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East Asia crying out for own nonetary fund
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MULTI LATERAL | endi nginstitutions, especiallythelnternational Mnetary
Fund (I MF) and the Wirl d Bank, have fail ed the devel opi ng countries. In
fact, advice given by the | M- has made the poor even poorer. In Russia,
there are nore poor people following the I M s intervention than there
were during the socialist rule.

The advi ce of Harvard Prof essor Jeffrey Sachs is that when an econony is
introuble, "the first thing to remenber is not to call the | M.
Unfortunately, not that many countries have the strength to do this nor
are in a position to foll ow Sachs' advi ce.

But then again, there does not appear to be any alternative for
devel opi ng countries other than the Bretton Wods institutions which
certainly do not have the interest of these countries at heart.

According to Dr Herbert Dieter, visiting fellow, and Professor Richard
Hi ggott at the University of Warwi ck, the | MF has proved to be a creditor
cartel, not an institution sensitive to nenbers' needs.

The | MF programes insist that countries cannot provi de any financi al
support to their ailing banks and financi al conpani es but shoul d al | ow
themto go bankrupt. But when it conmes to foreign commercial and financia
i nstitutions which have | ent the noney, the | MF does not insist that the
same principle be followed. On the contrary, it wants the countries to
repay all the loans with interest to the | ender

That is why many anal ysts and comentators have | abelled the | M- "t he
chi ef debt collector for international banks"

O hers, including M Kaval ajit Singh, coordinator of the Public Interest
Research Group in New Del hi, argue that bailouts by the | M- have further
encouraged institutional speculators to continue to indulge in speculative
activities, contributingtothe creation of an unstabl e international
financial system where huge funds are poured in and taken out at will.

Pr of essor M chel Chossudovsky of the University of Otawa says the | MF
bai | out progranmes are a "social safety net" for institutiona
specul ators. According to him rather than "restoring confidence", the
Thai bailout contributed to putting droves of international specul ators on
the scent of fresh cash in the vaults of the Thai Central Bank

He argues that sinceAugust 21 1997, a large portion of the US$17.2
billion (US$1 = RM3. 80) rescue package was "ransacked and r eappropri at ed"
by i nternati onal bankers and financial institutions inarenewed upsurge
of currency specul ation in October and Novenber 1997.

Despite the poor record of the I MF and cl ear evidence that the Fund nmade
t hi ngs worse for the countries and its peoples, there is not nuch the poor
countries can do. Not many are able to stand on their own nor is the
| eadership prepared to face the intense political, social and economi c
pressure for daring to be different, as Ml aysi a did.

But then again, thereis no alternative and thereis noinstitutionin
East Asia, especially one that is nore in touch with their needs than the
| M=. The proposal in August 1997 to set up an Asi an Monetary Fund ( AMF)
was i medi at el y shot down and criticised by both the | M- and the US
Treasury. It was not even allowed to be discussed at any | ength.

But the situation inthe regionis crying out for a better and nore
sensititve organi sation. Prinme M nister Datuk Seri Dr Mahat hir Mohanad
saidinaninterviewthat the "AMF is essential for devel opi ng countries
inthe Asean region". O hers, including the President of Unctad X, Dr



Supachai Panit chpakdi who is Thailand' s Deputy Prinme M nister, arein
favour of a regionl nmonetary fund.

Simlarly, anal ysts and economi sts have called for greater efforts at
regional and international [evels to regulate global capital flows.

People in the region certainly have a far better understanding of their
own region and its needs. There are also sufficiently qualified and
trai ned personnel capabl e of drawi ng up, nonitoring and i npl enmenti ng
policies best-suited to their peculiar needs. They understand the | oca
condi ti ons and what goes on in the villages better than those from
Washi ngton DC who are "nore likely to have a first hand know edge of the
countries' five-star hotel s".

Even as there are clear signs of recovery in the region, it nust,
neverthel ess, prepare itself for the next crisis. It cannot wait and it
cannot depend on the M. Self-help is essential and necessary. The region
cannot and rmust not be subjected to "experinents" and unnecessary pain.

The East Asian region has sufficient resources at its disposal. In
addition to qualified manpower, the Asean 10, together with Japan, China
and South Korea, have foreign reserves in excess of US$800 billion

According to Dr Dieter and Higgott, evenif only 10 or 20 per cent of
reserves i s available for an Asian fund, participating countries can
overcone a liquidity crisis without US hel p.

The 10 East Asian countries agreed to a swap arrangenent in Chi angnmai,
Thai | and, under whi ch countries should be able to borrow fromeach ot her
t hrough short-term swaps of currencies.

According to Thai Finance M nister Tarrin N mmanahaem nda, a network of
bi | ateral swap and repurchase agreenent facilities anong Asean, Japan
Chi na and South Korea will be set up

At present, there is a US$200-nmillion swap arrangenent, set up in the
1970s, anong Si ngapore, Thail and, the Phili ppi nes, | ndonesi a and Mal aysi a.
O hers will now be included, thereby expandi ng t he arrangenent.

The US and | MF, which vehemently opposed the AMF proposal as a "threat"
to their power and influence, are reported to have expressed "cauti ous
support™ for the Chiangmai Initiative.

Dr Supachai, who takes over as WO director general fromNew Zeal and' s
M ke Moore, has argued that if there can be regi onal devel opment banks
such as t he Asi an Devel opnent Bank and t he Latin Aneri can Devel opnent
Bank, which are not deened to be undermining the Wirld Bank, there is no
reason why a regi onal nonetary fund cannot exi st.

These (regional nonetary funds) will in fact conpl enent the work of the
I M= at the regional |evel and could function as a sister organi sationwith
the same stringent standards that are on par with | MF rul es.

Any regional initiative for self-help should be wel comed. The recent
financial crisis has denmonstrated how easily and quickly a crisis can
spread. Any nove in the region for self-help will not only benefit the
region but also contribute to global financial stability. The swap
arrangenent or the Chiangmai Initiative may not be the AMF as envi si oned
in 1997 but it isafirst step towards greater regi onal cooperationin
financial matters and one that is badly needed.
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