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Dismissed initially as an Asian problem when it

began last July, the East Asian financial crisis has
now ballooned into an econom c upheaval of globa
proportion. The financial crisis has since spread to
Russia -- where the IM- has again failed to rescue.
More recently, the financial shockwaves have reached
the Anerican shores. Several Latin American countries,

faci ng nmassi ve capital out f| ows and currency
deval uations, may need to resort to the | M- soon. Wth
the contagion now spread across three continents, the
threat of a global recession |oons |arge. VWhat went
wr ong? Is sonething amiss or different about this

crisis? O is it just the scale and the speed? Has
echnol ogy advanced beyond hunan control? To know this

we have to know the root causes and the secondary and
even tertiary causes if there are any.

2. W have to remenber that the East Asian countries
prior to their financial collapse were anong the nost
successf ul econonies in the world. The econoni c
success is real although attributing it to nmiracles was
quite wrong. These countries grew fast econonmically
because they had apparently found the fornula for
gr owt h. The formula is not the sane but certain

el enents were common.

3. South Korea was ultra-nationalistic. It did not

want foreign conpanies to invest and develop its
i ndustries. It preferred buying technol ogies and
br eedi ng its own entrepreneurs and industrialists.

Japan was its npdel and a source of its technol ogies.
Koreans with any potential at all were given protection
and funds by the Governnment to go into practically any
i ndustry they chose to. Those who succeeded would get
even nore help. Very quickly huge counterparts of the
Japanese tradi ng houses energed.

4, Al t hough these chaebols were largely privately
owned, it did not prevent them from contributing
tremendously to t he rapi d devel opnent and

i ndustrialisation of Korea. They may be considered as



cronies of the Governnent but the cronyismcane nostly
after the Government recognised their potential to

succeed and to hel p pr opel t he country's
i ndustrialisation. Besi des, their success br ought
enpl oyment for the Korean workforce and helped the
smal |l and nediumindustries. It would be wong to say
t hat nobody except thenselves gained from their
success. It is also doubtful iif public [imted

conpanies were floated in order to venture into the
unknown territory of the large-scale industries, such
public limted conpanies would succeed. Certainly
rapid success would not have been possible as the
managenment and decision making process of public
conpani es are conplex, tedious and cautious. Conpanies
with strong | eadership by the proprietor chi ef
executive are nmuch nore able to nake forays into
unknown territories and to take bold actions to
over come obst acl es.

5. Qoviously any lack of skill would result in early
failure and dropping out. So a few would survive and
succeed. And these would grow very rapidly, especially

as the CGovernment with nationalist objectives extending
hel pi ng hands.

6. Wthin a very short space of time a nunber of
chaebol s energed whi ch seem capable of unlimted growh
in every direction.

7. Rapid growth necessitates borrowi ng huge funds,
first from donestic sources and then from foreign
sour ces. Cash-flow for the servicing of |oans was
i mportant. Profits were not too inportant. The
Koreans were in the gane of catching up. They had to
grow. All earnings nust go into expansion. In no tine
at all the Koreans energed as an econom ¢ power house.

8. The foundati on may seem weak but as long as they
can grow and generate cash-flow they were safe. As the
chaebols grew and expanded Korea prospered. The per

capita incone qualified Korea for nmenbership of the
OECD

9. There was no doubt that Korea was a success story.
Its way of doing business is obviously not the sane as
the mature econonies of the Wst or even of Japan but
it was an econom c success. The people as a whole
prospered, were well educated and quickly became highly
skill ed. There was no reason to think that if they
continued to enploy their strategy they would becone a
devel oped country fairly soon

10. The Koreans nay be said to be practising crony-
capitalism par excellence. Apparently only a selected
few benefited and energed as great tycoons owning



chaebol s. But if others are given the same kind of
sel ective support by the Governnent would they not be
regarded as the Governnent cronies al so? If a great
many were to get the sane support indiscrimnately
woul d t he strategy work? The capacity of t he

Government would be nuch stretched and it is likely
that none would really succeed. They would all be
small  or mdsize conpani es which would not contribute

t owar ds Korean nationalistic developrental targets.
Korea would be just Iike any other devel oping country,

struggling for years to feed its people. The nost
tal ented or adventurous would migrate. The | ess
ent er pri si ng woul d stay hone in a perpetual ly

devel oping country. But Korea created the tycoons and
t he chaebol s and achi eved trenmendous growth to becone a
Newly Industrialising Country. It nust be renenbered
that Japan did the same even nore thoroughly during the
Meiji Restoration.

