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Doc's prescription: Stay at honme to recover

Har dev Kaur

TOKYO "We need to regulate the international capital flows. The hedge
funds are out of control. They becone a danger to the world econony. W
need to nonitor them we need disclosure of what they are doing, we need
tolimt their |everage, because we have al ready seen they have posed
systenmic risks."

One can be forgiven for thinking this is a quote fromPrine M nister
Datuk Seri Dr Mahat hir Mhanmad. But no.

This is a quote fromJeffrey Sachs, Director of Harvard Internationa
Institute for Devel opment (HI I D).

Pr of essor Sachs' thinking on the renedies of the financial crisis are no
different fromthose that Dr Mahathir has articul ated numerous tines.

Sachs has al so taken the International Monetary Fund (I MF) to task for
its ill-designed renedies for the crisis-hit East Asian econonies which in
fact made the ailing patient even worse.

Calling for a new Bretton Wods, Sachs adds that the existing Bretton
Wods systemis based on a systemof "very little international capital
mobi lity".

Today however the capital flows dwarf trade in goods and services which
is regulated by the Wrld Trade O ganisation.

The changed tradi ng environnent is today |argely unregul ated. The hedge
funds and currency traders are runni ng beserk and | eavi ng great
devastation in their quest for profits fueled by unlinited greed.

To stop the "robber barrons" from causing even nore danage there is an
urgent need for rules and regulations in currency tradi ng. Thus a new
"international financial architecture” is needed.

But work on formul ating the new financial architecture cannot be left to
t he devel oped worl d al one.

Sachs notes that with "alnost six billion people as part of a gl oba
mar ket pl ace right now ... Each of the countries needs to be able to
participate in this, and especially we need a systemthat allows
devel oping countries a safe and reliable way to achi eve econonmic growth in
the world."

It certainly cannot be left to the US alone. It has proven that as the
worl d's | argest econony it does not take into account the needs of smaller
and devel opi ng countri es.

Waile it continues to preach to the rest of the world, and especially
t he poor devel opi ng countries, on what they should do, it continues to put
obstacles in their way and acts only to serve its own selfish interests.

It continued, through the M-, to push for higher interest rates in
crisis hit Asian countries, credit was tightened and badly needed
subsi di es abol i shed. South Korea, Indonesia and Thailand were told to
cl ose banks and institutions irrespective of the resultant adverse effects
and hardshi ps of the prescribed neasures.

But when similar problens hit closer to home with such as the coll apse
of the Long Term Capital Managenent (LTCM it did just the opposite of
what it had prescribed to devel opi ng countri es.

It bailed out chief executives, fornmer federal reserve officials and
urged banks to provide funds to save their prom nent investors and to save
t he banks - not close them

The Federal Reserve al so reduced two key interest rates |ast Thursday -
the discount rate and federal funds overni ght bank lending rate - in an



effort to "boost the US econony's defences against a firestormraging in
the world financial systent and in the face of fears of a credit crunch.

Devel opi ng countries and those under the tutelage of the | M were told
to increase interest rates, follow austerity policies and tighten credit.
Why the difference?

I M= contributed to financial panic. Its renedies appear to favour and
protect investnent bankers in the short term These policies however are
not very realistic fromthe point of view of the econom es".

More than 100 mllion live in poverty in Indonesia now. MIIlions now
have only one meal, if they can afford it. Rice, the basic staple, is now
priced out of their reach. Half the conpanies are bankrupt and the
political and social fabric of the country has been destroyed.

The | MF is the "new colonial nmaster” according to an | ndonesian
official. Pointing out that |M- officials conme regularly, to Jakarta, just
to give instructions on what needs to be done and how. The suffering
| ndonesi ans have no say in decision nmaking of their own i ndependent
country.

Wth the continued devastati on and the increased hardships it is
essential that other renedi es and sol utions be considered. The | M
nmedi cati on has not worked in other areas in the past and it has not shown
i mprovenents of countries under its care even now.

Mal aysi a has decided to go on its own. It has inplenented exchange rate
controls. Even Sachs says it is essential for devel oping countries to take
measures to protect thensel ves fromhuge swi ngs of capital.

Mal aysi a has done just that with the exchange rate controls. Just as a
medi cal doctor prescribes nedication and orders the patient to stay at
honme to recuperate for a specified period, depending on the illness - the
Mal aysi an econony has been given a nedical certificate to "stay honme to
recover".

The good doctor has prescribed rest for the "sick" Ml aysian econony and
prescri bed exchange rate controls. Malaysia is "making its own best
efforts donestically".

It has no choice as despite the suffering that continues to be
inflicated on economies, countries and governnments, the IMF and its major
partners continue to drag their feet.

The worl d needs major reflationary policies and consunpti on and domestic
consunpti on needs to be encouraged.

The destructive hedge funds and currency traders must be stopped from
causi ng even greater devestation.

Wil e rules and regul ati ons and perhaps a new financial architecture is
being drawn up it mght be necessary for countries to follow Mal aysia's
example - isolate and insulate the donestic econony fromdestructive and
vol atil e external influences.

( END)
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