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LET me begin by noting what a difference a year nmakes. Last year, at this
time, there was sonme concern about the Thai econony, which had
successfully repul sed two attacks on its currency. But there was stil

much tal k about "the East Asian Mracle", a characterisation invented, if

| amnot mstaken, in the inpressionable West. Al of us, we thought, were
"not Thail and", a uni que special case.

Many foreigners - including the nost tough, hard-nosed personalities and
organi sations - told us the nost flattering things, which strengthened us
in our conviction that our "fundanental s" were very strong i ndeed.

The annual World Conpetitiveness Yearbook, issued by the prestigious
International Institute for Managenent Devel opnent (I MD) told Ml aysi ans,
for exanple, that we had sone problens here and there, sonme quite serious.
But on the basis of what it called the "overall evaluation of the strength
of the domestic econony at the macro |level", Ml aysia was the second nopst
conpetitive econony in the world. We were in the best of conpany. At
nunber one was the United States. At nunber three was Singapore. At nunber
four was Luxenbourg.

Most of the other econom es which have been severely hit since the | MD
i ssued its 1997 report also scored highly according to the 244 criteria,
or fundanmental factors, that were used. | wait with great interest their
annual report for 1998 which should be issued later this nonth.

| hope the IMD will stand by its analysis of the fundanental s and not
change its anal ysis of the 200-plus fundanmental s, which so convincingly
argue that the turmoil of the last year are not the result of fundanentals
but of forces that have very little to do with the econom ¢ fundanental s.
| hope the IMDwill not alter the facts so that they will fit into some
sacred truth, sone hall owed theol ogy.

It is so easy for sone analysts to slip into the view that currency
movenents are purely the function of fundamental s. The market
fundanentalists tell us this is so with incredibly sincere conviction,
however |oudly the specul ators chuckle all the way to the bank. Since,
according to the theol ogy, currencies cannot fall unless the fundanental s
are weak, and since the Asian currencies have fallen so dramatically, ipso
facto the fundanental s nmust be weak even if you have said that they were
strong i medi ately before. The truth is that the currencies plumeted even
t hough our fundanentals were very strong. The truth is that, ipso facto,
the fall of our currencies were not a function of our basic fundanentals.

The I MD was not the only one with such a good inpression of nmy country
one year ago. In md-June, 1997 - in fact, on June 17, 1997 - just two
weeks before the July 2 collapse of the Thai baht which resulted in a
horrendous col | apse of the regional currencies, Mchel Candessus, nmanagi ng
director of the International Monetary Fund was handi ng bouquets to
Mal aysi a for our sound econoni ¢ managenent, for our superb econom c
fundanmentals. He told an international conference on d obal Capital Flows
in Los Angeles: and | quote "Malaysia is a good exanple of a country where
the authorities are well aware of the challenges of managi ng the pressures
that result fromhigh growh and of maintaining a sound financial system
am d substantial capital flows and a boom ng property narket."

He noted: "Over the | ast year, output growh has noderated to a nore
sustai nable rate, and inflation has remai ned | ow. The current account
deficit - which is primarily the result of strong investnent spending -



has narrowed substantially. The increase in the fiscal surplus targeted
for this year is expected to make an inportant contribution towards
consol i dating t hese achi evenents. "

There had been conplaints that we were growing too fast. So we brought
our growh rate down very substantially. There had been conplaints that
our current account deficit was too high. So we halved it, to the obvious
delight of the M-, which rightly noted that in any case our high current
account deficit was not because of excessive consunption but was the
result, in Candessus's words, "of strong investnment spending”.

You may say there is no need for nore testinonials. But how about the
banki ng and financial sector? If you believe Candessus, again | quote:
"The Mal aysi an authorities have al so enphasi sed mai ntai ni ng hi gh standards
of bank soundness. Non-performng |oan ratios of financial institutions
have fallen markedly in recent years, risk-weighted capital ratios are
above Basel recommendations."