11. In Southeast Asia the ASEAN countries decided to
depend on foreign investnents for their devel opnment and
i ndustrialisation. Unless the donestic narkets are
i nvol ved, the foreigners were free to do anything,
i ncluding owning 100 percent of the industries. Thei r
gains were less and slower in comng than in the Korean
case. It took them a long tinme to acquire t he
technologies and the skills of industrial managenment
and investments. It took thema long tine to build up
the capital they needed to grow big.

12. But eventually they did produce their snaller
versions of the chaebols. Certain industries mainly
those serving the |ocal markets, were kept out of the
hands of f orei gners. VWhen privatisation becane
acceptable the state enterprises and the big wutilities
were handed over to those |ocal businesses which had
grown bi g enough to handl e these state-owned entities.

13. It rmust be remenbered that nost of the state-run
busi nesses were noribund. They were regarded as the
services to be provided by the state due to the taxes
paid by the people. Thus the roads were built and
mai ntained by the state for the use free of charge
mainly, by the tax payers. No return was expected by
the state. Since the state had i nadequate funds the
r oads were badly constructed and even nore badly
mai nt ai ned.

14. Privatisation renoved nost of the responsibility
of the state to build and maintain roads. But since
the state continues to collect taxes, the state nust
return the taxes to the people in sone way. And so the
state subsidises the construction and rmmintenance of
t he public wutilities by selling off at a much
di scounted price. That way the charges, road tolls in



the case of sone of the hi ghways, would remain | ow.

15. Agai n sone people have to be sel ected for whatever
enterprise or industry that the Government wi shed to
pronot e. It does not matter who was sel ected, whether
they are friends of the Governnment |eaders or not;
whoever gets selected for anything at all, wll be
| abel l ed cronies of the Governnent. Even when public
conpanies are selected the charges of cronyism would
still be nmade. Just about any busi nessnman who benefits
in anyway from Government decision would be labelled a
CGovernment  crony. That the selections wer e made
through open tenders made no difference. They would
still be considered as cronies.

16. Only i f foreigners get t he pr oj ect
unconditionally, wthout regard for national benefits
woul d the accusation of cronyism not be made. The
foreigners must be allowed to take everything for
t hensel ves wi thout any restriction. Their claim is
that they, because of their absolute superiority, were
doing a favour to the countries concerned because they
woul d provide the best services and goods at the best
cost, not necessarily the | owest cost of course. That
t hey make huge profits for thenselves is totally
acceptabl e even though they provide unfair conpetition
for the | ocals.

17. In both Korea and Sout heast Asian countries there
is probably sone degree of true cronyismand nepotism
There mnust be sone who have been given opportunities
and help because they were cronies or nmenbers of the
famlies or connected. But it is not correct or fair
to assume that everyone who had been 'favoured were
cronies. Even nenbers of the famlies may have
legitimacy in their dealings involving the Governnent.

18. VWhet her the practices and the strategies of these
countries were good or bad, no one can say that they
had failed to develop their countries well and fast,
have given their people ever higher standards of
living, increased their technol ogical, educational and
other skills and generally put themand their countries
strongly on the path of progress way ahead of other
devel opi ng countries. 1In fact left to thenselves these
countries would catch up with the devel oped countries
in arelatively short-space of tine.

19. Wuld these countries practising what they have
been practising collapse economcally? They may not be
able to keep up the pace, they will have hiccups. Sone
of their businesses and their banks would fail. But it
is doubtful that they wll suffer total collapse.
Certainly not suddenly and simultaneously -- one nonent
hale and hearty and the next nonment tottering aimessly



about in a state of total collapse.

20. Shoul d anything happen to their bank or
institution or business, no matter how big, efforts
could be made to turn themaround. Rescuing conpanies

is sonething that everyone does. The idea that
conpanies which fail nust not be rescued is not a
matter of religious injunction. Too many innocent
peopl e would be punished if businesses are allowed to
fail. Puni sh the wong doers by all means but Kkilling
the conmpany serves no good purpose. The innocents

would be the one to suffer nost. And so if there are
failures, the conpanies could be resuscitated and the
country go on prospering. The countries of FEast Asia
woul d not col |l apse suddenly and si multaneously. There
woul d be no nmssive contagion, only sone tenporary flu

21. But we know that the countries of East Asia
suddenly coll apsed together. |If it is not because of
their bad Governnents, their corruption, their crony-
capitalismand nepotism then what?

