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Time to listen to our hearts and decisively tackle econoni c woes

A. Kadir Jasin

WHEN Asi an currenci es cane under specul ative attack in the mddle of |ast
year, nmany western | eaders joined the critics and commentators in blam ng
the econoni es of these countries.

They faulted these econom es for everything fromoverheating to weak
fundanental s, corruption, nepoti smand cronyi sm

Asi an | eaders who tried to defend their economes were criticised for
pronoting econom ¢ nationalism Those who bl amed the |ikes of currency
trader George Soros for the problemwere dism ssed as being anti-narket.

Everyone, fromlnternational Mpnetary Fund nanagi ng director M che
Candessus to fund managers and stock anal ysts, prescribed high interest
rates and tight liquidity as the "Viagra" of econom c sal vation.

Yet when the Australian dollar fell to its 12-year |ow | ast week (under
US$0. 60 to A$1), Australia's Deputy Prinme Mnister and M nister of Trade
Ti m Fi scher blamed "evil econonmic forces" for underm ning confidence in
his country's econony.

"I think it's a sharp reninder that there are forces, evil economc
forces abounding at this tinme," he said.

Over in Britain, The Guardi an newspaper reported on June 5 that the Bank
of Engl and was under heavy fire froma coalition of unions, business, the
City and opposition politicians after its surprise decision to push up
interest rates was condemmed as risking turning the econonic sl owdown
into full-scal e recession

The newspaper said: "In what was al nost universally attacked as an
interest rate rise too far, the bank was accused of ignoring the plight of
har d- pressed British manufacturing after sanctioning the sixth increase in
the cost of borrowi ng since | ast year's general election.”

The interest rates hike is seen as a clear defeat for the bank's
governor, Eddi e George, who has been hol di ng out agai nst the nonetary
policy conmmttee's interest rate hawks.

G ven this and other established facts, it is very difficult to give
some central bankers very high marks for econom ¢ managenent. O maybe it
is too much to expect themto be concerned wth broad econoni ¢ nmanagenent
when their principal role is nonetary nmanagenent.

But the issue of credibility is not exclusive to central bankers.
Commer ci al bankers too are under scrutiny not only in Ml aysia but
wor |l dwi de as the effects of the Asian econonic crisis reverberate across
t he gl obe.

If a report in the Financial Tinmes on energing narkets is any
i ndi cati on, bankers can be as fickle and irresponsible as ordinary peopl e
when it cones to spendi hg noney.

The newspaper noted: "A year ago every bank in the world seened to be
nmovi ng into energi ng nmarkets. Anal ysts were watching currenci es as
unli kely as the Kenyan shilling. The Philippine peso was al npst
mai nstream "

It went on to say: "Then the Asian crisis broke, and the currency narket
was fanous for six nmonths, not only did banks make billions fromthe
crisis but they were largely responsible for creating it."

Yet when Prine Mnister Datuk Seri Dr Mahat hir Mhamad bl amed currency
traders for the sudden and debilitating depreciation of regional
currenci es, he was accused of paranoi a.

The British newspaper adds: "lndonesia, Thailand and even South Korea



were, admittedly, living dangerously. They had grow ng foreign debts and
their trade bal ances were nmostly in deficit, but trouble arrived only when
the currency markets took notice of the Thai deval uation in June.

"Currency anal ysts, who a week earlier barely knew what the Korean
currency was called, were suddenly expatiating on the beliefs of rival
politicians.

"The anal ysts al so spotted a | oom ng problemfor Asian countries because
debts were nostly payable in dollars, they night have to default if their
currencies fell sharply.”

Suddenly, said the Financial Tines, everyone was tal ki ng about defaults
and "banks attacked Asian currencies al nost indiscrimnately.”

Wil e the banking systemis portrayed by sone as the saviour of the
econony and should, at all costs, be protected, the banks collectively
were responsi ble for precipitating the crisis. Their inconpetence was
obvi ous.

The Financial Tinmes noted: "Not one bank had predicted the Asian crisis
and al nost everyone agrees that the victimcurrencies fell much further
than their econonic fundanental s warranted."

And yet Dr Mahat hir was accused of being anti-market when he called for
gl obal regul ation of currency trading. H's argunent that no currency was
safe fromspecul ative attacks was di sm ssed

In a recent talk in Japan he spoke of a world col onised by "new
capitalists" who nust certainly count among themcurrency traders.

The Financial Tinmes report said with Asia quieter, currency traders had
been | ooki ng hard for other energi ng narkets.

"This has been tricky. Brazilian, Argentine and Mexi can stocks and bonds
are heavily traded, but npbst of these countries' currencies are pegged and
docile. This means that the energi ng markets desks (of banks) have
recently thrown thenselves into the Polish zloty and Czech koruna.™

The tine will come, according to the report, when the currency traders
decide that the zloty and the koruna have risen too far and attack t hem
(like they did the Asian currencies).

For those of us who are looking up to the I MF for answers, the
| ndonesi an debacl e should have jolted us into realising that it does not
have t he answers.

J. Mal col mDow i ng, an associ ate professor of economics at the
Uni versity of Ml bourne, Australia, and a former assistant chief econom st
at the Asian Devel opnent Bank, witing in the Far Eastern Econonic Revi ew
magazi ne sai d:

"VWhat can President B.J. Habibie' s government do to stop the economc
decl i ne and put I ndonesia back on track to positive growth? First, it nust
recogni se that the macroeconom c programe that the | M has i nposed is not
wor ki ng. "

In fact, said Dowing, the | M was instrunental in helping to erode
i nvestor confidence (in Indonesia) inthe first place by forcing the
closure of banks, and its tight nonetary and fiscal policies exacerbated
the decline in consuner confidence and aggregate denmand.

Maybe, we too have been listening too much to the | MF and dressing up to
its liking at the expense of long-terminterests. W should start
listening to our hearts. The |l earning process is over. It's tinme to act

and with one voi ce deci sively.
( END)
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