18/ 10/ 1998
Dr M LTCM bailout is worst form of cronyism

Har dev Kaur in Tokyo

THE US$3.5 billion (RML3.3 billion) bailout of Long Term Capital
Managenent is the "worst formof cronyism which also anpbunts to
corruption, Prime Mnister Datuk Seri Dr Mahat hir Mohanad sai d yesterday.

In reply to a question froma Japanese journalist, he said the noney for
the bail out of the hedge fund | ast nmonth was provi ded by banks whose board
menbers had invested in LTCM "By using the banks' noney to rescue LTCM
they were using the banks' noney to rescue their own investnents. It is
t he worst formof cronyism"

The Greenwi ch-based hedge fund was headed by John Meriwether, a Wl
Street star of |long-standing. H's teamincluded two Nobel prize-w nning
econom sts and a forner vice-chairman of the Federal Reserve. In addition,
a nunber of |eading Wall Street executives had personal investnents in the
hedge fund.

Gol dman Sachs, Merrill Lynch, UBS and J.P. Mdrgan acted in their own
self-interest when they joined a consortiumof financial institutions and
i nvest nent banks, facilitated by the New York Federal Reserve, to put up
US$300 million each to bail out LTCM GCermany's Deutsche Bank AG al so
j oi ned in.

Since the coll apse of LTCM a |arge nunber of banks have suffered, so
much so that the Federal Reserve had to get banks to bail themout, |est
t he whol e banki ng systemin Europe and the US be jeopardi sed. Anong
others, the Central Bank of Italy is believed to have | ost 25 per cent of
its reserves due to its involvenent in LTCM

By any nmeasure the rescue of LTCMis certainly a bailout of a nunber of
WAl | street executives.

Dr Mahathir, who is here on Friday for a five-day working visit, net
Japanese nedi a representatives from N hon Kei zai Shinbun, Mai ni chi
Shi mbun, Yomi uri Shinmbun, Asahi Shi mbun, Kyodo News, Tokyo- Chunich
Shi mbun, The Japan Ti nes and NHK

Wth the coll apse of the LTCM nany countries are now begi nning to take
st eps agai nst hedge funds. Wiile initially many bl amed governnents in
devel opi ng countries as being corrupt, they are now beginning to get to
the root of the problem- the role of hedge funds.

Said Dr Mahathir: "I think with a few nore LTCMs they will change their
m nds conpletely. W need to see a few big banks in devel oped countries go
bankrupt, people becorme poor and jobs lost. Then they will understand the
rol e of hedge funds."

Today the hedge funds only attract attention in Asian countries and they
feel that it is not going to be bad for them It is argued that the so-
called free market is fine. But Dr Mahathir said it was based on greed.

They have destroyed whol e econonmies as is evident fromthe destruction
and devastation in Sout heast Asian economi es.

"They have destroyed all the Tiger econonies of Southeast Asia. Totally
destroyed. All of them" the Prine Mnister told the journalists.

"The hedge funds nake a | ot of nobney fromthese activities. It is the
greed for noney that notivates them They (hedge funds) do not do these
t hi ngs because they want to correct governnments, they do this because they
make noney. It is not a desire to shape a new norality in the governnents
of Sout heast Asia that hedge funds do these things. That is all nonsense.

"They do not care if they destroy whole countries as | ong as they nake
money. W have seen that boom ng econoni es of Sout heast Asia governed by



the sane people for 40 years suddenly col |l apsi ng because the hedge funds
have cone in in order to devalue their currencies.

"Once you deval ue the currenci es you make peopl e poor, you make
countries poor."

Citing a CNN report, Dr Mahathir said poverty anong children in
I ndonesi a had i ncreased by 50 per cent conpared with bel ow 20 per cent
before the crisis, due to |l ack of food and nmedi ci ne. "They are poor
because you deval ue the currency."

Simlarly in Malaysia the ringgit has been deval ued and Mal aysi ans are
now 60 per cent poorer. In sonme countries the devaluation is by 600 per
cent which nmeans the inhabitants of these countries need 600 units of the
currency now agai nst just one unit, which they cannot afford, and they
t her ef ore becone poor.

Asked how t he hedge funds coul d be regul ated, Dr Mahathir replied that
they should not be allowed to | everage as nmuch as they do now, they should
be transparent and their tradi ng systemshoul d be revised.

Currently hedge funds | everage alnost 50 to 60 tinmes of their capital.
Dr Mahat hir said "maybe one to one" |everage shoul d be the case.

They shoul d al so be required to trade openly and announce every
transacti on they make. "Because they ask us to be transparent, we ask that
they be transparent."”

Under today's trading system each tinme they sell the currency its val ue
falls. "What we want to see is that if they sell and there is a buyer and
the buyer is going to buy it at a certain price, the currency shoul d not
depreciate.”

Their operations in devel oping countries |ike Ml aysia al so needed
| ooki ng i nto, he said.

"Qther countries nmay be able to defend their attack but it is not fair
to destroy the econom es of countries which have taken nany years to build
up just because they (hedge funds) want to make noney for thenselves."

The worl d knows now currency traders can destroy not only the econonies
of countries like Malaysia but even that of the US can be threatened by
unregul ated currency trading.

( END)



	Dr M: LTCM bailout is worst form of cronyism (NST 18/10/1998)

