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" Restoring Confidence, Regenerating G ow h:
Managi ng G obal i sation Better "

It heartens nme to see so many of APEC busi nessmen
present here today. Going by the press coverage |eading

up to this summt on whether anyone was comng to the
Kual a Lumpur APEC Econonmic Leaders Meeting, | was
initially concerned as to whether we had ordered too
much f ood. Now, | ooking at the | ar ge busi ness

representation here in this Independence (Merdeka) Hall
I hope ny earlier concerns have not Iled the chef

ordering too few desserts for dinner tonight.

2. As host to APEC this year, Malaysia feels a strong
sense of responsibility that the neeting should help

tackle the current econom c problens. As we approach

new mllennium it is inmperative that we devi se and
in place a better economic and financial reginme

a
put
now

referred to as architecture for the world. Sone of these

will be the result of technol ogical progress but others
wil | reflect the energence of new conmmercial and
soci ol ogi cal ideas and values. Wth your indul gence, |
would like to take this opportunity to discuss the
present architecture or lack of it as manifested by the
anar chi cal and wunregulated capital fl ows in t he

i nternational nonetary system |In doing so we nmnust

not

be tied down by fanatical beliefs which act as nental

bl ocks to our recognition of the facts invol ved.

3. What are the facts?

4. Firstly before July 1997, before the Thai Baht cane
under attack and was devalued, the countries of East
Asia were all prosperous. Such was their prosperity

that they were described as economic tigers and dragons.
Their prosperity was not just confined to a privileged

few although these privileged few did exist. Thei r
prosperity was very well distributed. They wer e
successful in reducing poverty to below 20 percent of

their population. Malaysia had reduced this to below
seven percent. Their per capita inconmes had increased

from the level of |east developed countries to

t he



m ddl e-i nconme group. For developing countries their
infrastructure was far superior to those of ot her
devel opi ng countries. Unenploynment rates were very |ow
so much so that workers fromother region flock in to
share the prosperity.

5. Their Governments were not the best in the world
but despite obvious cases of cronyism etc, they nust
have been doing sonething right to prosper their
countries. They were largely stable. Soci al and
political unrests were mninal.

6. This was the situation in the countries of East
Asi a. But by July 1997 the dragon economies of East
Asia were collapsing one after another. What happened?
The CGovernnents were the sanme. They had not changed
policies or systens. The people were peaceful and were
working as hard as ever. There was no revolution or
civil war or even street denobnstrations.

7. Despite everything remaining the sanme they al
suddenly experienced econonmic turmoil. Their banks and
busi nesses collapsed. MIllions and nmillions of workers

lost their jobs. There was not enough food or nedicine
or mlk for the children. G vil unrest and street denps
with looting and even killings and rape becane conmon
phenonena. And Governments were overt hrown.

8. VWhat triggered all these upheavals was the rapid
deval uation of the currencies of these countries. And
al ongside this cane the collapse of the stock narket.

9. It is accepted that ever since the Bretton Wods
fixed exchange rate regime was abandoned the exchange
rates of currencies had never been stable. Businessnmen
had to hedge agai nst exchange rate changes and busi ness

went on without too nuch difficulty. But when the
exchange rate changes became violent, rapi d and
unpredi ct abl e busi ness must be affected. In one case
the fall in the value of the currency was 600 percent

i.e you require six times the amount of local currency
in order to pay for whatever it is you want to inport.

10. Admittedly currency devaluation has di fferent
effects on different people. For exporters of Ml aysian
Palm Q1 the earnings and profits increased because the
sale was priced in U S Dollars. For inporters the cost
of goods increased resulting in higher prices at hone.
For those who inport conponents to add value and re-
export, the bl essings were m xed.

11. Businesses and banks can go bankrupt very easily as
| oans and |oan repaynents becanme inflated greatly.
I ndeed nmany banks and busi nesses cl osed down resulting
in unenploynment. The cost of living rises resulting in



demands for higher wages. Eventually there would be
strikes and riots if the Government fails to provide
relief. But the Government also finds its revenue
decreasing as corporate taxes shrink.

12. The net effect is to inpoverish the country and the
peopl e.
13. It is suggested that the econony would recover if

financial reforms are carried out, if GCovernments are
less corrupt etc. But those countries which tried to
conform have found that reforms have not nade things any

better. In fact the economic turmoil worsened despite
the reforms and the loans from the | M. There are
attenpts to paint a happy picture of economnmies under the
I M= recovering. But the facts belie this. The people
in these countries are still suffering unenployment and
shortages of food and other goods. None of t he

currencies of these countries have regained their
previ ous strength.

