03/ 06/ 1998
PM Reform nessy financial system (HL)

Lokman Mansor in Tokyo

TOKYO, Tues: As Asia's financial turnoil approaches a full year w thout
signs of abating, Prime Mnister Datuk Seri Dr Mahat hir Mhanmad today
renewed his call for a reformof the "messy, unreliable and destructive"
i nternational financial system

The Prime M nister told a conference of econom sts here that reform
shoul d aimat ensuring currency stability and check the activities of
currency specul at ors.

Dr Mahathir said with the invention of arbitrage and futures trading,
the need for exchange rate stability for trading has given way to the
desire of currency traders to nmake massive anpunts of noney in the
shortest possible tine.

"Everything points to the need for an international financial system
which will bring about stability in the exchange rates anpbng ot her things.
"I't would be a sad conmentary on the ability of the world's financial
and econonic geniuses if they cannot conme up with proposals on a new

i nternational financial system" he said at the Institute for
I nternati onal Monetary Affairs' synposiumon "Revitalisation of the
Japanese Econony and the Future of Asia".

Dr Mahathir said fixed exchange rate is no | onger possible or realistic,
as the political, econom c and social performance of a country will have
an effect on the value of its currency.

He said if a country is having a revolution it is likely that its
currency woul d be | ess acceptabl e and therefore shoul d be deval ued.

As for the econony there are various indices which can be given points
indicating its strength and therefore the currency.

"It is not beyond the capacity of the world s great econonmi sts to devise
a neasurenent of the econonic performance of a country using its
political, economc and social indicators and then deternmine the relative
val ue of its currency.

"The currency traders can still specul ate but whether they buy or sel
shoul d not affect the value of the currency.

"This is of course only a suggestion. The financial experts and the
econom sts may laugh but it will stop the currency traders from |l aughi ng
all the way to the bank,"™ Dr Mhathir added.

Dr Mahathir said the habit of econom c experts to attribute the turnoil
to bad practices by governments sounds much |i ke an apol ogy and i n defence
of the currency traders.

"Mboney does not know whether a Governnent is good or bad and react by
adjusting its rate of exchange. Sonebody is doing that and is evidently
making a lot of profit. Do we need to protect these people's interest at
t he expense of world trade?"

Dr Mahathir said there is nothing to indicate the need for currency
trading other than the vast profits that can be made by currency traders.
On the converse, the extent of the damage to the econom es of whol e
countries and regions that currency trading can inflict is well-known.

The excuse that currency tradi ng provides nmarket forces with the neans
to discipline governments is totally unacceptable, he said, as currency
traders thrive on unstable currencies.

"I't is ridiculous to suggest that they woul d discipline governments and
reward themw th exchange rate stability when such stability will deprive
the traders of their opportunities to nake noney," he said.



He said deval uation or revaluation are not the answers to the world's
econom ¢ probl ens.

I nprovenents in productivity can be achi eved through greater skills,
better managenent and conti nuous technol ogi cal inprovenents.

Dr Mahathir said as nmuch as the East Asian regi on grew together by
wor ki ng together, they nust al so now work together to get out of the
present econoni c norass.

"W nust do this because we cannot allow corruptive influences to
determ ne who supplies us with what," he said.

( END)
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