11 JAN 1996

SLOW NG DOMN GROAMH NOT SOLUTI ON TO BOP DEFI CI T PROBLEM SAYS PM

KUALA LUMPUR, Jan 11 (Bernama) -- Prine Mnister Datuk Seri Dr.

Mahat hi r Mohamad says sl owi ng down growth and fiddling with interest rates
and exchange rates are not the solutions to address the Bal ance of Paynents
(BOP) deficit problemaffecting Ml aysi a.

"Fiddling with interest rates is a two-edged weapon,” he said, adding
the solution lies in increasing exports and reducing i mports whi ch neans
Mal aysi a shoul d continue its high growth path

As for exports of manufactured goods, "nore of the conmponents nust be
produced locally if export earnings are to be maxim sed, he said in his
keynot e address at the National Econonic Forumon "Reduci ng the BOP
Deficit" here today.

Organi sed by the Asian Strategy and Leadership Institute (ASLI), the
forumis being attended by over 200 top government and busi ness | eaders
providing a platformto exchange i deas as well as to conceptualise new
strategies and prepare to neet future econonic chall enges.

Dr. Mahathir, who said the BOP deficit had gone up to RML8 billion
call ed on Mal aysi an manufacturers to manufacture in sufficient quantities
and achi eve econoni es scal e by | ooking not just at the domestic market but
al so the gl obal market as well.

Dr. Mahathir al so called on Mal aysi an manufacturers to manufacture in
sufficient quantities and achi eve econom es of scal e by | ooking not just at
the donestic market but the gl obal market as well.

Production for the export market nust be maxinised while only a
fraction are to be produced for the |ocal market, he said, adding
"Mal aysi an-owned i ndustries will then not deprive the governnent of tax
revenue but will increase the nation's export earnings while reducing
i nports.”

Apart from achi eving econom es of scale, manufacturing in |arge
quantities in products like building materials, steel, plastics, notor
vehicles, electrical appliances as well as those using |local raw material s,
woul d stimulate support industries, mninmse inports and earn export
ear ni ngs, he said.

"Ml aysi an conpani es operating abroad should help by sourcing their
requi rements as much as possible fromMl aysia,"” said Dr. Mhathir

Referring to the outflow of funds from Mal aysi ans vacati oni ng abr oad
and students studyi ng abroad, he said domestic tourismnust be highly
devel oped whil e nore educational institutions nust be set up in Malaysia to
counter these outfl ows.

The educational institutions should be designed to attract as many
foreign students as possi ble so that Ml aysia would earn forei gn exchange
whi | e reducing the outfl ow caused by | ocal students goi ng abroad, he said.

On reconmmendati ons by experts to sl ow down the econony to overcone the
BOP deficit, he said there was no constant rel ati onship between the two,
citing lowgrowth in many European and North Anerican countries were
acconpani ed by high deficits in the BOP.

"But low growth in Japan does not result in a deficit in the bal ance of

paynments ... instead the big trade surpluses persist," Dr. Mhathir added
Pointing to Mal aysia's trade defcit with Japan which anounted to RML9. 5
billion, which was nore than Malaysia's total trade deficit, he said it was

the deficit with Japan that was causing the negative inbal ances in
Mal aysia's total trade



"If the trade with Japan is corrected then there should be no deficit
in Mal aysia's trade,” he said.

El aborating on fiddling with interest rates, he said it woul d danpen
i nvestnents and consunption and result in inflation

"While total trade may decrease, and with it the inport bill, but as a
percentage of total trade, the inport bill can still remain high and the
deficit uncorrected.

"Exports will cost nore and nore and becone unconpetitive. This will
cause a reduction in export earnings wi thout reducing the deficit.

The end result may be an intractabl e depression,” said Dr. Mahathir. --
BERNANA
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