14. In any case if they recover there is no guarantee
they will not be attacked again by the currency traders
and the share nmarket raiders. Several Latin American
countries have been attacked repeatedly with grievous
results despite their reforns. The fact is t hat
currency traders attack not because the GCGovernnents or
the systems are bad but because they see opportunities
for maki ng nmoney for thensel ves. An inpoverished
country offers themno such opportunity, but a mddle
i ncome country would have sufficient noney to yield a
good return for them but would not be strong enough to
take counter neasures.

15. Al l egations about bad Governnents etc are just
excuses. For the currency traders it is the profits to
be made that influence their decisions to attack the
currency. In a word it is greed.

16. It is said that currency trading is 20 tines the
value of world trade. W all know that world trade is
econom cally beneficial to every country. Jobs are
created, i ndustries flourish, I and, sea and

transportation and all kinds of businesses are generated
because of world trade. There is probably not a single
person in the world who does not gain sonething from
world trade. It is reasonable to expect that if world
trade is increased by 20 tines, then the whole world and
everyone on earth would be greatly enriched.

17. But what is there to show for the huge trade in
currency, 20 times bigger than world trade? The nunber
of people who invest in the hedge funds and the banks
are very small -- thousands perhaps as against a world
popul ation of six billion. These people are rich people



who can live confortably wthout the profits from
currency trading. |In contrast tens of millions of poor
workers lose their jobs and are starving because of
currency trading, not to mention the loss of wealth of
many devel oping countries which run into hundreds of
billions.

18. There was no currency trading as such severa
decades ago and the world's econony did not do badly.
Indeed the world' s econom es were nore prosperous. | f

there is no currency trading nowthe world' s econony
woul d not coll apse. Nobody would really suffer

19. We need to change noney for the purpose of trading.
W need to determ ne how many units of one currency is
equal to how nmany units of another currency i.e the
exchange rates. But we need not leave it to the

currency traders to determine the rate. Various indices
can be wused and Governnents can agree to a reasonable

exchange rate. It may be difficult but it is not
i mpossi bl e.
20. There are many mechanisms for determining the

exchange rates which can be devised by the fertile ninds
of econom sts and financiers. Governnents of powerfu

countries j ust cannot abdi cate their rol es in
determ ni ng the exchange rate nechanism They owe it to
their peoples and their countries to accept t he
responsibility for determ ning the exchange rate.

21. The excuse they give that currency trading cannot
be made transparent is ridiculous. On the one hand the
currency traders condemmed CGovernnents for their lack of
transparency, on the other hand these self-appointed

di scipliners of Cover nnent s are t hensel ves not
transparent. Despite dealing in billions and trillions
of dollars we do not know who they are, how they trade,
where they trade and who invests with them It is only

when they fail, as the Long-Term Capital Managenment Fund
fails that we Ilearn about them and their nassive
t radi ng.

22. It is shocking to learn that with a capital of four
billion the Fund could borrow up to one trillion
dollars, 250 tinmes nore. Banks are supposed to exercise
prudence. Is this what is nmeant by banking prudence?

Aren't the Governnents supposed to supervise banks or
have t hey abdicated this role al so?

23. While nothing was done to stop such banking
i mprudence, rich Governnments were quick to act to bai

out the hedge funds, using noney deposited in the banks
by ordinary people. The rich investors in the hedge
funds are being bailed out with noney bel onging to poor
people. Yet the sanme Governnents condemm any bail out of



corporations belonging to the public using public funds.
The inconsi stency and doubl e- st andards are gl aring.

24. The econony of Malaysia is mnute conpared to the

worl d's econony. If there is no Malaysia the world's
econonmy will not collapse. W cannot do anything to
affect the world's economny adversely or otherw se. We
are just too insignificant. Hence the furore over

Mal aysia's decision to stop the Ringgit from being
traded by the currency traders is quite unreasonabl e.

25. We have not hurt anyone, except the currency
traders. Even then only mnimally because the Ringgit
is only a small fragment of the huge trillion dollar
trading that the currency traders are involved in. No

one else is affected by the Governnent declaring that
of fshore Ringgits would cease to be |legal tender unless
they are returned to the country one nmonth after the new
policy was announced. The owners of offshore Ringgits
woul d continue to own themw thin the country where they
can earn interest or be profitably invested.

