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GO NG by the line propagated by nuch of the international nedia, the world
has put behind itself the spectre of global deflation - a fear spawned by
the East Asia crisis in md-1997 and hei ghtened by the Latin Anerican and
Russi an crises in 1998.

The nood in the international econony is one of snmug conpl acency and
even self-congratulatory as the relative stability of financial markets in
the past year evokes perceptions that global capitalismhas, again
managed its own contradictions quite successfully.

"This is utter nonsense, the crisis is not over," declares Charles
Santiago from Stanford Centre of Econom c and Soci al Research

H s contention: The crisis-ridden countries have not debunked the Asian
econom ¢ growt h nodel, centred on trade and financial |iberalisation which
led to the crisis in the first place; socio-political change in these
countries are not over; and the present initiatives taken by the G7 to
reconstruct a new nonetary architecture do not solve the underlying causes
of the crisis.

Institute of Strategic and International Studies' Dr Zai nal Aznam Yusof
is equally skeptical of the commtnent and will of G7 or the North-1ed
grouping to structurally change the gl obal nonetary system

"There must be a Big Bang approach rather than the present little,
whi npering efforts. Wiat else are we waiting for?"

A cursory conparison between the response to the Mexico crisis of 1994
and the present response shows that the two do not differ substantially
nor go far enough to prevent a recurrence:

A pledge to renew and revitalise the International Mnetary Fund and
Worl d Bank as cornerstones of a new architecture for the post-Cold War
i nternational nonetary system (G 7 Summit at Halifax, Nova Scotia, June,
1995) ;

A greater surveillance on | MF menber countries' macroeconomn c policies
and a pledge to boost its resources to cope with any future Mexico-Ilike
energency - what managi ng director M chel Candessus then described as "
crisis of a newkind, the first of the century” (IM- InterimConmttee
meeting at Washi ngton, April 1995).

The present initiatives include the previous pledge to reformthe | M
and Wirl d Bank; a greater surveillance and nonitoring systemthrough
cl oser co-operation anong financial regulators and the Wrld Fi nanci al
Stability Forum a credit package, the Contingency Credit Line (a simlar
lending facility was stillborn in 1995) for countries in distress.

There were tal ks of regul ating hedge funds but these dissipated in
inaction. The G7 summt at Col ogne this June did not yield substantive
action in altering the global nonetary system

As Santiago puts it: "The G7 is nerely concerned about denandi ng
greater transparency, non-corruption and corporate governance fromthe
crisis-ridden countries and the US in pressing Europe and Japan to doubl e
their efforts to suck in nore goods from devel opi ng countries so that
these countries can export their way to econonmic health."

In June, Lawence Sunmrers, the US' newl y ensconced treasury secretary,
had expressed worries that the USis still the world's "inporter of |ast
resort".

Many seemto agree with himbut those who wax el oquent on the role
pl ayed by the US econony as the only engine of growth in the current
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i nternational econonm c configuration should renenber that this is al so due
to the inflow of savings into the US fromthe rest of the world.

The G 7's rejection of the proposed Asian Monetary Fund, an Asean
currency and the proposal by Japan and Gerrmany for a bal anced currency
band that includes yen, euro and dollar, shows it is nbre concerned in
pronoting further financial l|iberalisation rather than addressing the root
causes of the crisis.

It wants the countries to behave like international corporations whose
duty is only for stakehol ders, who would be mainly the internationa
i nvestors, and not the citizenry.

As for hedge funds, npbst disappointing is the US point of view which
finds nothing wong with it except for a little |lack of transparency.

Even though the G 7 broadens the systembuil ding process to include the
active participation of the big banks and international investors which
domi nate the international capital market, their presence is irrel evant
since there is active effort to validate their activities in the current
form

"The present nmeasures do not strike at the key things that're wong with
t he gl obal system There nmust be sone control over the econom c agents,

t he specul ators and i nvest nent bankers who provi de the npney.

"Wthout a strong agreenent to regul ate the novenent of short-term
capital flows, there won't be any substantial progress.

"The thinking that speculation brings stability and one has to live with
t hese bl oodsucki ng vanpires flies in the face of facts," says Zainal.

He adds that conpl acency has been enbedded in the international system
as to the severity of crises, consequences of systemc risks and the
i neffectiveness of conventional approaches to the crises.

Many believe the worst is over. But the vol um nous United Nations
Depart ment of Economic and Social Affairs' publication, entitled The World
Econony in 1999 shows that in ternms of real economic indicators, there is
no evi dence of recovery in the world econonmy and hence, the present
financial stability is inherently fragile.

Wrld trade in volune terns grew by about 3.5 per cent in 1998 - which
is the small est of increases this decade and | ess than half the rate in
1997.

This lowrate of increase resulted fromthe alnost five per cent decline
in inmports of devel oping countries and the 10 per cent inmport drop in
Japan.

The UN estimates that in 1999 inport levels will begin to recover,
al beit slowmy, with inmport volunes rising 2.5 per cent in devel oping
countries and 0.25 per cent in Japan.

As has been constantly pointed out by Prime Mnister Datuk Seri Dr
Mahat hi r Mohamad, al t hough crisis-ridden countries nmanaged to stabilise
their currencies, exchange rates for many have renmi ned at val ues far
belowtheir pre-crisis |evels.

This nmeans a net |oss of real inconme and hence purchasi ng power in these
countries, already conmpounded by the declining unit val ues of their
exports.

"The world can no | onger be dependent on G 7. Asian nations should
articulate a different position and solicit support from Europe.

"China, too, nmust ask itself how it can support the Asian cause. Roping
China inis inportant as the US takes China nore seriously than Asia.

"Geo-politically, Japan and Europe nmust re-align thensel ves.
Unfortunately, nost European governnents are pro-US

"At the sanme tine, Asian nations nust articulate a growth nodel which is
sust ai nabl e, " asserts Santi ago.

Zai nal believes that what nan does can be undone. But there is no



serious undertaking to reconstruct a new financial architecture.
Today's stability is hollow and is a prelude to yet another round of
crisis in the future.
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