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Fromnolehill to nmobuntain

THE cal amity that struck South-East Asian currencies and stock markets is
now shaki ng the foundations of bourses from Hong Kong and New York to
London. Wile the factors that caused the Sout h-East Asian "crisis" may
not be the ones behind the gl obal stock market panic, nmany peopl e have
begun conmenti ng upon "rogue" currency specul ators bei ng behind the
|atter, although in nore hushed tones than Prinme M nister Datuk Seri Dr
Mahat hi r Mohamad used when he took to task the people he felt were behind
Asia's currency turnoil. However, the reaction of the US to the New York
St ock Exchange's tunbl e on Monday was strikingly simlar to Malaysia's
reaction to the Kual a Lunpur Stock Exchange's slide a few weeks ago. US
Treasury Secretary Robert Rubin told investors, after the NYSE had tri pped
two circuit breakers and the Dow i ndustrials had |ost 7.18 per cent, not
to panic and that the USal aysia econom ¢ fundanental s were strong.

When the Mal aysi an Government said the sane thing, many considered it
rhetorical and an exercise in "self-denial". They clained that the region
had created its own problens. Did the US, the UK, Germany, Hong Kong and
the other devel oped nmarkets bring this calamty upon thenselves? It is
very tenpting to say, "W told you so", but we shall not. We will not even
assune this was the work of rogue specul ators since it seens to go agai nst
the principles of sone who firmy believe that weak econom ¢ fundanental s
and not currency specul ation, are to be bl aned. However, the slunp in the
Hang Seng i ndex | ast Thursday has been directly attributed to pressure
fromspecul ati on on the Hong Kong dollar. W shall assune that weak
econom ¢ fundanental s and narket forces have brought down these gl oba
mar kets. Does this mean that the econom c fundanmentals of the US and Hong
Kong are not as strong as statistics suggest? If that is the case, what
shoul d these econom es and their markets do?

In the case of Ml aysia, when fund managers and investors threatened to
flee or had fled after a prol onged bearish performance, the Governnment was
told to delay nega projects, slowthe growth of its GDP to 4-5 per cent,
address the current account deficit and cut Governnent expenditure. Wen
the Governnent tabled the 1998 Budget, econom sts and anal ysts said the
measur es proposed under the new budget were too weak to boost confidence
in the Mal aysian econony. A Hong Kong-based fund manager who attended a
meeting with the Ml aysi an Governnment about a nonth ago, said the
Mal aysi an Budget shoul d have contai ned nore drastic neasures. Are we now
going to prescribe the sanme nedicine to the US and Hong Kong Gover nnment s?

Pr obabl y not, because econom sts know how strong the Hong Kong and US
fundanentals really are. Hong Kong, for exanple, has reserves of sone
US$80 billion (US$1l = RMB. 40), one of the highest in the world. M George
Soros, the US financier whom Dr Mahathir |inked to the Sout h- East Asian
crisis, was in Hong Kong recently and said that he feared for any
specul ator trying to attack the Hong Kong dollar. The econony of the US,
whi ch def ended Soros against Dr Mahathir's all egations, has been enjoying
an anmazing streak in terns of economc growh. But if the economc
fundanental s of these countries - and those of Germany, the UK and ot her
devel oped countries - are so strong, why are they suffering the sane fate
as countries in South-East Asia whose econon ¢ fundanental s are supposedly
weak?

Countries in South-East Asia will certainly want to get to the bottom of
this, as there nmust be valuable | essons to learn fromnarkets in countries



whose econoni ¢ fundanmental s are strong. But nore than that, we want
everybody to get to the bottomof the issue. There are certainly nore than
econom ¢ fundanmental s or market forces at work here, and the internationa
community must confront this reality. At the sane tinme, nobody shoul d be
in too much of a hurry to renind thenselves that if they had |istened, and
done sonething to address the crisis in South-East Asia, |ess danage woul d
have been sust ai ned.
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