08/ 09/ 1997
Deeper know edge of nodern financial narts needed

Datuk A Kadir Jasin
A FEW days ago, when the country's share and noney narkets were under
severe attack, talk of iman pending recession were w despread and found

many willing Iisteners.
This is often the case with defeatist psychology. It easily found
believers and if said often enough can becone self-fulfilling.

But a reputable city stockbroker - one who is often described as sharp
but conservative - scoffed at the suggestion that the econony nmay spin
into a recession as a result of the ringgit and the stock market decline.

Noti ng that the economic fundanentals are sufficiently strong to enable
the country to retain the growmth forecast of 8 per cent, the broker said
the problemwas not with the econonmy but with the attack on the share and
nmoney nmarkets, and the manner it was handl ed.

But follow ng Thursday eveni ng's announcerent that the Government was
al  owi ng the Kual a Lumpur Stock Exchange to Iift the designation of the
100 i ndex-linked counters, both the stock market and the ringgit shot up
on the foll ow ng day.

The KLSE Conposite index closed 90.47 points up on Friday at 821.59
after hitting the I ow of 675.15 on Thursday and the ringgit recovered to
2.9425/ 75 against the US dollar after its historic | ow on Thursday.

Announcing the lifting of the week-old curb, Prine Mnister Datuk Seri
Dr Mahat hir Mohanad sai d the objective of curbing short-selling had been
achi eved.

The Prime M nister's announcenent was further reinforced by his deputy,
Dat uk Seri Anwar Ibrahim who told the press at the same news conference
that the Economic Adviser to the Governnent, Tun Dai m Zai nuddi n, would be
meeting foreign fund nanagers.

Since then, both Dr Mahathir and Dai m have net foreign fund managers and
wer e encouraged by the outcone. Before the Thursday announcenent, many
apprehensi ve i nvestors and observers had warned that any attenpt at
defending the ringgit and the stock nmarket should not be at the expense of
the strong econom ¢ fundanentals and the long-terminterest of the share
and noney nmarkets. On their part, the foreign fund nmanagers were
encouraged by the lifting of trading curbs and the news that the
Governnent will either delay, scale down or shelve the inplenentation of
maj or projects.

Apart fromrecognising the inportance of econom ¢ fundanental s, which
i nclude sound fiscal, nonetary and policy neasures, there is the
continuing need to strengthen the foundation of the country's open
econony.

Qur econony has al ways been an open one. The gol den days of the Ml ay
Enpire that preceded the colonial era were founded on trade. This was
| at er strengthened by the production and export of industrial raw
mat eri al s.

In the second decade of independence, |arge-scal e manufacturing was
added, initially to replace inports of manufactured goods, using |argely
i mported technol ogy and capital.

Today, the Mal aysi an econony is on the threshold of achieving industria
status and nore Mal aysians are directly involved in the sector as
i nvestors and rmanagers.

It is inevitable that as the depth and wi dth of the econony grows, the
services and financial sectors will grow even nore rapidly than the



manuf act uri ng conponent s.

For this we need, not only a framework to encourage the w der use of
| ocal financial markets but also to enable the creation of a w der range
of financial products with appropriate build-in guarantees to ensure that
they are not easily m sused, abused and mani pul at ed.

Instead of frightening us into adopti ng neasures that can jeopardi se our
growi ng reputation as an open and stabl e econony, the specul ative attack
on the stock market and the ringgit should provoke us into deepeni ng our
know edge of the mechani cs and wor ki ngs of nodern financial nmarkets.

Only in this manner can we expect to have sufficient safeguards against
t he occurence of such an attack and to be able to detect such a trend
before it turns into a "bl oodbath” of the type we sawin the |last few

weeks.
( END)
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