You might just wish to note that in 1988, the non-perforning |loans in
t he Mal aysi an banki ng system had stood at 32.5 per cent. In June 1997,
just eight years later, as luck and trenendous anount of sweat woul d have
it, our non-performng | oans stood at a historic |low of 3.5 per cent. This
is as dramatic a performance as you can get. Perhaps this was why the | M-
was so i npressed and so conplinentary.

Today, there are all sorts of tal ks about transparency. | agree that
transparency is inportant. But | suspect that when so nany conpl ai n about
a lack of transparency, what they are conpl aining about is sinply their
own | ack of know edge, which is not so surprising because five years ago
or even five nonths ago sone of the younger noney novers ni ght have
t hought that Ml aysia was sonewhere in the H nalayas. As for the
transparency of the Ml aysian financial system |et Candessus speak for
Mal aysia. In the sane Los Angel es speech, Candessus said: "In an effort to
i ncrease the fl ow of conprehensive up-to-date and reliable information to
mar kets, Ml aysia was al so anong the first to subscribe to the M s
Speci al Data Di ssenination Standard"”.

So, | adies and gentlemen, on June 17, 1997, just two weeks before the
currency hurricane struck, the I M- gave Mal aysia not just a clean bill of
health but the IMF in fact praised Mal aysia' s econom ¢ fundanentals. The
| M= had the best of things to say about our econom c managenment. And the
| M= conmended Mal aysia to investors as an econony that "justifies the
confidence of the markets"”.

| cite all this in order to address all those extrem st "narket
fundanental i sts” who believe that the market is always right and that the
reason why so many of us are in desperate straits today i s because we
m snmanaged our econom es and because all our "fundanental s" were rotten to
the core.

If all our fundanentals were wong, why were the foreign investors so
eager and so foolish as to pour billions upon billions of investnent
dollars in our region? OF course all the international banks kept on
lowering interest rates in order to persuade us to borrow even when we
were without need for additional funds. Cbviously they, as the definitive
mar ket, had a | ot of confidence in Malaysia, its econom ¢ nanagerment and
its future.

I f our fundanmentals were rotten to the core, why did all the clever
anal ysts not say so? Wiy is it that not a single econom st, financial
anal yst or econom ¢ soothsayer has dared to cone out to say that he or she
had predi cted what has happened? Not a single one. If it is wong for
insiders to leak i nformati on which can affect share prices, why is it not
wong for forecasters to forecast sonething which influences the market to
t hei r advant age.



Prof essor Paul Krugman has for years been arguing that the East Asian
mracle was not a mracle at all and was bound to hit a brick wall. Mny
Western journalists credit himwi th forecasting the Asian Crash of '97. He
has in fact publicly stated that he did no such thing; that he could not
in his wildest dreams have inmagi ned anything like it. In Hong Kong on

March 26 this year, Prof Krugman admtted: "I was 90 per cent wong about
Asia's future. The only consolation is that everyone el se was 150 per cent
wrong".

The anal ysts and all those who are obviously cleverer than us sinple
el ected | eaders nust know that we have had not 10 years but 40 years of
econom ¢ grow h unparalleled in human history. Since some of themare
young enough to be our grandchil dren, perhaps we should rem nd themt hat
many of the things that they conpl ain about and which they say are the
reasons why we are in such difficulties today were things that we
oursel ves started conpl ai ni ng about when we oursel ves were their age.

So many of the so-called fundanentals which are nowlisted as the main
causes of the currency and financial turnoil of the |ast 12 nonths -
corruption, nmonopoly, crony capitalism inadequate human resources, very
far from perfect banking systenms and practices - have al ways been with us.
Yet we were able to grow faster and | onger than anyone before in hunan
hi story.

Al'l of Asia nust obviously work on our nunerous weaknesses, to get rid
of the stones around our necks and the chains on our feet. W nust do this
not because they are the causes of our econom c turnoil but because they
are bad and they weaken our capacity to conpete and to succeed. W nust do
this because we cannot allow corruptive influences to deternine who
supplies us with what. But the true causes of why our currency plumeted
and why we are facing econonic crisis nust be sought el sewhere.

