28 JAN 1999

VIEF- Vi ewpoi nt s

OM NG TO TERMS W TH MALAYSI A" S VI EWPO NTS
A comment ary

By: Yong Soo Heong

DAVCS (Switzerland), Jan 28 (Bernama) -- As world | eaders, corporate
chi efs and acadeni ci ans converge here for the annual Wrld Econom ¢ Forum
(WEF), it is gratifying to see many of themconmng to terns w th what
Mal aysi a has been enphasi sing on the gl obal financial system

Mal aysi a has been saying that there nust be regulations to ensure the
systemwoul d not be open to abuse by rogue specul ators.

Some countries had been inpoverished by the extrene volatility in
currency nmovenents and the | atest seens to be Brazil whose econony has been
severely affected by a steep devaluation of its currency, the Real

Prime M nister Datuk Seri Dr Mahathir Mhanmad, besi des saying that
currency mani pul ators have been causi ng havoc to the financial system has
al so been critical of the International Mnetary Fund's (I M) prescription
of high interest rates and tight nonetary policies, which he told was a
reci pe for econom c di saster

It is interesting to note that George Soros, one of the biggest
currency speculators in the world, has admtted in his new book, "The
Crisis of dobal Capitalisation", that there have been certain fundanenta
flaws in the global financial system

"Unless we attend to them the systemis |iable to disintegrate -- and
we shall suffer the consequences,"” he said in his book which has been
excerpted in the Feb 1 i ssue of Newsweek nagazi ne.

In the book, Soros also said the role that financial markets play in
the worl d ought to be radically reconsidered.

Soros' comrents are rem ni scent of what Dr Mahathir has been saying al
al ong.

Anot her case in point is capital controls. Wile Soros has been
critical of Malaysia's controls in his book, for some reason or the other,
a paradoxical situation has energed when he adnitted that Asian countries
whi ch adopted currency controls |ike China and India had weat hered the
financial turbul ence better conpared to others which were open.

"Sonme formof capital controls may therefore be preferable to
instability even if it would not constitute good policy in an ideal world.
The challenge is to keep international financial markets stable enough to
make capital controls unnecessary,"” said Soros.

What Soros had opined in his book is nore or less reflective of what Dr
Mahat hir had been saying. The Prinme Mnister has repeatedly stressed that
the country's selective capital controls are tenporary and they woul d be
renoved once the global financial systemis well-insulated.

Despite disqueting comments fromcertain quarters, Ml aysia has not
turned its back on the global financial system neither has it closed its
borders to trade and i nvestnent.

What it did was to introduce neasures to prevent extreme volatility in
the ringgit by rogue specul ators.

In the neantine, Ml aysia has been urging the international conmunity
to find solutions to the financial crisis while it is also prepared to
provide inputs as to how the turbul ence can be mnimsed or elimnated
al t oget her.

In his book, Soros also said the | M and other institutions have to
recogni se the case for some regul ations on capital flows and there are
subtl e ways in which currency specul ati on can be di scouraged that fal
short of capital controls.



In this regard, he said banks can be required to report on currency
positions they hold for their own or for their clients' accounts. |f
necessary, limts can be inposed on the size of such positions.

Saying that these techniques can be quite effective, Soros said the
constraints in national central banks is that they can only exercise
control over their own banks.

But Soros said once the principle that having controls are legitinmate
is established, there could be a | ot nore co-operation between nationa
central banks.

He also said it should be possible to curb specul ati on wi t hout
incurring all the harnful side effects of capital controls.

The adm ssion of soneone, who has made billions fromcurrency
specul ation, in the efficacy of tenporary controls and the need for
reforms, is indeed conforting.

It must be highlighted that Malaysia is all for seeking solutions to
ensure that financial narkets are stable so that it can lift its selective
capital controls inposed | ast Septenber.

Meanwhi | e, Singapore's senior ninister Lee Kuan Yew has echoed
Mal aysia's call to fix the global financial system

Witing in the Feb 1 issue of Tinme Magazine, he said if the US
Eur opean Uni on and Japan could agree to a new financial architecture, it
woul d reduce the wide fluctuations in the exchange rates of the three ngjor
currenci es and that of devel opi ng countri es.

Lee also said there is a need for an institution like I MF or Wrld Bank
to performthe function of |ender of last resort in situations when the
system c risk of contagion is high so that crisis-struck econoni es woul d
not go into deep recession when private foreign capital suddenly flows out.

Wth an injection of liquidity, donestic interest rates would not need
to rise to unbelievable | evels, shrinking econonmic activity and |l eading to
cor porate and banki ng di stress.

It is perhaps tinely that Dr Mahathir is here to speak on what needs to
be done and what Ml aysi a has done adnirably.

He will speak on how Mal aysi a had bounced back fromthe brink of
econom ¢ stagnation and what |ies ahead for the country.

It would be worth the while of the WEF attendees, including Soros, to
listen to what Dr Mahathir has to say on the new rul es of the gane.
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