26. O her than this all business transactions are
unaf f ect ed by the action taken by the Mal aysi an
Gover nrent . Al inports and exports nust be paid in

foreign currencies. There is nothing newin this as al
foreigners convert the Ringgits into their currencies
when they receive paynent. Now they don't have to

convert as the local inporter will convert the Ringgit
locally in order to pay for his inports. Mal aysi an
exporters wll be paidin foreign currency which they
can convert to Ringgits wthin the country. Thi s
arrangenent has not caused any problem In fact
Mal aysi an trade is as active as ever. 1In the two nonths
of the so-called capital control Ml aysia registered a
trade surplus of over six billion Ringgit.

27. Wthin the country only the Ringgit is used. The
exchange rate with the U S Dollar is fixed at RMB.80 to
USD1. 00. The exchange rates between the U.S Dollar and
other «currencies are used to determine the R nggit

exchange rate with these currencies. Si nce t hese
exchange rates nobve, the Ringgit exchange rate wth
other ~currencies also nove. But as 70 percent of

Mal aysian trade is done in US Dollar, the variable
rates of exchange of the U'S Dollar against other
currencies do not affect Ml aysian trade nuch.

28. As the U. S Dol l ar weakens agai nst other currencies,
the Ringgit wll also weaken. W are now about seven
percent weaker as conpared to our neighbours. That

simply makes wus nore conpetitive. W need not change
the exchange rate unless it is too weak or too strong
conpar ed to our conpetitors. Al ternatively, our
conpetitors can weaken their currencies or strengthen



them according to their conpetitive needs.

29. The other leg of the currency control has to do
with the inflow and outflow of short-termcapital into
the share market. By requiring the capital invested to
stay in the country for one year we hope to prevent

short-selling. Speculators will not like this but again
the Malaysian portfolio is mnute by conparison to their
wor | dwi de operati ons. So it would not affect their

noney- maki ng operations very mnuch.

30. I am enphasising the smallness of the Malaysian
mar ket sinply because nmany great econonic and financia
m nds seemto think that we have done something that can
danmage the process of liberalisation and globalisation
of the world financial system W cannot. W are too

smal | . Wy not | eave Malaysia alone with its
i di osyncr asi es. If we are wong then we wll pay the
price. It would serve wus right. But the wor | d

conmunity would have | earnt something and be better off
for it.

31. The reason for Ml aysia renmoving the Ringgit out of
the reach of the currency traders is because we stil
believe that <currency traders are too powerful and
conpletely irresponsible. They don't mnd bankrupting
countries and regions, inmpoverishing mllions of workers
and destroying whole -economies in their quest for
profits. W had asked the world to regulate t he
currency traders but we were |aughed at for not
understanding the world's financial system for being in
denial, for profligate ways, for building the world's
hi ghest buil ding etc.

32. Now the world is beginning to realise that the
activities of the currency traders can adversely affect
them also. And they have called for sone studies. From
past experience we know they are going to take a |ong
time. And when they decide it could possibly be only to
their benefit. The devel oping countries cannot hope for
a regine that can save themespecially as they will not
be involved in the fornulation of that regine. The |ast
time the G 7 decided to correct the inmbalance in their
trade with Japan, they revalued the Yen, suddenly
pushing up the debts of devel oping countries by two and
a half times. Aready the G7 is talking about wusing
the IMF to get the devel oping countries to accept |M
i .e devel oped countries guidelines.

33. Mal aysia cannot wait for this process, for the
ponderous novenents of the great powers. Unl ess they
see their own collapse staring themin the eyes, and
they saw this when the LTCM failed, they would not do
anyt hi ng. By the time they decide, it would have been
curtains for Mal aysi a.



34. But we are being urged to reverse our decision
Sone say it is wong while others say we have already

achieved our objective and we should go back now But
we are of the viewthat there is still anarchy in the
international financial market. If we go back there is

no guarantee that we woul d not be attacked again.

35. Again | would like to restate that we are not doing
anyone any real harm So |eave us to our devices. It
woul d serve us right if we fail

36. Qur currency control will remain in place for as
long as the world refuses to bring order to t he
financial market. There is a lot of contradictions

between what the world says it believes in and what it
does. W are constantly being told to abide by the rule

of |aw Presently the world believes in laws i.e in
rul es and regulations to govern the behaviour of
everyone. Yet we are being told also that we nust

deregul ate, we nust |eave finance and trade to narket
forces. Wich one do we follow? M Bill Gates used his
great financial power to build up his business. He is a
true free marketeer. But the U S Governnent thinks he
is being unfair to his conpetitors. We see no
di fference between Bill Gates and currency traders. Why
should M crosoft be penalised for using narket forces
when currency traders are not?

