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THE good t hing about the financial crisisis that it is at its tail-end -
at least in Asia. The sad thing is that despite the depth of the crisis
and its length - more than 18 nonths - nothing concrete on the much tal ked
about newinternational financial architecture has emerged.

It is heartening to note that internationally renowned personalities
like US President Bill Cinton and President Jacques Chirac of France have
joined t he bandwagon of proponents for a new financial architecture. But
the swel ling chorus of support for the anbitious design has a tinge of
stalerhetorictoit, and the plan has not nade any substantial headway.

There are plenty of proposals for a new financial architecture. The
growh ininterest has brought about an increase in “architects,' eager to
have a say in the newfinancial structure. Al npbst everybody who is
sonebody in international finance has cone out with an idea.

The International Mnetary Fund, the Bank of International Settlenent
(BI'S) and the Worl d Bank have their own views on the matter. Then there
are groupings like the Asia Pacific Econom c Co-operation (Apec), G22, G
15, G 10 and G 7.

Apec | eaders deci ded that the plan shoul d be discussed at the G 15
level. Prime M nister Datuk Seri Dr Mahat hir Mohamad recently attended the
G 15 neeting in Jamai ca where there was a debate on the proposed new
financial architecture and Mal aysi a' s experi ence of i nposi ng sel ected
capital control neasures.

The US-sponsored G 22, which was set up by dintonin April |ast year,
counts anong its nmenbers sone distressed victins of the financial crisis.
In the eyes of the United States, the grouping is the unofficial back-room
for reformof the financial architecture. It has proposals to increase
transparency and strengthen the financi al sector, but nothi ng has been put
into practice yet.

The G- 10 is a group of central bank governors and finance nministers from
11 industrialised countries. The grouping is closely linked to BIS. In
1996, it prepared a conprehensive report on the solution to the financial
crisis; nothing has cone of it.

The phrase "newinternational financial architecture' was coined by the
club of G7 in 1995. But, sad to say, the G7 just about stopped its
efforts there. It is undeniable that the grouping of seven industrialised
countries - the United States, France, Japan, Britain, Canada, Italy and
Germany - nust set the wheels in nmotion if a newarchitecture is to becone
areality.

But as tinme passes, it is beconing possible that the anbitious designs
for a newfinancial architecture could |l ead merely to "decor' changes to
the existing structure.

There are several reasons for this. History suggests that financial
architectures evol ve over tinme. Since the Bretton Wods conference in
1944, there have been nunerous calls for change, especially when a
financial crisis crops up. But when the crisis recedes, everythingis
qui ckly forgotten.

For instance, when the fixed exchange rate regi ne broke down in the
early 1970s, several conferences and debates were hel d centering on a new
structure. But nothing came of that. During the debt crisis of the 1980s,
again there were calls for a new structure, wi thout any resultant
signi ficant change.



What happened, however, was that several “fine-tuning' neasures or
practices were put in place to "plug the holes' in the existing system
When t he fi xed exchange rate systembroke down, the | MF was charged with
nmoni toring the floati ng exchange rate system particularly inthe energing
econonmi es.

When the Col d War t hawed and t he communi st econom ¢ syst em broke down
during the early 1990s, the | M- was the chief architect and financier in
rejuvenating the affected countries.

It al so acted quickly by providing funds to shore up confidence when the
Mexi can peso crashed in 1994. More recently, the IM-acted in sinmlar vein
to bail out crisis-stricken countries |ike Indonesia, South Korea and
Thail and. But the bitter | M- prescriptions are nowunder fireand it is
believed to be toying with newideas and renedies in resolving future
crises.

Alot of rules and regul ations al so evol ved over tine. The Basl e Capital
Accord, a set of m ninnum standards for banks, came about in the md-1980s
to further regul at e banks, especially those operating on the international
scene. This accord is now an accepted normand has played its part in
changing the i nternational financial |andscape.

Since the beginning of the crisis, several radical changes have occurred
tothe international financial structure. For instance, Mal aysia has
adopt ed sel ected capital controls toinsulateits currency from
mani pul ati on by hedge funds. Although it was criticised, selective
currency controls i s now being | ooked at by ot her devel opi ng countries as
a cover agai nst specul ative activities by hedge funds.

Changes are al so on the draw ng board for hedge funds thensel ves. The
United States's President Worki ng Group on Financi al Markets is |ooking
into the possibility of regul ati ng hedge funds, said to be the cause of
the financial crisis, toinprove transparency and discl osure about their
risk profile. This devel opnent, one year ago was consi dered out of this
wor | d.

More proposal s, am dst objections, can be expected this June when the G
7 holds a forumto discuss the proposed new financi al architecture. The
forum s objectiveis tolook intothe vulnerability of the gl obal
financial systemand to identify and oversee the actions needed to address
t he weaknesses.

Proposed by Hans Ti et meyer, president of Gernmany's Bundesbank, and
driven by the BIS, the forumwi |l neet twi ce a year to | ook at issues
affecting the international financial system Howeffectiveit will be is
moot as it has no formal clout and has, at the very start, left out the
vi ews of the devel opi ng nati ons.

Australia has protested that any i nternational financial architecture
shoul d i ncl ude a wi de array of participants and not confined to the G7
nmenbers and the I M-, Wrld Bank and BI S.

In this connection, President Chirac has proposed a sunmt for head of
states and governnments to be held at the end of the year that woul d gat her
the vi ews of devel oping nations on the issue. An invitation has been
extended to Dr Mahathir.

Only time will tell if the various proposals that have spun of f fromthe
present financial crisis, including the forumorganised by G7, will shape
t he new financi al | andscape. But whatever formthe proposed new fi nanci al
architecture takes, it nust be better than the status quo.

To enmerge better than the present system the newarchitecture has to
address several inportant i ssues. One of themis an exchange rate policy
whi ch is suitable for devel opi ng countries and which allows themto
achi eve a bal ance bet ween mai nt ai ni ng economni ¢ soverei gnty and naxi m si ng
t he benefits of gl obalisation.



The crisis has shown that countries which have a fi xed exchange rate
regi me |i ke Argentina and Hong Kong have withstood the specul ative attacks
ontheir currencies. But this cones at a price as the governnent has no
control over its fiscal policies and has to raise interest rates sky-high
just to defend the currency. Consequently, the high cost of funds sinks
the country into recession.

On the other hand, countries that adopted a crawiing peg linked to a
maj or currency like the USdollar easily fell prey to specul ative attacks
on its currencies.

Sone economi sts feel that the kind of exchange rate regine i s not
inmportant as |long as the country adopts one that fits its economc
strengths and strategies for grow h.

Anot her issue that the newfinancial architecture has to tackle is how
countries can extract the maxi numbenefit of gl obalisation and, at the
sane time, keep control of its econony by regulating the fl ow of funds.
The crisis has shown that countries |ike South Korea and | ndonesi a woul d
not have fallen if their governments had not al |l owed easy access of
foreign funds for the private and public sectors.

But if there were regul ations on the flow of funds, foreign investors
woul d not have poured in funds in the first place. And this will defeat
t he pur pose of gl obalisati on and hanper grow h of devel opi ng nati ons.

Atricky jobis in store for the advocates and drivers of the proposed
new fi nanci al architecture. Perhaps they woul d eventually settle for a
“redecoration job' instead of a newstructure altogether.
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