22. They col | apsed because their wealth was taken away
from them through their nmoney being devalued. They
col |l apsed because they were suddenly nade extrenely

poor. They were not able to pay their debts, not able
to bor r ow, not able to finance their busi ness
activities, not able to do anything. They wer e

financially paral ysed.

23. When their currency is deval ued the cost of buying
foreign currency to pay debts or to buy raw materials,
conponents or services becane unaffordable. Interest

rates and credit squeezes do not hel p ei t her
Si mul taneous attacks on the share markets render the
conpani es insolvent as banks call for nmargins. Non
Perform ng Loans (NPL) increased.

24. The col |l apse is caused by currency being deval ued.
There may be other excuses but it is devaluation which
precipitated the collapse. How does the currency get
deval ued? Did the currency sense that the Government

was cor rupt etc and decide to devalue itsel f?
Qovi ousl y not . Did the Governnent deval ue t he
currency? The Governnent obviously did not. Then who

did? The currency traders did.

25. Wy did they do it? Is it because they feared
they would | ose nobney? No. There is no evidence that
they were holding |arge quantities of the currencies
concer ned. So a fall in the value of the currency was
not going to cost them anything, neither would a
reval uati on give themany profit. But by borrowing the
currency and then selling it they could cause the
currency to depreciate. And when it had depreciated



sufficiently they could buy the currency and deliver to
those who had bought at the higher prices and so make

handsome profits. No | ack of confidence or fear of
| osing noney on their investnents are involved. It was
the possibility of making huge profits through short
selling that notivated the currency traders. It was

greed; a kind of greed that cares nothing for the
destruction caused, for the collapse of perfectly
heal t hy and prosperous econom es, greed that thrives on
the m sery of others.

26. These currency traders control and manage huge
funds invested in by the very richin the very rich
countries. On top of that they could | everage by, in

the case of the Long-Term Capital Managenent Fund, up
to 200 tines. They are well connected. They are the
cronies of the bankers who nanage huge funds bel ongi ng
to the public. They believe that if they are big no
one can stop them from mani pul ating the nmarket any way
they wi sh. The Central Banks of developing countries
with their puny reserves would be bankrupt long before
they, the funds, have risked even a fraction of the
huge suns at their disposal

27. The fact that by devaluing the currencies they
create financial turnoil, inpoverish the countries and
their people, throw mllions out of jobs and deprived
them of food, nedicine etc, cause them to riot and
destabilise previously stable Governments and even
cause these CGovernments to be overthrown -- all these
bothered themnot a bit. They nerely claimthat these
Governments were bad and they had lost confidence in
them and so pulled out their noney. That they had not
invested at all in these countries and really did not
have anything to pull out, did not bother them That
their 1oss of confidence would not cause them to |ose
anything also did not bother them If the act of
pul I'i ng out their noney would earn them handsone
profits, then they would borrow the money in order to

pull it out. The inportant thing is to make nmoney from
the opportunity which they could create based on their
alleged lack of confidence. |If the fundamentals are

good and there is no reason for |osing confidence, then
contagi on can be a good reason for loss of confidence.
Any reason is good enough for borrow ng the currencies
in order to pull out, to short-sell and to reap huge
profits.

28. And so one after another the tiger econonies of
Asia had their currencies devalued by the currency
traders and all their Governments were accused of
corruption, nepoti sm crony capitalism and
nm smanagemnent . Everyt hing they had done before which

enriched and devel oped their countries were now bl amed
for creating t he |l oss of confidence, and t he



deval uation of their currencies. The whole world
joined in the chorus, accusing the Governments of East
Asian countries of causing their countries to descend
into financial and economic turnoil.

29. No nmention was nmade of the role of the currency
traders except that they had | ost confidence and 1like
herds of cattle they rushed off with their noney. Thi s

is their right. Wy should they put their noney at
risk? They invested in order to nake nopney, not to
prop up corrupt Government. But one might point out
that they never really invested in these currencies.
That is irrelevant. Since they saw an opportunity to
make rmnoney by borrowi ng the currency, selling it down
and profiting by it, why not?

