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It has been repeatedly noted across the globe that this is the most severe economic crisis the world has

faced since the great depression.

At the time of the great depression, however, many Asian nations were engaged in independence
struggles and our citizens were not part of a global economy. This insulated our communities somewhat
from the full effects of the depression. But colonial rule and our limited involvement in economic

activities, beyond our immediate domain, also kept us in poverty long after the depression was over.

Today, the situation is vastly different.

To varying degrees, our economies are fully integrated with the global economy via trade, investment and
financial links that use sophisticated information and computer technology. The effects of a poorly made

decision in New York or London can be felt here in Kuala Lumpur in fairly quick time.

It is no surprise then that the spill-over effects of the U.S. and European initiated financial crisis spread

with the speed of a pandemic. Our economies were rapidly infected, placing an enormous strain on social

and economic welfare across the region.
So, what are the causes of the crisis?

At least there are three reasons that most governments, economists and international organizations agree

as the fundamental causes of the crisis.

First, a severe financial sector mismatch between regulation and product innovation. Sub-prime mortgage
and other creative derivatives, as well as naked short-selling, were kept unchecked and unregulated for
years. The burst of the bubbles of these products have cost many institutional and private investors,
commercial banks, investment banks and event central banks, tens and hundred billions of dollars. As a

result, the banks and financial institutions lost their confidence and trust to themselves and each other.

The second reason, years of global imbalances fueled by the so-called Bretton Woods II system. On one

hand, we have the ballooning US trade and current account deficits in the last two decades. On the other



hand, we have growing foreign reserve accumulation of export-led economies, which in turned was used
to finance the US twin deficits. Although many other factors have also played a part, it is hard to argue

that these large global imbalances for so many years is sustainable and had no role in the current crisis.

The third factor is the Bretton Woods Institute’s inability and lack of resources, in predicting the crisis,
and later assisting countries responding to it. Not only they do not have the required resources, they also
experience credibility issue. Some countries, notably in Asia, even have stigma in re-engaging these

institutions, following their traumatic experience in the late 1990s.
Now, what are the remedies?

Contrary to the IMF prescription to Asian countries in the late 1990s, when Governments had to “tighten
their belt” in the face of the monetary crisis, the global consensus today is for Governments to adopt
countercyclical fiscal measures, to compensate the slowdown of exports and private investment. Put
aside this major difference of prescription, we need to recognize that implementing countercyclical
measures at the time where market liquidity is “the problem” is certainly a daunting challenge for any

emerging countries.

Fiscal expansion has to be prudent to ensure that fiscal sustainability can be sustained in the medium and
long-term. Many developing countries and emerging economies are subject to financial constraints due to

the drying up of global capital and liquidity.

To overcome this problem, at the last summit in London, the G-20 agreed to enhance resources of the
IMF by additional US$750 billion and the Multilateral Development Banks by additional US$100 billion,
and another US$250 billion for trade finance. However, we later learned at the IMF and WB spring

meeting, that only halve of these amount would be likely materialized in the near future.

The crisis has offered us opportunity to create the new global financial architecture. The architecture
should address mismatch between the decision making process within multilateral institutions and the
new realities of the distribution of global economic power. As we know, the Bretton-Woods system
largely reflected the global situation in 1944. Today the world is different place, and multilateral
financial institutions should reflect the influence countries have on global economic developments. Asian

countries’ share of global GDP and reserves, is not reflected in our share of the voting rights of

international financial institutions.

But for this new architecture to work, the IMF and the major shareholders must address the problem of
the IMF stigma. We all know that the stigma of the IMF is associated with a very long list of
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conditionalities that are sometimes unrealistic, as happened in South-East Asian countries in the crisis of

1997/1998.

That is why the initiative of enhancing the resources of the IFIs needs to be combined with fundamental
governance reforms. These reforms must be adopted and implemented immediately. They include giving
developing and emerging countries a greater voice in the decision-making processes and increasing their
representation in senior management. This will hopefully improve the legitimacy, acceptability and
credibility of the IFIs.

To address the mismatch between regulations and market innovation, we need regulators and
regulations that could strike the right balance between allowing the flexibility to encourage market
development and innovation in the financial sector, but are restrictive enough to avoid a repeat of our

current woes.

There will no doubt be some trade-off in terms of the costs associated with tighter regulations, but given

our recent experience the cost of inaction has shown itself to be considerable higher.

Financial institutions should implement a full-disclosure and analysis of balance sheet and off-balance

sheet exposure in their cross-borders operation. And, we must work to eliminate the current conflict-of-

interest that affects credit rating agencies.

To restore confidence in the banking and financial sector, the developed countries will at least have to
be able to resolve much of their own problems: by fixing their economy, cleaning their banks of toxic
assets, stimulating demands, and keeping their markets open. All this will impact positively on

developing countries.

But this is easier said than done. The domestic challenge toward these measures in the respective
developed nations will increase in the coming weeks and months. It is very difficult for any Government
to explain to their people how they could bail out banks and financial institutions with billions or hundred
billion of dollars, while at the same time millions of workers from real sector and non-financial services
become unemployed. However, it is very clear, the sooner we could deal with the confidence issue in the

financial sector, the sooner we could expect the recession will bottom out.

Distinguished ladies and gentlemen

Now, let me speak briefly about Indonesia, and our role in international effort to find global solution to

the global crisis.






