ital Controls

Q.
)
&)
L=
S
=
o
o
V
R

T




Contents
List of Tables il
List of Figures ix
Preface X
Abbreviations xii
1 State of the debate 1
Purpose and scope 3
Preview -
2 Pre-crisis Malaysian economy: an overview 8
Policy context 8
Economic performance 13
Concluding remarks 21
3 Capital account opening, capital inflow and share market
boom 24
Capital account regime 24
Surge of capital inflows 26
Share market boom 32
Concluding remarks 35
4 Capital Aows and signs of vulnerability 7
Vulnerability indicators 37
Signs of vulnerability 44
Concluding remarks 58
5  Omnset of the crisis, policy slippage and economic collapse 61
Currency slide and share market collapse 61
Muddling through 63
Economic collapse 67
Concluding remarks 71
6 Policy turnaround: from muddling through to capital control 73
Rejecting the IMF 73




9

Contenis

Capital control-based policy package
Concloding remarks

The recovery
Overall patterns
Domestic demand
Sectoral patierns
Fiscal position
External position
Concluding remarks

The role of capital controls

Monetary policy autonomy

Banking and corporate restructuring

Fixed exchange rate and international competitiveness
Impact on foreign direct investment

Impact on porifolio investment

Concluding remarks

Conclusion

Appendix
Bibliography
Index

103

111

116
134
151




Tables

21
22
23
24
31
32
33
34
35
4.1
42
4.3
4.4
45
46
4.7
4.8
5.1
6.1
7.1

8.1
8.2

Economic growth: Malaysia and other Asian economies
Malaysia: selected economic indicators, 1980 and 1985-97
Sectoral growth performance: contribution to GDP and real
growth rates, 1970-96

Malaysia: external debt, 1990-98

Net capital flows to developing economies, 198497
Malaysia: net capital inflow, 1990-97

Net capital flows to East Asian developing economies

Stock market capitalization (% of GDP): East Asia,

Australia and the USA

Kuala Lumpur Stock Exchange: tumover, new issues and
sectoral composition of new issues, 1990-98

Malaysia: end-of-year stock of volatile capital and foreign
exchange reserves, 1990-97

Reserve-mobile capital ratio of selected East Asian countries,
199097

Ratio of private sector credit to GDP in selected East Asian
countries, 1988-97

Malaysia: sectoral composition of financial sector credit to the
private sector, 198697

Sources of business fixed investment in selected East Asian
countries, 1996

Real exchange rate: in Malaysia and selected East Asian
countries, 1991-97

Current aceount balance in Malaysia and selected East Asian
countries (% of GDP), 1990-97

Share of short-term debt in total extermal debt in Malaysia and
selected Asian countries, 1990-97

Malaysia: balance of payments, 199799

Malaysia’s selective capital and foreign exchange controls
Malaysia: selected economic indicators, 1997Q1-20000Q2
GDP growth in Malaysia, Korea and Thailand, 1995-99
Malaysian banking system: indicators of lending performance

vii

13
15

16
19
27
28
30

33

45
47
49
50
51
56
57
58
70
T?

85

102



wiii

8.3

24

Al

A2

A
Ad

Tables

Foreign direct investment in Korea, Malaysia and Thailand,
1995-200002

Investment applications and approvals in Malaysian
manufacturing, 1996-99

Net portfolio capital flows, March 1999-May 2000

Malaysia: a chronology of crisis, policy response and recovery
Malaysia: capital and exchange control measures prior to and
after 1 September 1998

Korea: selected economic indicators, 1997Q1-199904
Thailand: selected economic indicators, 1997Q1-199904

106

107
108
116

128
130
132




lampurSmckExdungc:mmp:mshm:prmmdex
italization—GDP ratio

ia; bank credit to the private sector as a share of GDP

alaysia: indices of nominal exchange rate, relative price and
exchange rate

ange rates of Korea, Malaysia and Thailand, January 1997-

2000

wing, 19960Q1-199903

onith yshmmkehﬁmniﬁtn.hhhymmw

Real exchange rate index: Korea, Malaysia and Thailand,
Inm:ylﬂﬂ?—l:ebmarym

exchange reserves relative to the stock of mobile capital,

32

&

i5

63

2

o 4

101

104



