01 SEP 1998
FOREX- ECONOM ST
MALAYSI A' S FOREX CURBS THE RI GHT MEDI CI NE, SAYS KRUGVAN

SI NGAPORE, Sept 1 (Bernama) -- Malaysia's nove to introduce foreign
exchange controls to curb speculation in the ringgit is just what a world
renowned econom st recently proposed.

Dr Paul Krugman, the Massachusetts Institute of Technol ogy economi cs
prof essor who was the first econom st to cast doubts on the Asian Mracle
theory, had said Asia's troubl ed econom es should introduce forex controls
in order to regain international confidence

Addr essi ng a business neeting in Singapore |ast week, Dr Krugman said
t he Asian econom es were reaching the end of the road "and that it was tine
to do sonething radical."

Prior to the forex controls announced by Ml aysia's Bank Negara today,
Prime Mnister Datuk Seri Dr Mahathir had indicated that Ml aysia was
consi deri ng neasures whi ch m ght appear "drastic" or "shocking".

In his Singapore address, Dr Krugman said a radical nmeasure such as
forex controls was necessary as pressures on the Asian econom es were too
| arge and because the I MF (International Mnetary Fund) reform programes
had fail ed.

"Since Plan A, which was going to the IM-, did not work, it is time to
go for Plan B, which is inplenmenting foreign exchange controls,"” he said.
Thai | and, I ndonesia and Korea are three of Asia's troubled econom es

that have gone to the I M- for financial aid.

Witing in the latest issue of Fortune nmagazi ne, Dr Krugman had said
the radical forex controls nove would tenporarily break the link between
donmestic interest rates and exchange rates.

He noted this would all ow governments to | ower interest rates wthout
sendi ng their currencies into another downward spiral

He said extrenme situations demanded extrenme neasures and that if Asia
did not act quickly, the crisis could worsen into a depression simlar to
t hat experienced in the 1930s.

Pr of essor Jagdi sh Bhagwati of Col unbia University, who counted Dr
Krugman as one of his former students, said for devel opi ng countries,
turning to capital account convertibility "is like riding a tiger that is
going in the right direction - if you fall off, you will keep going where
you want to go but not on the tiger's back, rather inside his belly."

In an interview wi th Singapore's Business Tines over the weekend, he
said the | M should drop its agenda of pushing capital account
convertibility onto devel opi ng countries.

He said ultimately much of the blame for the Asian economic crisis
could be laid on the slapdash way in which the US Treasury and the I M-, at
Val | Street's prodding, encouraged all to rush into extensive short term
borrowings as if trade in capital was the sane as trade in widgets
(gadgets).

"It is astonishing that even as the Asian crisis was unfol ding |ast
year, the IMs InterimConmttee in the Hong Kong neetings of the I MF and
the Worl d Bank was urging nmenber nations to push along this dangerous
path," said Prof Bhagwati .

On the Treasury-Wall Street conplex, he said it was hard to see
Secretary Robert Rubin or Wirld Bank President James Wl fensohn, both from
VWl |l Street, letting their erstwhile coll eagues take a fall.

"I ndeed, they would regard the world of free capital flows as a natura
and an inevitable progression to economic bliss for all,"” he said.



"So, the world has to be nade safe for capital flows again, protecting
t he banks and fl ogging the nations that have been pushed into their
enbr ace. "

So, he added, the IMF had to turn into a "lender of first resort" and
not a "lender of last resort” where the | ending banks woul d be protected
fromsubstantial | osses while putting the screws on the nations in crisis
so that this deflationary policy would "induce capital to go back". --
BERNANA
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