Qur neeting today is not focused on the causes. It is also not focused
on the consequences, the terrible consequences. Qur task is to focus on
the renedi es, the things which nust be done if we are to revitalise
ourselves, if we are to ensure revitalisation of all of Asia. So let ne
concentrate on the things that nust be done in order to ensure the
qui ckest, nost heal thy and sustainable revitalisation.

Quite obviously, there is a need for short terminperatives as well as
medi um term neasures and | onger termstrategies. At this stage, although
we nmust not neglect the nmediumand |l onger term we nmust renenber the
admoni tion of Keynes that in the long run we are all dead. Sel dom has the
short termbeen as inportant. This is why | speak of the "short run
i nperatives".

Quite obviously also, there are three principal theatres of operations:

* the things that we should aspire to achieve internationally;

* the things that we should try to achieve regionally; and

* the things that we nust achi eve at hone, within the confines of our
own bor ders.

G ven the nature of this nmeeting, | will concentrate only on a few
areas. | will focus on sone issues that should be of primary interest to
this Institute of Monetary Affairs and its strategic intell ectua
constituency.

At the international level, | believe that the tine has cone to dea
with the entire issue of reformof the international financial systemto
ensure currency stability and to contain the activities of those who buy
and sell nmoney for no other purpose than to make profits. Let ne say once
again that currencies need to be changed if there is going to be
i nternational trade

This is why the | eaders of the Wstern nations net to draw up the
Bretton Wods Agreenent, the purpose of which was to agree on a mechani sm



for determ ning the value of one currency agai nst anot her. The system

wor ked very well and enabl ed the countries bankrupted by the war not only
to recover but to prosper as well. O course the Marshall Plan and the
openi ng up of the American market to Japan played a role. But if there had
been no systemfor stabilising currency values, all the plans in the world
woul d not have succeeded.

But then some countries in the West decided to deval ue their currencies
in order to enhance conpetitiveness. Very quickly a currency market
energed whi ch took advantage of the mldly unstable exchange rate. True
specul ati on took pl ace because the funds were relatively small and
depended on intelligent guesswork as to the novenents of the exchange
rates.

But soon the funds grew huge and were in fact able to nove the exchange
rates through their interventions. The fanpus herd instincts replaced
econom ¢ fundanmentals. Wth the invention of arbitrage and futures
tradi ng, the need for exchange rate stability for the purpose of trading
gave way to the desire of currency traders to nake massi ve anmounts of
nmoney in the shortest possible tine. An artificial systemof deval uation
and reval uation of currencies was devi sed which enabl ed currencies to be
appreci ated and depreciated literally within seconds. Thus the | ndonesi an
rupi ah was at one tinme deval ued by nore than 600 per cent, then in the

space of a few days recovered by 200 per cent. It is still noving up and
down by 100 per cent to 200 per cent in the space of one day or even half
a day.

Vol cker in a speech in Hong Kong stated: "An exchange rate systemt hat
produces a 60 per cent swing in the yen/dollar rate over a period of 18
mont hs cannot reflect the fundanentals in any sensible sense". Wl the
| ndonesi an rupi ah noved 600 per cent in the space of five nonths. Can it
be that all the assets of that huge country with 220 mi|lion hardworking
peopl e are suddenly worth only one-sixth of its previous val ue? Wat
indeed is the worth of a nation if suddenly soneone can deval ue and even
bankrupt it?

If currencies can be nmade usel ess so easily then, what is the point in a
country issuing its own noney? W shoul d go back to barter trading.

It is said that the currency will strengthen if confidence is restored.
But there is no certainty as to what will bring back confidence. Wwo is
moni tori ng what and who det erm nes whet her confi dence should return or
not. There is a lot of talk about market forces. But who constitute market
forces and how do nmarket forces determ ne what value to give to each act
of a Governnent or an econony under attack.

