03/ 06/ 1998

Basis for working towards better system

A SYSTEMi s needed to check the excessive fluctuations of currencies in
the world's financial markets but it should not be one that inposes
restrictions on currencies in which trade can take place, Internationa
Monet ary Fund deputy managi ng director Stanl ey Fi scher sai d yest erday.

"It is clear that we can hope to have a better systemand shoul d work
towards one but it shoul d not be one that seeks to go back to pre-Wrld
War arrangenents of bilateral bal ance of trade and ot her ideas," he said
on a point made by Prine Mnister Datuk Seri Dr Mahathir Mohamad in his
keynot e address at t he synmposi umon The Revitalisation of the Japanese
Econony and the Future of Asia.

Dr Mahathir in his speech, described by participants as "forceful, clear
and encour agi ng", had suggested a reformin the international financi al
systemwhi ch he sai d was "messy, unreliable and destructive".

Dr Mahathir said interference of currency traders had caused currency
instability and that the only way Mal aysi a coul d overcone this instability
(in the exchange rate) and to rebuild the econony was to revert to
bartering.

On gl obal i sation which Dr Mahathir said would really benefit the rich
Fi scher said the East Asian region had, nore than any ot her, benefited
fromthe opening of the world econony over the | ast 10 years.

"It is true that the gains and i ncome of these countries, in particular
China, were historically unprecedented and were a renarkabl e achi evenent .

"W thout opening of the world nmarkets after the second Wirld War, it
woul d not have happened. W shoul d under no circunmstances i gnore that fact
or imagi ne that there would be a solution which will benefit countries in
this region or countries anywhere that seeks to withdraw froma gl obal i sed
system "

He made these renmarks before starting on his address at the synposi um

In his speech, Fischer said the Asian econom ¢ probl emhad been all the
nore shocki ng for having struck countries with a sustained record of
out st andi ng economi ¢ perfor mance.

Nonet hel ess, he said, at the beginning of their | M-supported
progranmmes, Thail and, Korea and | ndonesi a faced a nunmber of simlar
probl ens, including market confi dence, deep currency depreciation, weak
fi nanci al systemand excessi ve unhedged forei gn borrow ng by t he donestic
private sector.

He defended criticismon "I M- austerity nedici ne" being i nappropriately
di spensed to countries sufferring froma different di sease and t he danmage
neasures to restructure the financial systemand i nprove corporate
gover nance

He sai d when Sout h Korea and Thai | and approached the | M-, their reserves
were "periliously low' and the I ndonesi an rupi ah was excessively
depreciated. "Thus the first order of business was to restore confidence
in the currency."”

He said to achieve this, countries had to nmake it nore attractive to
hol d donestic currency, whichinturnrequiredincreasinginterest rates
temporarily even if higher interest costs conplicated the situation of
weak banks and corporations.

He sai d once confi dence was restored, interest rates could returnto
nmore normal | evel s whi ch was now happeni ng i n Sout h Korea and Thai | and.

( END)
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