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All stand to gain from 
M ALAYSIA ‘contin- 

ues to record im- 
pressive rates of 
growth averaging 

more thaneight per cent per 
annum over the last eight 
years. This high growth is 
also forecast to continue 

iE aEoEEie%aE$a 
faces inflationary pres- 
sures, with inflation around 
four per cent r annum. It 
i; assumed, o r course, that 
since we have growth there 
must be inflation, the high- 
er the growth, the higher 
the inflation. 

But countries not experi- 
encing growth also suffer 
from inflation, in some 
cases very much higher, 
running into more than 

growth and inflation must 
always go together. 

Inflation has been vari- 
.ously defined but it is gener- 
,ally accepted to mean an 
increase in the price of 
goods and services over 
time. However, the Consum- 
er Price Index (CPI) recog- 
nises that the increase in 
price per se does not concern 
us as much as the increase 

price of caviar or smoked 
salmon or a Martini will 
mean little to the average 
consumer. Other than food, 
clothing, shelter and travel 
;;r$ve~ high weightage in 

Clearly when we talk of 
inflation we are concerned 
with the rise in prices of the 
essential needs of the aver- 
age citizen. We are not real- 
ly concerned with luxuries 
although as the standard of 
living rises, more and more 
items become essential to 

g&:ire $,$:,e,t;~p~~~$~ 
termination of the CPI. 

The fault of the CPI arises 
frqm the need to make 
w rldwide comparisons. 
0 viously, 

!! 
this is quite 

m aningless because the es- 
sentials in a developed 
country may be regarded as 
luxuries in a developing 
country. The items in the 
CFI basket cannot be the 
same for all countries. But 
as Malaysia is a member of 
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In any case, what good is an increase 
in income if it cannot increase the 
purchasing power? It would be far 
better if the prices and the income 
remain static. ‘* 

the world community it 
must accept world stan- 
dm$.sbel,iowever irrelevant it 

Still, for the purpose of 
our campaign for zero infla- 
tion it would be better if we 
determine what should be 
in our CPI baskets. These 
items must reflect the real 
needs of the average Malay- 
sian. If  the prices of these 
necessities remain stable, 

~2feEi zcear”o iiiiYaG.PGZ 
is more relevant to our peo- 
ple although the rest of the 
world may not agree. They 

*will still say our inflation is 

up because the prices of 
items in the CPI basket have 
gone up in Malaysia. 

We are now familiar with 
the MacDonald Hamburger 
Index, renamed the Pur- 
chasing Power Parity. Final- 
ly, economists have accept- 
ed that it is not how many 
US dollar equivalent you 
earn that counts, but the 
purchasing power locally of 
what you earn. Again pur- 
chasing power has nothing 
to do with the number of 
units of the local currency 
which you earn. Big num- 
bers mean little if the pur- 
chasing power or value of 



each unit is small. 
On the other hand, if the 

Purchasing Power value is 
high, small amounts of the 
currency is much more 
meaningful. Thus three 
years ago the Serbian Gov- 
ernment issued a note of 50 
billion dinars. The actual 
value at the time of issue in 
exchange rate terms was 12 
US cents or 30 Malaysian 
sen. It does not need an 
economist to tell us that di- 
nar billionaires are poverty- 
stricken. Yet such is the 
glamour of big fi Ives that 
most people stl 1 believe Y 
that higher incomes in 
terms of figures can enrich 
them. That such incomes 
can only be had if the cost of 
living goes up, and therefore 
the purchasing power of the 
income goes down, is still 
not appreciated. 

And so when the cost of 
living goes up more income 
is demanded, giving rise to 
the now less often quoted 
wa e/price 
rea Iv f 

spiral, which 
refers to the income/ 

price spiral, for rices also 
go up when 
or executives 

pro It margins P 

All that I R 
ays go up. 
ave said is 

known to everyone of us. 
But we still rsist in ignor- 
ing these acts when we F 
thmk about wages, salaries 
and profits. If we are to aim 
for zero inflation, we can 
only do so if we can over- 
come our obsession with in- 
comes in figures or ex- 
change rates, and focus 
instead on purchasing pow- 
er. It is just not worthwhile 
to have more money only to 
be able to buy less goods and 
services. 