Al inall, the present system if there is a systemat all, is messy,
unreliable and destructive. Can world trade depend on these shadowy mar ket
forces whose nmethods are not known to anyone except thensel ves? True,

m ni m sed. But again, this hedging profits only the hedge funds, adding to
the cost of goods and services. If exchange rates are mininally volatile,
hedgi ng and profits for the hedge funds, would not be necessary at all

There is nothing to indicate the need for currency tradi ng other than
the vast profits that can be nmade by currency traders. On the other hand
we now know the extent of the danage to the econom es of whol e countries
and regions that currency trading can inflict.

The excuse that currency tradi ng provides nmarket forces with the neans
to discipline Governnments is totally unacceptable. Currency traders thrive
on unstable currency. It is ridiculous to suggest that they would
di scipline governments and reward themwi th exchange rate stability when
such stability will deprive the traders of the opportunities to nake
money. Governments do need to be disciplined but the international
financial reginme nmust be bankrupt of ideas if it cannot find other ways



which are | ess destructive to discipline governnments.

Everything points to the need for an international financial system
which will bring about stability of exchange rates, anpbng other things.
Admittedly, we cannot bring back the Gold Standard or the Bretton Wods
system It would be a sad cormentary on the ability of the world's
financial and economi c experts if they cannot cone out with proposals on a
new i nternational financial system Their habit of nerely trying to
explain the present turnmoil as being due to bad practices by the
governnents concerned sounds too nuch |ike an apol ogy and a defence of
currency traders. Mney does not know whet her a government is good or bad
and react by adjusting their rates of exchange. Sonebody is doing that and
is evidently making a ot of profit. Do we need to protect these people's
interest at the expense of world trade?

Fi xed exchange rate is no | onger possible or realistic. Cbviously the
political, econom c and social performance of a country will have an
effect on the value of its currency. If a country is having a revol ution,
it islikely that its currency would be | ess acceptable and therefore
shoul d be deval ued. As for the econony, there are various indices which
can be given points indicating the strength of the econony and therefore
the currency. It is not beyond the capacity of the world's great
econom sts to devise a nmeasurenent of the econom c performance of a
country using the political, econom c and social indicators and then
determne the relative values of currencies. The currency traders can
still specul ate but whether they buy or sell should not affect the val ue
of a currency.

This is of course only a suggestion. The financial experts and the
econom sts may laugh but it will still stop the currency traders from
| aughing all the way to their banks.

There is a belief that when currency depreciates, the goods produced by
the country concerned becone cheaper and nore conpetitive in the world
market. It may do so but the reduction in cost is always far |less than the
percentage of depreciation. This is because all inported inputs will cost
more in local currency and will negate the deval uation of the currency.

I mported inflation will push wages and ot her donestic costs up, reducing
further the advantage of currency depreciation. In the end the | owered
cost is hardly detectable. The products of countries with a depreciated
currency are no nore conpetitive than they were before. In at | east one
case, the capacity to inport foreign inputs is | ost altogether becaues of
the extrene depreciation of the currency.

Deval uati on or revaluation are not the answers to the world's econonic
problem Inprovenents in productivity are, and such inprovenments can be
achi eved through greater skills, better managerment and conti nuous
t echnol ogi cal i nprovenents.

Nati ons depend on different factors for conpetitive advantage. Low
| abour cost is one, but capital, managenent skills and technol ogy are nore
i mportant. Wile those with capital, technol ogy and nanagenent skills are
|l oath to share these advantages freely, they are denandi ng that |ow | abour
cost should be nullified by raising wages.

W are noving i nexorably towards gl obalisation. Like the proposal to
Iink human rights, the environment and | abour practices to trade,
gl obal i sation, liberalisation and deregul ation are i deas which originate
inthe rich countries ostensibly in order to enrich the world. But so far
t he advantages seemto accrue only to the rich. True, the poor countries
can gain access to the narkets of the rich, but then they do not have many
things to export to these narkets. The raw materials which they produce
are controlled by conmodity narkets in the rich countries. The terns of
trade for these keep on deteriorating.



