Malaysia’s crisis management and capital controls

Marie-Aimée Tourres




THE TRAGEDY THAT
DIDN'T HAPPEN

Marie-Aimée Tourres

Institute of Strategic and International Studies (ISIS)
Malaysia

PUSTAKA PERDANA

i




CHAPTER TwO: THE POWER TO SAY NO

ntents

Abbreviations and Acronyms
List of Charts

List of Tables
Acknowledgements

INTRODUCTION

CHAPTER ONE: MALAYSIA IN THE ASIAN FINANCIAL CRISIS

1. Preamble

2. Asia’s turmoil: From optimism to pessimism
* The Asian growth context
High savings rate, foreign capital flows and
domestic credit
The driving forces: Investments and exports
* The regional context of the crisis

3. Malaysia, no apparent warning signs
* Strong fundamentals
¢ Economic success applauded

4. Malaysia and the “Tom Yam’ effect
¢ Emerging weaknesses
¢ Falling into the cauldron

5. From shock to anger
* A shared surprise
¢ But one voice was louder
Mahathir vs Soros
Malaysia already different

L

1. A spectrum of diverse explanations

* Pioneer explanations of economic crises
First generation models ,
Second generation models
Third generation models

¢ The failure of economic forecasting

* Explanations specific to 1997
Unsound fundamentals and government
policies
Weak domestic financial system
International environment and inadequate
global financial system

vii
ix
Xi

xiii

10
10

11
14
15

20
20
26

27
27
30

32
32
35
36
39

41

41
42
42
43
44
44
47

47
49

51



CONTENTS

Hedge funds
Contagion

2. Is therg a way out?
* The regional road: An unsuccessful option
An aborted idea: The Asian Monetary Fund
YAn American monopoly
* The IMF: One size does not fit all
One medicine prescribed for three illnesses
The IMF dark tunnel

3. Think globally, plan regionally, act nationally
* No single model
¢ 1997: The inside story
The first measures
1998 Budget
5 December measures
An apparent indifference
The Latin American journey
A mental state of emergency

CHAPTER THREE: GROPING IN THE DARK

1. A new chapter unfolds
o A cornerstone called the NEAC
Highly committed team
Much ado behind closed doors
¢ NEAC and the Cabinet

2. Divided we fall
¢ Investor behaviour, a key problem
Information, rumours and what else?
¢ Be united under the NEAC
Confidence-building measures
Towards a recovery plan
“Love Malaysia, Buy Malaysian Products”
3. Let’s go on with the ‘virtual IMF’ policy
* Trial period
¢ International acclamation under the IMF
shadow
Please don't talk about it
4. The ‘third’ side of the coin
¢ A shared concern
Unneighbourly relations
* CLOB, a thorn in Malaysia’s side

CHAPTER FOUR: THE SINATRA PRINCIPLE
1. Slipping and sliding
* Malaysia and the Washington institutions

53
54

56
S7
58
61
62
63
66

71
71
74
74
75
79
82
83
85

&7

87
88
88
90
91

92
93
94
96
97
100
102

104
104

109
114

119
119
123
124

127

127
129



CHAPTER FIVE:

CONTENTS

¢ What went wrong?

Saving private companies

* The importance of context

¢ When economics meets politics

. The road to reparation

¢ The National Economic Recovery Plan
¢ Strengthening the corporate sector

Home-grown special vehicles
* Danaharta
“You have two weeks”
How does it work?
¢ Danamodal
A sense of urgency
How does it work?
Funding for recapitalisation
* Corporate Debt Restructuring Committee

The final solution on its way

* Another idea
Lessons from others
Nothing new in fact

¢ China, the final inspiration
A relevant experience
Last check

¢ The devil's advocate_

MALAYSIA’S ‘FOLLY’

1.

August, the decisive month
* Malaysia’s last card
¢ Behind-the-scenes suspense

1st and 2nd September 1998, key dates
* The measure that brought down wrath
The 12-month rule
Exit levy introduced
* Pegging of the Ringgit
3.8, the magic number
¢ That’s not all
Complementary measures
CLOB’s time has come  +

. The market, the market

¢ Insulation not isolation
* A strict follow-up

Fire on capital controls
* Dire reactions

* A political ploy

132

138
139
140

143
144
146

148
150
150
154
157
157
160
160
162

164
165
165
166
168
170
172
173

177

177
177
180

184
185
188
189
191
193
195
195
196

199
200
203

205
205
209



CONTENTS

5. Helping hands
¢ Salomon Smith Barney

B * Japanese friend
/ Miyazawa initiative
¥ e Other voices

CHAPTER SIX: AGAINST ALL ODDS

1. Re-arranging the house
* Pro-growth strategy and stimulus package
* On the comeback trail
1st September 1999
Malaysia boleh
* Faster restructuring process
An example now emulated
Complementary road-map
Capital Market Masterplan
Financial Sector Masterplan

2. Assessment debate
* Right timing or too late?
Malaysia vs South Korea, Thailand and
Indonesia
* Pegging, the remaining issue
Pegging stabilises a yoyo-ringgit
Exit solution
3. The merits of the Malaysian selective capital
controls
¢ Major economic side-effects avoided
» Foreign direct investments
Two Surveys
e Social and political stability assured

4. Malaysian story through rating agencies
¢ Venerable institutions with limits
 The highest cost of capital controls
Growing re-acceptance
¢ Bond issues, a clear vindication

5. The rule admitted one exception
e New wave of comments
¢ Good pre-conditions are not enough

CONCLUSION

Annexes
Chronology

The Interviewees
References

Index

218
216
218
219
223

229

229
230
234
238
240
241
241
244
245
246

247
247

249
254
254
257

259
260
261
263
267

269
269
272
273
276

280
281
283

285

289
303
315
325
335



	Untitled-1.tif
	Untitled-2.tif
	Untitled-3.tif
	Untitled-4.tif
	Untitled-5.tif
	Untitled-6.tif

