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US “econom c | oconotive' |o0sing steam
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JUST after the 1997 financial crisis, a fortune teller pre-dicted that
three to five years down the road, the world econony, and Ml aysi a's,
woul d struggl e under a cloud of uncertainty.

VWl |, he didn't say anything about the US econony now possibly headi ng
for a "doubl e di p* recession, and probably pulling al nost every other
economny along with it.

Now wi t h admi rabl e hindsight, the sane fortune teller tells nme that the
Mal aysi an econony, and possibly that of sone Asian econom es, would only
see sone sunny days cone 2008

But as a close friend told nme the other day, "In bad economc tines,
fortune tellers have good business.™

Fortune tellers aside, we should perhaps | ook at these topics: Is the
Mal aysi an econony really suffering? Or are we suffering and yet denying we
are not? \Were is the Ml aysian econony headi ng? Are we seeing a |light at
the end of the tunnel? O are we just seeing a bright reflection?

Prime Mnister Datuk Seri Dr Mahathir Mhamad correctly said early |ast
nmonth, a year after Sept 11, that the world has becone even nobre uncertain
and i nsecure.

Wth the Afghan war simering, and the Iraq war | oom ng, economc
uncertainty and insecurity have taken centre stage.

Si ngapore Senior Mnister Lee Kuan Yew, witing in the Oct 14 edition of
Forbes, said that events, since the fall of the Taliban and al - Qaeda
forces, had "littered the future with uncertainties".

He said: "Pessim smwas not so contagi ous a decade ago, before fund
managers and nul ti nati onal corporations worldw de were linked to their
head office in New York or Silicon Valley by conputer 24 hours a day."

A single hint of pessimismin one obscure corner of the world today
could spread |like a conputer virus within 24 hours.

The aggressive mlitary stance and the relentless political ravings of
the United States can be heard all over the world now, unnerving
i nternational businessmen and investors, naking the future even nore
uncert ain.

It not just the beating of the mlitary and political druns that affect
t he econony.

The | ockout in 29 ports in the West Coast of the US has not only
presented the US econony with a US$2 billion (RW.6 billion)-a-day
di saster, but has al so caused havoc to world trade, with Pacific Rim
speci al ly af f ect ed.

The consequences fromthe 10-day | ockout have yet to sink in. Production
has stalled, and there have been | ayoffs in sone instances.

Enpty containers were stuck in the US, unable to reach where demand was
greatest. Conpanies are saying that profits mght not cone in this |ast
quarter.

Wrse still, Asian econonies were already tal king then of reduced growh
rates for this year, sone by as much as half a percentage point.

The 10-day | ockout brought hone the stark reality that world trade is so
hi ghl y depended on only one form of transport.

If sonething were to happen to just a few ports in one continent,

i nporters and exporters worldw de are affected.

Last week's explosion that started a fire on board the oil tanker M

Li nburg was anot her exanple of living on the edge. What canme i medi ately



to mnd was whether terrorists had struck, like they did against the US
war shi p USS Col e.

There is already tal k of higher marine insurance rates, just like the
hi gher insurance rates for airlines after Sept 11

The day after the explosion, crude oil price clinbed back to about US$30
a barrel, waiting to junp higher at the slightest hint of trouble on the
hi gh seas.

Many are also aware that a US-lraq war would see oil price hitting the
roof, just as during the 1990-91 Gulf War when prices peaked at nearly
US$40 a barrel

Such a hike will certainly push the gl obal econony into recession faster
than expected, and it will be a deep plunge, according to sonme pessim sts.

The US econony, a year after Sept 11, seens to be in shanbles, with a
chroni ¢ and dangerously bl oated current-account deficit at US$242 billion
inthe first half of this year - an anmount that is alnost five per cent of
t he gross donmestic product (GDP).