If prices remain static, 
who gains and who loses? 
Obvic?usly, the consumer 
gains. And it must always 
be remembered that we are 
all consumers, even though 
we may be the suppliers or 
sellers. Any increase in the 
consumers’ income will en- 
able him to consume more. 
not necessarily of the same 
thing, of course. If he does 
not have an increase in in- 
come, he will not be worse 
off. If his income shrinks, he 
will not be as badly off as 
when the prices go up. that 
is. inflation 

Of course’, if prices go 
tio~11 110 ~~0~1ld tw b(%tcar off. 
Evt,n the supplier would 
eventually be better off, for 
although his profit may Deb 
(‘t-ease. the cost of replenish- 

’ mg his stork would also go 
dowl~ r,,lrl his cost of living 
;UO w011ld go down. Clear!y, 
static price-, or zero infla- 
tion benefits all of ~1s. for we 
;irr all cxmsumers. Even 
whrn WC’ function as SLI~~II~ 
t’fs we can still benefit from 
zero Inflation. 

All these mav sound rath- 
(Jr Itlralistic. ‘if not pure 
IlIghts of fancy. But al- 
tbougb lllflatlon 15 3 fact of 
lift>. d&rtlon has occurrrd 
before In fact, deliberate 
and aucx~c,ssful tlc~flatlon has 
hcen achlcsvcld In 1962 
E’rancc~ decltlcd to drop two 
zt’ros from thta Fr~~ncb 
francs and ciill It the Nou- 
veau Franc Thta effoc? was 
to reduce the prices and the 
wages bv lO.ooO uer crnt It 
worked.’ I f  ‘deflitlon (and 
massivfa deflatmn at that) is 

actually possible, zero infla- 
tion should also be possible. 

However, the deflation or 
revaluation of the French 
franc caused the Nouveau 
France to be valued up- 
wards by the same percent- 
age in terms of exchange 
rate. There was no gain in 
competitiveness in the in- 
ternational market, but it 
made the French franc less 
cumbersome and more cred- 
ible as a currency unit. 

Other countries devalued 
their currencies against 
gold or other currencies in 
order to be internationally 
competitive, but did not 
achieve deflation. Indeed all 
that happened was to im- 
poverish their neoole. The 
early gains in teims of com- 
petitiveness was soon lost 
as workers demand in- 
creases in wages and im- 
ported inputs cost more, 
pushing production costs 
up. 

There is also a belief that 
economic growth, especial- 
ly high growth, must cause 
inflation. This is said to be 
due to too much mone 
chasing too few goods. Y f 
this is true, then surely the 
answer lies in increasin 
the supply of goods, inclu cf - 
ing the variety. The other 
strategy is to increase the 
interest rates,. the effect of 
which is to Increase cost 
and actually to cause infla- 
tion. If we do not want infla. 
tion induced by growth, 
why should we prefer infIa.. - 
tion induced by a deliberate 
increase in interest rates? 

In any case, what good is 
an increase in income if it 
cannot increase the 
chasing power? It woul$E 
far better if the prices and 
the income remain static. 

The management of a 
COUntrY’S economy through 
fiddling with the values of 
the currency or interest 
rates has never really 
worked satisfactorily. If 

meaning of inflation, the 
methods of containing it, 
and, above all, the roles that 
all must play. In the first 
place, we must be realistic 
and limit zero inflation to 
those goods and services 
which are really basic ne- 
cessities for a reasonable 
standard of living, 

Secondly, it is necessary 
that everyone. in particular 
wage earners and traders, 

When’ we talk about zero inflation, 
we must understand that we are 
demanding for a stable currency, 
not so much in terms of exchange 
rates but in terms of 
domestic nurchasing Dower. 

they can work. then the 
economies of every country 
should be good because it is 
really a simple matter to 
devalue money or to raise 
interest rates. They only 
need the Government to 
make a decision. 