In preparation for globalisation, the pace of nergers and acquisitions
have been stepped up. Super |arge banks and corporations are being fornmed
in the devel oped countries which will dom nate the world. There will be no
roomfor the small conpanies in the poor countries to exist, much less to
expand and spread into the rich markets now opened to them

Per haps the peoples in the devel opi ng countries should be happy because
they will be served by the nost efficient and the bi ggest conpanies of the
worl d. They will have the choice of three giant banks, four nakes of cars,
five hotel chains, ten fast food chains etc. But it is going to be a dul
worl d and | suspect sone people would be stupidly nationalistic and fee
unhappy w thout their poor quality national brands.

In a globalised world, should there be national CGovernnents? W have
seen that market forces can change Governments. Wat is the need for
national elections if the results have to be approved by the market?

These are some of the international issues which have either to be
attended to i mmedi ately or at | east debated seriously. Far too often,
deci sions on these issues are far fromdenocratic, yet the sane people
i nsi st on denocracy for everyone. It is about tinme that internationa
denocracy be recogni sed as being as inportant as national denopcracy.

Whet her we acknowl edge it or not, East Asia is a region, a closely
linked region. It is not an accident that the fastest grow ng econom es
are found in this region. Nor is it an accident that the nbst serious
econom c crisis the world has seen since the Great Depression involves
this region. The fact is that this regi on grew toget her because we worked
together. It is reasonable to expect us to get out of our present econonic
nmor ass by wor ki ng t oget her

Japan is the richest depressed country in the world. The capacity to
grow and to be the | oconotive of growh for the regionis still there in
Japan. You need to clean up the bad practices of the past and | argely you
have done so. Your Governnment, your businessnen and your people should now
rehabilitate your confidence and rebuild your econony quickly.

You have the capital, the technology, the skills and everything el se
needed to grow your economy. You should enploy all these assets and
provide the |l ead that the regi on needs. You should invest in the countries
of East Asia as you did before. You should buy their products in order to
enrich them You should help in making East Asia a market for itself and
the worl d.

In Mal aysia, we are still |ooking East. Many have asked us why, when it
is so obvious that Japan has failed. W admit that in several areas, Japan
has failed. But even failures provide | essons for us. There are still nany
things we can learn fromyou. Your exceptional skills, your technol ogy,
your discipline and work ethics are still worth copying.

What Mal aysia and the rest of the region needs is a revival of Japanese
i nvestnents, to create jobs, to enrich the people, stinmulate economc
growth and incidentally to create good narkets for Japan. Sone of the
nmoney the Japanese Governnent is punping into your econony could very well
be punped into troubl ed econonies of East Asia. As before, when Japanese
i nvestnents created prosperity for East Asia and in turn provi ded good
mar kets for Japan's products, Japanese nobney to revive East Asian
econom es woul d benefit these countries and Japan. Japan has the neans to
resuscitate East Asia, if only it thinks | ess about what others will say
i f Japan frustrates them

As for Mal aysia, the only way we can overcone the instability in the
Exchange Rate and to rebuild our econony is to do away with currency in
trade as nuch as possible. W will revert to bartering. W would want to
bal ance our trade with countries which have a trade surplus with us and
Japan is the country with the biggest trade surplus. Were we have to pay



we will pay in the currency of the trading partner concerned.

Regi onal |y we have agreed with the Asean countries that trade between us
shoul d be enhanced as the deval uati on of our currencies is approxi mately
at the sanme rate. W will also use our own currencies and bal ance our
trade. This arrangenent will probably be permanent, unl ess of course a new
i nternational financial systemis put in place which will reduce viol ent
fluctuati ons of exchange rate.

Mal aysia intends to revitalise its own econony through several | ocal
measures. It will take note of the various criticisns directed at it by
mar ket forces and will study their alleged effect on the Ml aysi an
econony, including the recent deval uation of the ringgit.

I have tried to item se the factors which need to be corrected in order
to revitalise the econom es of Japan and East Asia. | amno expert in this
area but | have had sonme success in ny own country. | think | know what |
amtal ki ng about nore than the theorists who had never run any country,
much less help it to grow Left to thenmselves, the econonies of East Asia
will grow again. But the chances are they will never be left to
thensel ves. And so the revitalisation will not be easy.
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