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Krugman: Political instability will hold up the econonic recovery process

PAUL Krugman rose to prom nence in the early 1990s and becane a worl d-
renowned figure in 1997 at the dawn of the Asian econom c crisis. He went
against the tide of economists all blissfully admiring the success of the
new i ndustrial nations of East and Sout heast Asi a.

He strongly supported Mal aysian Prinme Mnister Datuk Seri Dr Mahathir
Mohamad' s controversial decision to apply tenporary foreign exchange
controls in order to prevent further depreciation of their bel eaguered
currency; a decision that has proven highly successful.

| ndonesi a's Tenpo magazine reporter |.G G MAHA ADl intervi ewed Krugnman
by tel ephone recently. Here are the excerpts:

Mbst economi sts of the pre-1997 era forecast Asian econom c growth
averagi ng nore than seven per cent based on strong fundanmentals. Wiy were
they so optimstic?

It's hard to dispute the success this region has achieved. At the tine
Sout heast Asia was growi ng at a spectacular rate and was consi dered the
fastest growing region in the world. Although |I personally considered the
region's fundanentals simlar to depression-era nations of the 30s, |
didn't think the crisis would transpire so quickly and that the recovery
process woul d take so | ong.

You previously suggested i npl enenting forei gn exchange control in Asia.
Woul d you consider this a viable alternative for |Indonesia?

| don't consider foreign exchange control appropriate for Indonesia
ri ght now. Foreign exchange control is only viable when there is bal ance
and correl ati on between econoni ¢ recovery and the depth of the economc
crisis facing a nation.

In addition, inplenmentation of foreign exchange control requires strong
governnental authority and political conmitnent. Unfortunately, |ndonesia
does not fit these criteria. In Malaysia, foreign exchange control
policies were established on a short-termbasis... It's highly doubtful
t he I ndonesi an Governnent has the administrative ability and politica
cohesion to apply forei gn exchange controls.

The system mi ght have worked had the country inplenented foreign
exchange controls at the start of the crisis in 1997. However, the Suharto
regine had lost a lot of credibility at hone as opposed to Dr Mahathir who
had strong grassroots support.

Wthout credibility, any governnent would be ill positioned to inplenent
such drastic neasures. Although | personally dislike Dr Mahathir, |
bel i eve he has shown excel |l ent nmanagerial capabilities and has been highly
effective in hel ping Mal aysi a come out of the crisis.

Conmpared to other countries, why is |Indonesia the slowest to recover?

The answer lies in the political instability in |Indonesia and the
future of separatist novenents in Papua, Aceh and Ml uku. . ..

The | MF has proven incapabl e of hel ping | ndonesi a and ot her countries
cone out of the crisis. In contrast, countries such as Ml aysia, which
went agai nst | M- advi ce, have recovered. Wat are your thoughts on that?

The | MF has nmade a nunber of fundanental m stakes in handling the Asian
econom ¢ crisis. Harvard econonist Jeffrey Sachs has criticised the | M-
for pressuring central banks to increase interest rates, which resulted in
prol onged recession and financial pressure to industries all over Asia...
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