So. If  oiw really c~aiinot 
control inflation through 
currency d(avaluation or I% 
valuation. or through ma- 
nipulating the mterrst rates 
vr mdt>etl through lirnltlng 
growth. what can one do. 
cspecx~lly whrn thtb target LS 
so ambitious. to achlclve 
zero Inflation” 

Perhaps. the most Impor- 
tant thing 1s the knowledge 
of the people as a whole and 
the workers and buslncss- 
men in particular. about the 

understands that more 
money does not mean more 
wralth. It is the purchasing 
power of what is earned that 
counts. In an inflatinnarl 
situation. purc~hasing power 
~111 diminish Only when 
there is zero inflation will 
an increase in income result 
in an increase in purchasing 
po\<t’r. It is. thc,reforc. ini- 
portant that incomr in- 
ueasf’s >huuld not ~xus~~ in- 
tlatm~. whether the mcome 
is In t brx form of wares or 
profit nixgin:,. or exnings 
in wbatt>\-cr form. This is 
possibl~~ if inc~rme increases 
nrc accompanied by a com- 
parable inc.1 t~asc m produc- 
tiyity. that is. incrrase in 
incomes doc,s not affect unit 
cost 

Growth increases wealth. 
Again if the increase brings 
about inflation, the wealth 
gained will be diminished or 
ma 

Y 
become totally mean- 

ing ess. Again growth need 
not cause inflation if it is 
due to productivity in- 
creases. Profits can increase 
but thrciugh higher volume 
of bushiess rather than big- 
ger margins. 

With increases in earning 
all round through higher 
productivity and increased 
volume of business, con- 
sumption would go up. It is 
assumed that there will be 
more money chasing less 
goods. But in the present 
world of plenty. there 
should really be no shortage 
of goods or services. There 
should. therefore. be no m 
creases in prices. remem- 
bering of course that we are 
concerned only with basic 
necessities. not lusurles 

But what about. increases, 
in the cost of imported 
goods? Actually the in& 
tion rate’ in the country of 
origin. particularly for 1-x 
ccssitie5 included in thr hla- 
laysian CPI. should cause 
minimum effect on our rate 
of inflation. If  the raw sugar 
from Fiii goes up 10 per cent. 
the increase in sugar price 
in Malavsia shr,uld not be b> 
10 per cent. This is becauscJ 
the retail price in Malay518 
includes a lot of Malaysian 
costs which have not gone 
up. 

The Go\-ernment has a big 
role> to play here. Price con 
trol of certain ncccssities 
must go on even if there IS 
no shortage. Taxes and oth- 
er instruments of the Gove 
ernment should be uset! to 
limit price movements in 

whatever direction. A 
strong Ministry of Domestic 
Trade is absolutely neces- 
sary as traders are usually 
not self-regulating Lmd need 
to be supervised. The Minis- 
try of Human Resources 
must ensure industrial 
~g,gy$g~gg~~~ 
productivity. 

Price-tagging, particuiar- 
ly of necessities as listed in 
the Malaysian CPI, must not 
only continue but be com- 
puterised for quick compnri- 
son in terms of locality and 
time. 

Zero inflation is not on11 
desireable but also achlev- 
ablp. Indeed there is no rea- 
son why there should he in- 
flation. for mflation and 
currency devaluation are 
really one and the same 
thine. No ware-earner or 
trader would Ydcliheratt~l) 
ticmand for his cbarningi to 
br> ilcvaluc~tl in terms of put 
c!iaslng power. \iet the!. 
could be williilg to ccmtrib- 
tuc directly towards dr,v:llll- 
ing their income\ bv de 
manding for \vagc’ ~nr~.faase:, 
witbout ornductii ity or 

their earnings 
Whrn WC’ talk about 7t’t-o 

Inflation, we must under- 
\tand that we are tlemnntl- 
ing for a Stahl<, curr(%-,. 
not .,o much in ttxrn:h of 
exchange ratrxs hut m terms 
of domestic purcliasing 
power. If  M f’ :~pprf~c~iatr~ thli. 
th(>n the road to pro i~~fla 
tion will bc, facllltated by 
g:r~od co opc~ration from all 
partif wage-earnc7-s, trad 
ers and the, Govr~rnment. ,........... I ,...- I._ _̂  ̂  
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