but nobody believed our Prine
M ni st er when he spoke up and poi nted out who was responsi ble for the
currency deval uati on sweepi ng across the Sout heast Asi an economi es.

Then Hong Kong got hit, taking the stock market in the United States
down with it. People believe our PM now.

When events in the Thail and market cane to a head, the Western nedi a al
but sneered at our Prine Mnister's remarks on who was responsi bl e.

"Soros coul dn't have brought down the baht al one,"” cried Newsweek
magazi ne. (Sept 1, 1997)

After Hong Kong though, editorial slants seemed to shift in what
appeared to be an about-turn on what a specul ator can, and has, done.

"Drawing frommulti-billion-dollar war chests, hedge-fund operators such
as George Soros and Julian Robertson intensified their attack on the baht

the wol ves who started this turnoil were very well fed, probably with
profits in excess of US$3 billion," proclainmed a nysteriously fickle-
m nded Ti me magazi ne (Nov 3, 1997)

How do specul ators operate? Wat exactly did they do to us? How are we
fighting back?

Basi cal ly, financial markets operate under the rule of thunb that the
nmore i nformation an investor has, the better. He will be able to predict
what will happen to a stock, currency or market, and act accordingly to
make a profit.

For exanple, if a potential investor were to know that a certain nmarket
is likely to sl ow down because of certain events, policies or the |like, he
will likely just avoid investing there. A speculator, however, will try to
exploit the situation to his advant age.

Currency specul ators take this to extrenes, collectively seeking out
prey which they foresee as wounded, and unable to fight in the event of an
onsl aught. In what has now becone a cl assi c exanpl e, Thail and was seen as
the weakest anmongst Asia's tigers - easy neat.

They acted accordingly. Ganbling that Thail and was al ready burdened by
the spectre of an inmm nent econom c crisis and thus could not afford to
deval ue the baht, the speculators noved into the noney market.

One of the traceabl e techni ques enpl oyed was using forward contracts,
where a buyer would agree to provide US dollars in return for a fixed
amount of |ocal currency, to be given after a specified period of tine.

Their ganble paid off, with Thailand suffering the brunt of its effects,
closely foll owed by the other Asian narkets.

To top it all off, the herd nentality governing the opportunists in the
mar ket caused the ensui ng stanpede. Panic reigned, and as they wal ked of f
fromthe kill, the currencies of Southeast Asia, conpared to what they
were worth a year ago, (from June 30, 1996, to Nov 7, 1997) had taken a
severe beating.

The Thai baht was down by over 55 per cent, the rupiah by 34 per cent,
the ringgit by 31 per cent, and the Singapore dollar by 9 per cent.

After Mal aysia, Indonesia and the Philippines got hit, nany stil
refused to acknow edge the problem arguing instead that the "Asian
M racle" constituted nore of a nyth.

However, the blow that hit Hong Kong al so rippled through to the US
financial market, proving that in today's world, markets are cl osely
i nterconnected. Market gl obalisation has caused many to now rethink the



potenti al danage that a specul ator is capable of.

What, then, has been the extent of the damage done by currency
specul ators to Ml aysi a?

According to the figures provided by CGol dman, SBC Warburg on the foreign
liabilities of each nation in the region, the total percentage of foreign
debt for each country is much higher than the actual CDP

Sinmply put, each country is found to now owe nore noney than the tota
val ue of its products.

Mal aysia's total foreign liabilities is projected this year to be at
184.6 per cent of its GDP, Indonesia at 109.5 per cent, the Philippines at
131.1 per cent, and Thailand at a whopping 214.7 per cent. And in
Mal aysi a, the ensuing negative effect on the stock market is RML62. 96
billion, according to the Finance Mnister's recent Budget speech.

After factoring out the usual causes for such an alarnming figure, the
experts found that these unusually large foreign debts and their breakdown
are the tell-tale foot prints of the currency specul ator.

"The problem" said a |l ocal analyst, "is that two econoni sts, when asked
to coment on the same problem wll provide two sets of differing data,
wi th two opposi ng concl usions to boot."

This is not hel ped by the fact that the nore open a market, the nore
vul nerable it becones to specul ative attacks. The anal yst argued that

devel oping markets |li ke Malaysia are still fragile to this |evel of
openness.

Sout h Korea, she comented, was not badly affected by the currency
turmoil, due to the closed nature of its markets

"I'n Korea, if you dare attenpt such an attack, you will find yourself
| ocked in the market, unable to get out."

For Mal aysia, the events in Thailand hel ped to prepare itself for
measures to linmit, and if possible, counter the attack. So what has
Mal aysi a done?

Firstly, the underlying policy is that for an econony such as Ml aysi a,
growth is still needed.

"It's actually a good thing that we didn't slamthe brakes down as hard
as others would have wanted us to," said the anal yst.

"If we had artificially pushed interest rates to exceedi ngly high
| evel s, we woul d have now had to deal with recession as well."

The second strategy for counter attack is to cut off the supply of noney
that a specul ator would need to borrow to | aunch or profit fromfuture
attacks. These include efforts by Bank Negara which woul d raise interest
rates at a controlled and gradual level, |ike the recent announcenent to
float RM billion worth of bonds.

"Local banks will have to subscribe to these bonds, neaning that they
will have less to |l oan out," said the anal yst.

Indirectly, this will lead to a nore prudent |ending policy, which,
added with other recently introduced nonetary policies, will help keep the
specul ators at bay.

Apart fromthis, efforts by the Governnent to get currency trading
regul ated provide the | ong-termneasures to conbat future attacks.

Internati onal nonetary bodies are now beginning to realise the truth of
our accusati ons.

Last Septenber, British devel opnent agency Oxfamcalled for a tax on
international currency transfers to prevent the danger caused by
specul ation. This was in part due to our PMs repeated suggestions from
m d- August for a study for a tax on specul ative forei gn exchange
transacti ons.

And, last nonth, the I MF agreed in principle to Malaysia's proposal for
the possibility of introducing regul ations on hedge-funds activities.



Per haps we shoul d never be too easily led by the herd nentality which
governs not only the specul ative markets but the Western nedia as wel |,
for both, as our Prinme Mnister has unfortunately shown, can prove not
only to be wong but disastrous as well.
* Tonorrow. The adjustnents that Ml aysi ans are facing and the power that
lies within the average consuner to weat her the currency depreciation.
( END)



	Fighting off the wolves (NST 18/11/1997)