37. In currency trading the Hedge Funds are the Bil
Gates of the International Financial Market. They
conpet e agai nst puny Central Banks of Devel opi ng
Countries. The Central Banks have no chance at al
especially against the conmbined financial strength of
all the Funds and the banks which | end t hem noney. | f
it is wunfair, inproper and illegal for Bill Gates to
corner the market then shouldn't the activities of the
funds be considered wunfair also? If Bill Gat es

conpetitors have to be protected should we not protect
the victins of the Hedge Funds al so?

38. | have dwelled at |length on currency trading. You
are of course not currency traders. |In fact you may not
be affected nmuch by currency trading. But there cannot
be prosperity for anyone if an activity that causes the
i mpoveri shnent of a quarter of the world is not reined
in.

39. Mal aysi a believes in prospering its neighbours, far
and near. It is not charity which notivates us. It s
what we prefer to describe as enlightened self-interest.
VWhen Mal aysia became prosperous because of Japanese
i nvestments, we becanme a good market for Japanese goods.
So the Japanese reaped double benefit from their
i nvestments here.



40. If on the other hand you cause a country to becone
poor you will lose a market. And with that you will get
poorer yourself.

41. East Asia was a huge nmarket for the products of
Europe and Anmerica. Mich of that capacity to buy has
now been lost. This will showup in the trade figures
of the rich countries. They may not be inmpoverished to
the same extent, but they will not prosper as nuch as
t hey used to.

42. Today we are seeing that the whole world is
becom ng adversely affected by currency t radi ng.
Getting the world back on its econonmic feet is going to

be extrenmely difficult. It will take a long tine.
43. A world that is poor is no good to the business
conmunity. An APEC region that is largely poor will not

be good for the econom es of Asia Pacific countries or
the rest of the world.

44. We are rushing onward towards gl obalisation sinply
because we cannot isolate ourselves fromeach other any
nor e. There is nothing that is so inherently good that
it cannot be abused to deliver what is bad. Denocr acy
for exanple is good but some denmpcratic countries seem
never able to have a viable Government. All the great
religions of the world are good, but their adherents
fight and kill each other despite being urged to be
br ot hers. G obalisation too is good but it can be
abused, abused in such a way that instead of worldwi de
prosperity there wll be worldw de poverty or extrene
di sparities between rich and poor, international and
civil disorders, revolts, rebellion and all kinds of
crisis.

45. A obalisation can bring about a better world if we
are not fanatical about it. Not everything that is done
in the nane of globalisation will give good results. W
shoul d always be on the | ookout for adverse consequences
and be prepared to take corrective actions or even to
reverse certain globalisation trends in order to ensure

that these adverse consequences will not befall us.
46. Currency speculation and the rapid flow of
investment capital in and out of countries may be

conpatible wth globalisation. But we have seen how
much harmthey can do to the econonies of the devel opi ng
countries. Wen we see these things we nmust be prepared

to take corrective neasures to reverse the process. I't
is not the systemthat has to be adhered to. It is the
results which count. |If the results are good, by al

nmeans enbr ace t he particul ar mani f est ati on of

gl obal i sati on. If on the other hand the results are



bad, and in the case of currency trading they are bad,
then we should reexanine the system and be prepared to
jettison that expression of the system

47. We nust proceed cautiously with globalisation. The
countries of APEC are not equally devel oped. Any
conpetition between themwll not be fair conpetition
even if the playing fields are level. Handicaps nust be

gi ven so the weaknesses can be conpensat ed.

48. When a country or an econony feels that it is not
going to be overwhelnmed by the massive strength of a
conpetitor, when an econony's handicap is recogni sed and
conpensated for, then there will be confidence and a
willingness to open up. Gowh can then take place and
regenerati on nade possible.

49. We should not reject globalisation. It is comng.
It has to cone to this shrinking world. But the big and
the powerful can be magnani nous and accord the snmall and
the weak time and latitude to prepare and to nake
adj ust ment s.

50. Creative destruction is not the way. W can build
on what we have instead of destroying and expecting
phoenix to rise fromthe ashes. It nay not rise at al

or it may take too long a tine.

51. APEC i s a segnent of the global community. It can
provide a nmodel for the regeneration of the globa
village. W are passing through difficult times and we
need the |essons of experience. The East Asian nmenbers
of APEC can provide the experience and we all can help
devi se t he right formula to restore confi dence,
regenerate grow h and manage gl obal i sation better
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