26/ 12/ 1997

Light at the end of the tunne

THE ability to see the light at the end of a tunnel is not sonething
econom ¢ forecasters are very good at; they are better at predicting doom
and gl oom They were in the dark |ike everyone el se, according to regi ona
experts who were obviously irked by the revised ratings issued by two
international rating houses this week on countries affected by the

regional turnoil. According to these experts, Standard & Poor's and
Moody' s nust have been been "sl eeping on the job" and "dragging their
feet". If they had been alert, they would have warned investors about the

vul nerability of Asian econom es at |east six nmonths ago, when the
synptons of the slowdown first surfaced.

There had been other revised projections earlier, including one by the
I nt ernati onal Monetary Fund whi ch has been accused of being too
pessimstic inits revised forecasts. Governnents in the regi on have al so
revi sed downwards their growth forecasts, though not as drastically.

Mal aysia, for instance, has |lowered the growh forecast of its Goss
Donestic Product to 4-5 per cent fromaround 7 per cent in 1998. O her

| ess reputabl e international econonic forecasters have nade guesses on how
long the turmoil will Iast and how much | onger the inplications will
linger. More often than not, their outlook is grim If there is a light at
the end of the tunnel, they certainly do not see it.

It was therefore a pleasant surprise to find that the internationa
i nvest nent banker, Dresdner Kleinwrt Benson, holds a very different view
Dresdner was effectively saying - inits latest report on Asia issued this
month - that the light is visible and the Iength of the tunnel that Asia
entered in July has been greatly exagerrated. Dresdner asserted that the
negativity surroundi ng Mal aysi a has been greatly "overdone" and added t hat
foreign perception tended to see weaknesses not strengths and these
m sconceptions had caused stocks, markets and currencies to overshoot.
These m sconceptions will be reveal ed for what they are and markets will
turn when the direst predictions prove to be false. "The key to 1998 is to
under stand t hese m sconceptions so that the evi dence agai nst them can be
identified as it appears.™

The peopl e of Asia who have been affected by the turnoil nust not be
lulled into believing that they need not feel pain or nmake sacrifices. The
road to recovery will be painful for many, if not for all. Dresdner
Kl ei nwort Benson did say that household i ncone growth in Malaysia wll
sl ow down to 5-8 per cent from 10-12 per cent, that the el ectronics export
gromh is weak and may conti nue to decline and that there have been
excesses in borrowi ngs fromboth donestic and forei gn sources.

But negative perceptions about over-lending to the property sector, for
exanpl e, was m spl aced since the bul k of mass residential housing wll
continue to sell and is no threat to bank bal ance sheets. Walth al so
shall continue to be generated in Mal aysia. The transformation from
hi ghl y-geared medi um si zed devel opers to an industry increasingly
domi nated by large plantations is significant as the |atter have strong
bal ance sheets. Land ia al so cheap and with debt kept to a minimum there
will be no pressure to sell in a weak market. Only the upper end of the
mar ket is vulnerable and this is a relatively small portion. Dresdner also
| ooks at the country's track record and concl udes that Ml aysi a under
Prime M nister Datuk Seri Dr Mahat hir Mhamad has shown the ability to
take tough decisions and deal surgically with problens. The | ate 1980s



recovery was the result of letting nunerous entrepreneurs coll apse
slashing infrastructure spending to 3 per cent of GDP fromb5 per cent
whi | e sl aughtering the sacred cow of reducing foreign ownership to 30 per
cent and otherw se diluting the pro-Bum putra New Economic Policy, it

sai d.

It is indeed true that many of the strengths of the country have been
over |l ooked by economic forecasters when they make their predictions about
where Mal aysia will go fromhere. Since even South Korea, the 11th | argest
econony in the world, has been brought to its knees, nmany think that
Mal aysi a stands no chance in trying to avoid the I M. Dresdner Kl ei nwort
Benson thinks that this is a m sguided perception and the investnent
banker is not the only one to think so.
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