And should the war in lraq erupt, the cost to the US, according to
presidential econom c advi ser Law ence Lindsey, would be US$100 billion to
US$200 billion - which is one to two per cent of the United States GDP

Smal | wonder these days that some are arguing that the US econony is
| osing steamas the | oconotive that pulls other econom es.

Wth its econonmy teetering on the brink of recession (or "severe sl ow
down" as officials would like to say), where will the US economy get its
strength to pull all the other econom es al ong?

Ceorge Soros, president of Soros Fund Managenent, said: "The US serves
as the notor to the gl obal econony. The US notor is spluttering. It would
benefit all parties to start another notor."

The question is where to find "another notor". As Lee said: "Japan has
not been able to get out of its econom c nal ai se. The European Union is
unable to pick up the slack.”

Indeed, the latest is that Japan's recovery is under threat "as the US
econony i s hobbling exports and the Japanese stock nmarket is dropping to
a 19-year | ow

Despite that, Lee feels "the US nust denonstrate | eadership in the
economc field, as it has done in the mlitary".

He said the US still would want "further trade |iberalisations” judging
fromthe "passing of a wi de-ranging Trade Pronotion Act".

This begs the question of how inportant the US market is to Asia,
particul arly Ml aysi a.

Last week, BNP Paribas chief economi st for Asia-Pacific Fixed Incone and
Treasury, Dr Andrew Freris, thought this role had been over-rated.

"The fact remains that although the US is undeniably inportant to Asia,
it is not inmportant as how nmuch Asia matters to Asia,"” he said.

Though he spoke what his Asian audience would like to hear, he did have
a point when he said that although the US econony had gone into a
recession for three quarters |ast year, nost Asian economes did not.

To himthis suggested that the process of decoupling of the Asian
econom es fromthe US had al ready begun

He rightly pointed out it was "a perception” rather than the reality.
But it may be difficult for himto explain that when the Dow Jones on \al
Street in US fell drastically, nmobst Asian markets follow suit. Again, this
could be "a perception”, but a very |long-held one that has now becone a
m ndset .

VWile foreign ideas are good to take note of, Dr Mahathir has a better
suggestion - Asian countries nust conme out with Asian solutions to solve
their own probl ens.

H s argunment is that "Asian civilisation has survived | onger than



others. W nmust be brave enough to go our own way".

No doubt Malaysia will use the success of its exchange control measures
that have insulated its econony fromthe ravaging currency fires of 1997
as an exanple that self-help would be the best policy in the nost trying
tinmes.

Pegging the ringgit to the dollar at RMVB.80 and inposi ng exchange
controls, which by now have been watered down, have |l argely worked for the
Mal aysi an econony.

Critics are quick to point out that the neasures nerely postponed the
pain and the sufferings will cone in due course.

They point to severe reductions in inflow of foreign direct investnents,
shifting of factories out to neighbouring countries, retrenchnents in
unconfortabl e nunbers, and poor stock market performances.

VWhat's significant is that of |ate, there have been renewed calls for
the ringgit-dollar peg to be lifted, with corments from anal ysts (sone of
whom obvi ously have their own agenda) pointing to the negative effects of
a prol onged peg.

Econoni c textbooks list the negative effects as well as the positive
effects but these critics chose to omt the positive effects in their
commrent s.

It is unlikely that the peg will be lifted in the i mediate future, as
the gl obal financial systemis still very much in disarray. There has been
lots of talk but no action on a firmorderly structure that coul d prevent
a recurrence of the 1997 currency crisis.

Soros warned | ast week that "the international financial system has
br oken down" and if this was not addressed urgently, "the situation could
deteriorate further and perhaps culmnate in a systemc crisis".

He argued that the global financial systemhad failed to provide
"adequate capital to countries that need it nost and qualify for it".

"d obal markets suck nost of the world's savings to the centre, but do
not punp noney back out to the periphery,” he said.

Under the circunstances, Ml aysia cannot be expected to lift the dollar-

ringgit peg.
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