30. They al so attack the stock nmarket, selling off the
shares they hold or the share they borrowed. The share
i ndi ces plumreted. The conpanies lost their capital and
became wunable to neet nmargin calls or pay debts. The
share value went bel ow the asset val ue. These conpani es
can be bought for a song. They no |onger pay the
Government any tax on their profits. They were not
maki ng any profits. They were |losing. The CGovernnent
cannot nmake ends nmeet now.

31. Here is where the | MF cones in. Loans are offered
on condition the countries allow foreign companies to
acquire businesses or start businesses wthout any

condi tion. QO her conditions inmposed such as higher
interest rates and credit squeezes ensured that nore
banks and conpanies go into failure. The turnoil
wor sened. But not to worry. The conpanies and banks

fail ed because they were bad and should be got rid off.
Only good conpanies would remain and when the econony

recovers it would be healthier. But the currency
refused to recover. It becane worse instead.
32. Eventually the M- is blamed. Still the currency

traders are not blamed. They were left free to rape
other countries. So long as they do not disturb the
econonies of the rich countries no blanme was attached
to them

33. Feeling safe and not being conscience-striken by
the tragedies they have wought all over the world, the
fund nanagers grew bolder. They borrowed nore and they
directed their attacks against every country that they
could nake profits from Only the countries where
their main investors like were left free.

34. But then Russia collapsed totally wunder their
attacks and the Russian Rouble becane totally wuseless.
The Long-Term Capital Managenent Fund lost a huge sum
of noney. Nobody really knows how nuch they |lost as



transparency is demanded by themonly of others but not
of themnsel ves.

35. But transparent or not the lenders to the fund
cannot hide the huge |osses they had sustained. We
know sonme of these individual |osses by banks and
various funds exceed billions. W know that the Fed
had to force banks to bail out the LTCMwith some 3.5
billion dollars. But we will never learn the ful

story because surreptitious rescues are being nounted
to bail out the others. The investors in the LTCM are
VIPs and wunlike the nmillions who are starving in the
poor countries raped by the funds, they nust be saved.

36. Cronyism is extensive in the operations of the
banks and the funds. They all know each other and they
talk all the time to each other. In many instances

t hey had previously worked together in the same
institutions or conpanies. Subscription to the funds
are by invitation only and obviously those invited are
known to the managers of the funds. Al though the funds
may conpet e with each other, there are enough
i ndi cation that they al so coll ude.

37. Whenever any currency is sold, there nust be
soneone who bought. If buying a currency woul d reval ue
it, then it should be revalued as often as it is
deval ued. There cannot be any sale wthout any
pur chase. There nust always be a willing buyer and a
willing seller. They would neutralize each other. But

it would seemthat sonetines there were only sellers
who deval ue the currency wi thout there being any buyers
to reval ue the currency.

38. Sonetimes the market is thini.e only very snal

amounts were being bought or sold. Yet on the basis of
these small deals the whole currency gets deval ued or
reval ued. How can such small transaction result in
billions being lost or gained by whole nations.?
People, mllions of themget inpoverished, starved,
| ost access to nmedical treatnment because a few people
sold a small anobunt of currency in sonme faraway place.

39. The CGovernnents of many East Asian countries may
be bad, may practise cronyism nepotismetc. They may
provide an excuse for |oss of confidence by the so-
called market force. But these Governnents did not
devalue their currencies nor did the currencies sense
t he wi ckedness of the CGovernnents and deval ue
t hensel ves. The currency traders deval ued t he
currencies by their specul ation and mani pul ati on. The
IM= did not devalue but they hel ped the process and
t hey provide additional excuses for the currency
traders to devalue the currencies further. If the
countries failed to inplenment the strictures of the



| MF, t hen the currency traders would cause t he
currencies to devalue further. The IMF is not quite
cul pable but it wused the threats of the currency
traders to extract the maxi mum conpliance from the
subj ect Governnents.

40. The currency traders are no doubt the people
responsi bl e for devaluing the currencies. They are the
cause of the currency turnoil. They spread it
wor | dwi de. They precipitated the current recession in
every country. They are well on the way to bringing
about a worl dw de recession.

41. If we are going to manage the Asian Financia
crisis wth any possibility of success we have to dea
wi th currency specul ati on and nani pul ati ons.

