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Q Howwill the proposed free trade arrangenent between Sout h Korea and
Japan affect Japan's relations with its tradi ng partners i n Sout h- East
Asi a?

A. There has been trenendous inprovenment in Japanese- South Korean
relations in the | ast year or so. W had sonme unfortunate history and we
are able to put the past behind and work closely to build the future
relationship. It is primarily due to the | eadership of Ki mDae-Jung. W
shoul d build on it with South Korea playing a significant internediary
rol e bet ween Japan and Chi na. Rel ations with South Korea are significant
and the rest of the regionis also inportant to Japan.

We need to devel op sinilar arrangenents with Asean. But Asean has
vari ous degrees of devel opnent within the region. Ways of dealingwith it
(Asean) need to be contenpl ated very carefully. But if we could start our
regi onal arrangement with Korea and Asean sinmul taneously and try to coax
Chinainto it slowy. This would be very good for the region.

Q Is this not soneting that Dr Mahat hir had suggested in 1990 - the
EAEC whi ch was very strongly and vehenently opposed by the US. Wul d not
t he noves receive the sane opposition agai n?

A W need to be careful. It (US) is still a hagenonic power in the world.
W t hout antagoni sing the UStoo nuch | think the US shoul d understand t hat
t he Eur opeans have a regi onal arrangenment and the USitself has regional
arrangenents in the Western heni sphere. So it is only natural for Asian
countries to have a regi onal arrangenent which is not inconsistent with

t he gl obal arrangenent. W coul d persuade the US. W need to.

Q The recent crisis has shown that the regi on nust cooperate and work
together for its own benefit. Could this be a stepping stone to nmake the
US under st and and appreci ate that the regi on needs to work toget her for
t he benefit of the world econonmy and for the betternent of the US as wel | ?
A | think so. | could give you ny experience. Wen | proposed the Asian
Monet ary Fund, the US strongly opposed it and virtually squashed t he i dea.
But a year later we cane up with the Myazawa Initiative whichis a
bilateral initiative on the part of Japan and we di d not hear strong
opposition fromthe US on this initiative. O course we talked fairly
extensively with the US and insisted that it is the sovereign right of
Japan to hel p countries in Asia and that shoul d eventual | y benefit the US
as a whole. So US did not oppose. Fromny experience, with careful
per suasi on and di scussion it is possible to build a regional arrangenent
wi t hout very strong opposition fromthe US.

Q It has been said that the US did not oppose the Myazawa Initiative
as one year |later Russia was a problemand the US woke up and said Yes we
need Japan to play a nore inportant role inresolving the crisis or the US
econony too woul d have been badly af fected. The | ack of opposition was
nore of self interest rather than the interest of Japan or of Sout h-East
Asi a.

A That is true to sone extent. But nations of the world base their
policies on sone sel fish interest and you need to take advantage of that.
Timng is everything. That is true of Japan and that is true of Ml aysia
as well. At least practically we have sone selfish interest and so has the
US and one needs to take these into account.

Q So where does the Myazawa Initiative go fromhere?

A: Eventually it woul d devel op i nto sone ki nd of regi onal arrangenment. How



t hat comes about is something we need to contenplate very carefully. One
evol ution taking place is that Japan is trying through the Myazawa Pl an
to create a regional securities market and in order to enhance that market
we are providing sone partial guarantee on securities issued by the Asian
countries. The Myazawa Initiativeis just a starting point. There could
be vari ous ot her devel opnents and Japan shoul d continue to provide the
necessary funds particul arly because we are recovering and these efforts
need to be conti nued.

Q During the recent crisis the banking sector was singled out as a
probl em Japan has gone t hrough vari ous st ages of devel opment and t here
were NPLs (non perform ng | oans) in the Japanese system What | essons can
countries |like Mal aysi a, I ndonesia and other crisis hit countries draw
fromJapan NPL | essons. What needs to be done?

A: Mal aysi a has | ess of a probl emconpared with other countries on NPLs
and banki ng. But you need to be very careful when you |liberalise the
capital account. You need to have a very strong and conpetent Central Bank
supervi sing your financial system It is not only the devel opi ng
countries, the devel oped countries, Scandi navi an countries, the US and
Canada anong ot hers, have experi enced banki ng probl ens i n t he past decade.

Due to, what | call, the "cyber revolution" that is taking pl ace,
banki ng fl ows and capital flows has becone i ncreasingly rapid and huge in
magni t ude. There is a need to devel op a mechanismto nonitor them |If
necessary to control them It is a challenging task not only for the
devel opi ng countries but for the devel oped countries as well. W need to
bui | d national and i nternational mechani smto nonitor those fl ows well.
Bank Negara has done a good job during the course of the crisis.

We (Japan) had a very severe banking and financial crisis in 1997 and
1998. W are nowrecovering fromit. But we need to be vigilant. Even
t hough di scussi ons on the i nternational financial architecture have
started among the G7 and G 20 but so far nothing much has been achi eved.
And the crisis could occur in future. W need to build sone sel f defence
mechani sm

I f the gl obal nmechanismis not conpleted as we wi sh, we need to build
nati onal defences. A national defence nmechani smwoul d need t o have a good
nati onal supervisory authority. You need to build up foreign reserves, you
need to buil d up sone kind of contingent arrangenents with the private
sector and need to devel op sone ki nd of regi onal arrangenent to forestall
the crisis. And if the crisis takes place to provide reciprocal financial
arrangenents. These things need to be devel oped.

