16/ 09/ 1998

Asian crisis: IM- admts it made m st akes

THE International Mnetary Fund (I MF) admits that it nade several m stakes
in dealing with Asia's financial crisis, including forcing econonies in
crisis to adopt excessively harsh policies.

It also admitted, in the 1998 annual report of its executive board, that
it failed to anticipate nuch of the crisis and | acked the expertise to
deal with many of the region's problens.

According to an article in the Australian Financial Review, the |I M has
al so acknowl edged that the Asian crisis, and the ensuing financial turnoil
in other areas, has been such a drain on its resources that it has | ess
than US$9 billion (US$1 = RM3.80) nowto |l end to econoni es needi ng
energency funding.

And it has warned that the huge drain on its funds will make it nuch
harder to respond effectively to new problemareas, particularly in Latin
America. The | MF annual report was rel eased i n Washi ngt on on Monday.

According to the Review, the | M- report includes a frank adm ssion that
it was "taken by surprise" by many of the events in Asia over the past
year and that the design of its energency rescue programes for countries
Ii ke I ndonesia were seriously flawed.

The report al so shows there has been consi derabl e debate within the | M-
over whether it should condone the use of exchange rate controls by
devel oping countries to regulate short-termcapital flows as a way of
easing pressure on their currencies, the Review said.

But the nost alarmng issue that the report has raised is the potenti al
problens the I M would face if a najor bailout of Latin Anerican econonies
was required soon, the Review reported.

| M= deputy managi ng director Stanley Fischer had told a press conference
i n Washi ngton on Monday that the agency had |l ess than US$9 billion to
Il end. He had also said the recent instability in Latin American markets
meant it was inperative that the US Congress approve a further US$18
billion contribution to the | M.

The rel ease of the | M- annual report came just a day before a G oup of
Seven deputy finance mnisters net in London to discuss ways to stabilise
the Russi an econony and to prevent further destabilisation of globa
mar ket s.

According to the Review, the | M- report al so acknow edges that its
performance in identifying problemareas in Asia had been m xed, noting
that it had not attached "sufficient urgency” to the financial tensions
whi ch were enmerging in South Korea early | ast year

"The I MF report al so acknow edged that the tough fiscal conditions which
it placed on some Asian countries as part of their rescue packages was an
i napproriate policy response.

"Attenpts at conplying with a fiscal rule through excessive reliance on
tax rate increases and unsustai nable or cosmetic expenditure cuts, or one-
of f neasures, might tend to be counter-productive."

According to the Review the I M report also highlighted the need for
nmore expertise within the agency on financial sector reform

"Menber countries drew about US$25.6 billion fromthe | MF' s genera
resources account in the 12 nonths to April this year, nearly four tines
the I evel of the previous year," the paper said.

"The | MF report pointed out the intensity of the debate over the role
whi ch capital controls could play in a new global financial architecture



"A nunber of directors saw nerit in inposing selective capital controls
tolimt the severity of the currency depreciation in the aftermath of an
exchange rate crisis, as well as to reduce the risks of crises in the
first instance."

Meanwhi l e, M Peter Hartcher, witing for the Australian Financia
Revi ew, said the IMF s annual report has revealed that it is not only
broke financially but confessed intellectually.

Hartcher said while the fund's managi ng director M chel Candessus is
bravely declaring that it is standing by ready to help flailing Latin
American nations with emergency support, the agency has to take into
consideration that its declining fund.

"The | M- now has between US$5 billion and US$9 billion in | endable
resources ... this is not enough to create a credible support package for
even one nedi um si zed econony," Hartcher said, adding the | M may break
its owmn rules and will not have sufficient fund if it decides to use its
"reserve tank" to help the Latin American econoni es.

"There are two problens with this. First it breaks the | Ms own rul es.
This account was designed to be used only by the 11 countries that set it

up. And second, it is still not enough."

Hartcher noted that the I MF has already dipped into the "reserve tank"
once - to provide US$8.2 billion to Russia as part of an overall US$22
billion line of credit - but it was conpletely inadequate.

"The Russi an col |l apse showed that the | M- was, in effect, already
exhausted financially," he added.

The International Herald Tribune yesterday quoted US President Bill
Clinton as hinting at strongly his preference for [ owering of interest
rates. This stand has been advocated by Ml aysian Prime M nister Datuk
Seri Dr Mahat hir Mhanmad.

Wi | e saying that the US was enjoyi ng "unsurpassed econom c strength",
Clinton repeated a warning fromthe Federal Reserve Board chairman Al an
Greenspan that the country could not forever remain an "oasis of
prosperity in an expandi ng desert of turnoil”

( END)



	Asian crisis: IMF admits it made mistakes (NST 16/09/1998)