42. It is said that the volune of currency trading is
20 times that of world trade. It is perhaps even
bi gger now. But what is there to show for the anpunt
of noney involved? Wrld trade creates wealth and jobs

and industries and all and every kind of economc
activities. Wthout world trade good growh for any
country would not be possible. The transportation

i ndustry, the shipping, air freighting, land transport
of every kind, insurance, stevedoring and a host of
other comercial activities would not be there without
world trade. The world is as developed as it is today
because of world trade in goods and services of every
concei vabl e ki nd.

43. If world trade is 20 times its present val ue, then
the wealth and the well-being it creates would be
uni magi nabl e. Every country, rich or poor, backward or
advanced woul d be considerably enriched. But we know
that the wealth of the world is due largely to the
trade in goods and services, while currency trading
despite being 20 tinmes bigger has not contributed
anything to the well-being of the world, to economc

devel opnent. I ndeed we know for a fact that currency
trading has destroyed the economies that world trade
had built, has inmpoverished mllions and now threatens

to cause a world depression. A few very rich investors
may have mmde huge profits for thenmselves from the
trading in currencies by the so-called hedge funds but
their conbined profits could add up to only a fraction
of the ampunt of wealth they have destroyed. And now
we see that they can fail too and drag down with them
the rich investors, the banks and other hedge funds.
Despite bailouts the collapse of just one hedge fund
i nvol ved in currency trading is likely to cause
wor | dwi de recessi on.

44. It is clear that currency tradi ng has not done any
good for the world, in fact has been the cause of the



pr esent financi al and econom ¢ turnoil, has
i mpoverished the world. Unless currency trading is
recogni sed as the root cause of the present problem

corrective actions cannot be nmade. Cosnetic
adj ustnents, correcting peripheral causes etc wll not
do any good at all. Nor would an adm ssion that

currency trading is too big and too powerful to be
regul ated hel p overcone the problem

45, Exchangi ng one currency for another is necessary
for world trade. But currency trading in the present
form is not essential. |If currency trading cannot be

done away wth, then it should be properly supervised
and regul at ed. This is possible if the big rich
econom c powers are willing to cooperate, to enact |aws
and rules and to enforce them

46. Currency trading nust be forced into the open. The
world acted in concert to prevent noney |aundering.
There is no reason why the world cannot act in concert
to regul ate currency trading.

47. Such trading must be registered and licensed in
the countries where they operate. Banks nust be made
to reduce the noney they lend to these funds to
reasonable multiples. The basis for changing t he
exchange rate nust be regularised. So long as there
are buyers, there should be no change in the rates.
Only a certain percentage in the change of exchange
rates should be allowed for a given tine. Any rate
exceeding the percentage allowed should result in
stoppage of trading. The sellers rmust deliver within a
speci fied period the noney sold. An anount not
exceeding a certain percentage of the trade of the
country concerned nust be fixed as the nmaximum limt
for any deal on any day.

48. oviously the rules and regul ations and laws will
prevent the traders from making the kind of profit they
are wused to making. But if trade in goods and services
are linted by what the narket can bear, why should it
not limt trade in currencies? Mist we protect the
excessive profitability of currency trading to the
extent of plunging countries, regions and the world
into economic turnoil and recession?

49. Free trade is good only if it brings about wealth
and benefits to the peoples and the countries invol ved.
Free trade is not neant to profit one at the cost of
the destruction of the other partner. If free trade
neans that the rich can rape the poor, then we mght as
well resort to conquest and col oni sation of the poor by
the rich and the powerful. |If this is what the world
economic order is going to be like, then we might as
well not talk about the independence of nations and



human rights. It would be the height of hypocrisy if
we accept the exploitation of the poor by the rich as
the norm when we all talk about a brave, humane new
gl obal soci ety. W are actually backsliding and
returning to the Dark Ages, the age of superstition in
which economic and political exploitation nust be
subscribed to by everyone on pain of being declared a
non- bel i ever and being burnt at the stake.

50. You are going to discuss the managenent of the
Financial Crisis. You are going to identify t he
lessons and the challenges. | amsure you are not
indulging in an acadenic exercise. Pussy footing
around wll get us nowhere. You will have to face the
pr obl ens squarely and be wlling to accept t he
condemmation of the rich and the powerful if your
conference is to contribute anything at all to the

solution of the financial crisis faced by the world. I
hope you are willing to face up to the chall enge.
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