12/ 12/ 1998

Nuances of the new power gane

Rozi Ali
ITis fashionable to cast crony capitalismas the villain in the East
Asian turmoil. But a different chorus i s gaining credence.

Uni versity of Philippines's Wal den Bell o and chairman of political
party, Akbayan, says the argunment is thin since "the practices of crony
capitalismwere part of econonmic life inthe 30 years East Asian countries
led the world in GNP growt h".

Since last July, Stanford Centre for Econom ¢ and Soci al Research Co-
ordi nator Charles Santi ago has been advocating the same in his public
| ectures here and United States: "(During the econom c miracle years) | M-
and Wrl d Bank were in total awe of these econonies; international rating
agenci es gave high ratings and foreign conpani es continued to i nvest and
made tonnes of noney. Sonme danced wi th Suharto, whomthey | abel | ed as a
dictator, for preferential treatments. Crony capitali smwas never a
deterrent for capitalist profits nor was it a cause for igniting the
crisis.”

Thi s does not nean everything, including governance, i s squeaky-clean.
Bell o, who was here recently for the Asia-Pacific People's Assenbly forum
on Financi al Deregul ation and Privatisati on, does not deny corruption rmay
have been an accessory to the collapse but contends: "It is one thing to
say corruption has pervaded rel ati ons bet ween gover nnent and busi ness in
East Asia. But it is another thing to say corruption is the principal
reason for the downfall of East Asian econom es."”

Santiago provi des an anecdotal evidence: "lIndia and China are not
af fected but there, corruption and crony capitalismare | egendary. They
are not engul fed by the contagi on ef fect because they had i nposed capi tal
controls on nobility of noney - policies contrary to the dictates of
financial deregul ation of the econony."

Corruptionis a sideshow, wites Ashridge Strategi c Managenment Centre's
Andr ew Canpbel | in The Economi st (Nov 28, 1998) in di sagreenent with the
latter's contention that "South Korea's chaebol points to corruption as a
problemthat still needs to be cl eaned up".

Adds Santiago: "Although not a root cause, cronyi smand corruption wll
sl ow down t he recovery process."

What the West sees as the unholy alliance between busi ness and
governnent i s not peculiar to Asia. Bello says corruption also exists in
governnent -business relations in ltaly and US where it is | egalised
t hrough mechani sns |i ke "political action conmttees” that make support of
politicians contingent on prom ses of favourable treatnent of corporate
i nterests.

He makes a pertinent point: "Crony capitali smhas becone so elastic in
its connotations, whichrange fromcorruption to any ki nd of gover nnment
activismin econom c policymaki ng, as to becone usel ess as an expl anatory
construct."

This elasticity is seen in Mal aysia's case where smart partnership,

Mal aysi a I nc, the New Econoni c Policy, businessnen in trade nissions and
anyt hing that bears the shadow of AdamSmi th's invisible hand of the
Gover nnent are denounced as crony capitalism

But people latch onto it without question. Kronisne, nepotisme and
garuni sne (greed) are new Mal ay words i n political discourse which, at
| east, woul d have kept Dewan Bahasa Pust aka's | exi cography depart nment
busy. At the last Umo CGeneral Assenbly, former party Youth head Dat uk



Ahmad Zahi d Hami di of fended the sensibilities of |oyalists when he pointed
to crony capitalismas the eneny within - a posture that slid into fuzzy
rhetoric when chal | enged.

Inits generic anbiguities, the termcrony capitalismhas obfuscated the
hard i ssues: the fundanmental cause of the crisis is the unregul ated fl ow
of gl obal capital brought about by liberalisation of finance and capital.

Many anal ysts have revi sed their stand now but the danage has been done.

"Val uabl e ti me was | ost when... Washi ngton and the | MF i nsi sted t hat
crony capitalismor corrupt rel ati on between the private and public
sectors was the main issue and that the solution lay principally in
elimnating it and achieving greater transparency,"” says Bello.

Washi ngton did not |lead an effort to stabilise and reflate the regionin
a manner akinto the way it revived western Europe with the Marshall Pl an
after World War 11. Adds Bello: "...It seized the opportunity to use the
| M- to advance its bilateral agenda for the region which is to batter down
the tariff and i nvestnment barriers to US exports and capital."

Critics say the I M- is "being mani pul ated by its principal and strongest
st ockhol der, the US, to push trade and i nvestnment reforns that woul d
benefit principally US economc interests". Bello points to South Korea
wher e the concessi ons nade in the negotiation of | M-programe (raising
the limt on foreign ownership of corporate stocks to 55 per cent and full
liberalisation of the |local capital nmarket) have a one-to-one
correspondence wi th Washi ngton's bil ateral econom c policy towardthe
country over the | ast decade.

He quot es Undersecretary of the US Treasury Departnent Larry Sumers who
had said: "... The | M- has done nore in these past nonths to |liberalise
t hese economni es and open their markets to US goods and servi ces t han has
been achi eved in rounds of trade negotiations in the regi on".

Bel | o makes a persuasi ve case against the crony capitalismtheory. Hs
suggestions on the denocratisation of gl obal capital flows have nerit. He
sees our selective capital controls nmeasure as necessary, al beit
temporary. But he reckons the "Anwar" factor (in reference to former
Deputy Prime M nister Datuk Seri Anwar |brahim has done Prine M nister
Dat uk Seri Dr Mahat hir Mhamad a di sservice as it denied the controls the
i nternational recognitionthat woul d have, ot herw se, been accorded. The
political animal that he is, his answer is typical of the western
political prescriptionfor the Third Wrld: "Retire so that the political
system can open up".

But |i ke the crony capitalismtheory, politicising the controlsis a
tactical nove to obscure the real issues. Crony capitalismis a dogmatic
gospel of the West. Mainstreamwestern thinking links the crisis to
political decay. In Malaysia's case, it alleges that Dr Mahathir's
adm ni stration has spun a political choir of dreammerchants and Umo is a
party in decline due to all eged crony capitalismthat mlitates against
the people's interests.

But it strains incredulity for anyone to suggest that since crony
capitalismis the root cause of the crisis, the renpval of government
| eaders al ong wi th their konco kroni (group of cronies) will lead to
economi ¢ rebound. Look no further than President B.J. Habi bie who, for all
hi s dermocratic posturings and despite | M--aid, cannot seemto inprove
I ndonesia's | ot.

The belief that the market is perfect and it corrects inperfections has
been extended to disciplining politicians and correcti ng bad governance.
Surely, putting a political |eadership on a slippery slope and ri sking
chaos in a country is not what free marketismis about. Even if the market
does not like so-called nettlesone politicians, they shoul d respect the
peopl e' s mandate and al | owt he present governnment to run the country for



the period given to it.

The crux of the matter: some western powers are reluctant to confront
the debilitating effects of international capital nobility since to do so
woul d require themforegoing the financial interests they represent. The
tepid response of the G7 nations to the growing calls for regul at ed
capital flows tells it all. Wlcone to the post-Cold War power ganme -
currency politics.
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