If a global |ender of [ast resort could be devel oped, with sone
agreenment with the nations of the world, that woul d be the best. But that
i s al nost inpossible. So we need to build national and regi onal defences
agai nst future crisis.

Q Do you envisage countries in the region, perhaps | ed by Japan,
setting up sone separate nechani smor systemsuch as the Asi an Monetary
Fund ( AMF) ?

A W need to work very carefully. But some such arrangenent woul d be
necessary. Japan shoul d not take a hegermonic roleinit. It needs to be
devel oped with Asean, China, South Korea and possibly with India in sone
cooperative manner. The EAEC whi ch was proposed by your Prinme M nister
some years ago nust be perceived by countries inthe regionin a
constructi ve manner.

Q What difference woul d EAEC have made if it had existed during the
recent crisis?

A: | f EAEC or AMF (Asi an Monetary Fund) was established in the fall of
1997 the situation could have been different. As a matter of fact, at the
initial stages of the crisis, the International Mnetary Fund (I MF) made



several crucial mstakes in Thailand, in |Indonesia and in South Korea.
Eventual ly they nodified the initial position as things evolved in 1998.
But theinitial mstakes commtted by IMFin late 1997 and early 1998 were
very crucial - tightened the nonetary policy which was not necessary,

i nposed very rigid and sonetimes unrealistic structural refornms in a
somewhat unreasonabl e manner. It was too hasty.

Structural reforns in Asia may have been necessary but it shoul d not
have been i nposed fromoutside wi thout internal preparations for the
change. Mal aysia did that voluntarily after inposing capital controls.
Sout h Korea has done that after the inposition of the I M- progranme in
i mproving the position of the chaebols. Owmershipis very inportant and
domestic political consensus is extremely inportant toinplenent reforns.

Q It appeared as though the I M was noving, in the initial stages, away
fromits defined role to pricing open the markets instead of dealing with
the crisis.

A | think so. | think the M- started to take that kind of positionin
the early 1990s when it started to deal with the Soviet Union. But as
Martin Fel dstein of Harvard has argued these are not the appropriate
functions of the | M-. The | M- needs to concentrate on nacro policies and
liquidity issues rather than structural problens. Too nuch enphasi s was
pl aced on structural reforns. That does not nmean that structural reforns
wer e not necessary but it was not the function of the M- to i npose t hose
reforns on the countries incrisis. In sone cases that precipitated the
crisis rather than halting the crisis.

Q The I MF seens to have an al nbost "cl ean record" of disaster wherever it
has gone to assist - in Latin America, Africa and now i n Sout h- East Asi a.
It does not say very nuch for the success of | M- and yet nobody, not even
t he maj or players and deci sion makers in | M- want to change the | M.

A It (I M) needs to be changed. Two things need to be stressed in
fundamental ly refornming the i nternational financial architecture.

One, is what | call, localisation. They need to know the countries that
they are dealing with much nore than they do at this nmonent. They need to
know t he history, they need to knowthe political structure, they need to
know the institutions. In order to do that they need to station nore
peopl e in the devel opi ng countries. Ji mWlfenson (Wrld Bank managi ng
director) has done that in the Wrld Bank and now t he Worl d Bank vi ce
presi dent in charge of the country, under nornal circunstances, stays and
lives inthat country. That kind of | ocalisationis absolutely necessary
for the IMFif it continues to deal with devel opi ng countries.

Second, their dogmatic approach, which could be called a nonetary
approach to the nacro economic i ssues, has been too rigid. They need to
take a nore flexible and pragmati c approach to the policy i ssue they are
addressing. This dogmati smof the | M- nonetary systemhas not been
hel pful .

Q But how do you change the | M- when maj or powers includi ng people |ike

Larry Summers (US Secretary of the Treasury) are not keen to change?
A Larry Summers coul d be persuaded. He has, as a matter of fact, cone up
with areformplan for the | M-. Yes, he i s now enphasi sing that | M- shoul d
limt itsrole to macro econonic and liquidity issues. That | think is the
ri ght approach.

| see it as a positive nove. Even though no agreenent (for the proposal)
has been secured at the Goup of 20 (G 20) nmeeting but it is nmoving in
that direction. That is progress.

Q Asean has said that it would support your candi dacy for the | M-
managi ng director's post. But you have not said whether you agree to be a
candi date. You have been silent onit. Wuat is your stand?

A: | amaware that the Japanese Governnent is considering putting ne up as



a candi date and they are sounding the possibility in various forns. | have
not been formally asked. But it is ny feeling that it may be very
difficult at this juncture for Japan or for any ot her Asian country to get
that position. It has traditionally been a European position and unlike
the UN organisation it is not a one country one vote systemin the I M. It
is aweighted voting system |f the Europeans and t he Ameri cans agree
that's it.

At this juncture it is meaningful for any Asian country to showits
wi | lingness for that position and to argue that the position should not be
nonopol i sed by Europeans and | believe that is the intention of the
Japanese Governnment's initiative.
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