24/ 11/ 1997
Pl ayi ng Asi an econom ¢ domi nos

Dat uk Abdul | ah Ahrad

INthis first part of a speech he delivered |ast Friday at Harvard

Uni versity's Kennedy School of Governnment and Politics, Datuk Abdull ah
Ahrmad, Mal aysia's special envoy to the United Nations, argues why the
econom ¢ problemin South-East Asia will bl ow over soon.

The Asian currency flu bug is still making news around the world
including here in the US. Countries in the region are being "l unped" into
one instead of being | ooked at individually. And herein lies your very
first mstake.

Undoubtedly, there are problens in sonme countries, Thailand in
particular, but it does not nean that every country is affected to the
sane magnitude

However, it is in bad and good tines, such as now, that friends stand up
to be counted, and international and regi onal cooperation must prove its
worth in deeds.

Mal aysi a, though economically linping herself, contributed US$1 billion
(US$1 = RM3.50) each to Thailand and I ndonesia, which are in a worse
position than us.

Mal aysia could do this because it has the necessary reserves, derived
fromfive years of budgetary surplus. Ml aysia al so had a hi gher savi ngs
rate and nore reserves than either of its two big neighbours. O course,
Si ngapore has nmuch nore because it is snaller and thriftier.

Take Mal aysia for exanple, on June 17 this year, M M chel Candessus,

t he managi ng director of the International Mnetary Fund (I MF), cited the
country as being a good exanple where, and | quote, "authorities are well
aware of the challenges of managi ng the pressures that result from high
growt h and mai ntai ning a sound financial systemam d sustai ned capita

fl ows and a boom ng property market.

"OF course, the life of policy makers is al ways easi er when one starts,
as Malaysia did, with a long history of lowinflation and an outward-
ori ented econony. However, further significant progress has been nmade in
deal i ng wi th new chal | enges.

"Over the last year, output growth has noderated to a nore sustainabl e
rate and inflation has remai ned | ow. The current account deficit - which
is primarily the result of strong i nvestnent spending - has narrowed
substantially.

"The increase in the fiscal surplus targeted for this year is expected
to make an inportant contribution towards consolidating these
achi evenent s.

"The Mal aysi an authorities have al so enphasi sed nai ntai ni ng hi gh
standards and sound practices in banking. Non-performng | oan ratios of
financial institutions have fallen markedly in recent years; risk weighted
capital ratios are above Basl e recomendati ons and steps have been taken
torestrain lending for the property and stock market sectors.

"I'n an effort to increase the fl ow of conprehensive up-to-date and
reliable information to nmarkets, Ml aysia was anong the first to subscribe
to the Fund's Special Data Dissem nation Standard. O course, as the
Governor of the Central Bank of Ml aysia, Tan Sri Ahmad Don, said
recently, "despite this positive outlook, there is no roomfor
conpl acency.

G ven rapidly changi ng market conditions, there is a need to remain ever
vigilant. That is true for all countries. And it is the kind of attitude



that fully justifies the confidence of the markets about the positive
prospects of countries perservering in such endeavours".

Only six nonths ago, Thail and, |ndonesia and Mal aysia as well as
Si ngapore were widely pictured as being mniracul ous, or nearly miracul ous
engi nes of endl ess growth, and now we are being portrayed as weak and
ailing.

The irony is that, in nmany cases, the portrayers are the very sane
people - the credit raters, the econom c gurus, or C kgus as we say in
Bahasa Mal aysia. The real question is whether their gloony reviews now are
not as msguided as their roars and raves were before July 2.

Soon after the rosy picture dissipated, it was said that fund managers
had | ost confidence in the Ml aysi an econony "due to its weak
fundamental s". The ringgit, just as the baht, the peso and the rupiah,
suddenly cane under attack. Not even the Singapore dollar escaped
unscat hed. I ndeed, no one was spared.

Fund managers pani cked and pulled out. Not only did the currencies comne

under attack, so too did the stock markets - including those that were
fundamental | y sound and had "sound financial systens".
Sone rating agenci es were cautious, because they too, |ike sone others,

| unped toget her the econom es in South-East Asia as one region rather than
di fferent econom es. However, the | M- remai ns positive about Ml aysi a.

Candessus | ast week (Novenber 13) described Ml aysia's econony as "solid
and prudently managed". He did not foresee the country seeking financia
aid following its currency probl ens.

Mal aysia is neither Thailand, |ndonesia and the Philippines nor is it
Si ngapore. Ml aysia is Mal aysia whether one likes it or not, and | hope we
remain so.

Mal aysi an Prime M nister Datuk Seri Dr Mahat hir Mhamad | ast week
repeated his accusation that the present financial woes in the region were
due to greedy currency traders who had decided to take everything for
t hensel ves and had i npoverished their Asian partners and hosts in the
process.

According to Dr Mahathir, these traders had robbed the region to the
tune of US$200 billion. In the case of Malaysia, it had | ost US$30 billion
as its per capita income had been reduced from US$5, 000 before the ringgit
depreci ated to US$3,500 or by 30 per cent. Wthin six nonths we [ost 30
per cent of the wealth which had taken us over a decade to acquire and
save.

Dr Mahat hir had warned the region that the specul ators woul d next find
ways to prevent the export of goods from Sout h- East Asia (after attacking
its currencies and econom es), and that they woul d al so persuade others
not to inport goods from Sout h-East Asia. Al this because they wanted "to
prove their predictions and forecasts correct by deval uing our currency"”.

If Asians take Dr Mahathir's warning lightly as sone will, that will be
a mj or m stake.
Beyond Mal aysia, | amconfident that the situation will be brought under

control soon and the econonies of these countries will begin to pick up
even if recovery is painfully slow

Asi an | eaders are pragmati c enough and have shown that they can if they
choose, take the bull by the horns and face the chall enges ahead.

Vari ous econoni sts and anal ysts, including our owmn M Jeffry Sachs, have
poi nted out that "Asia's success has been built on substanti al
f oundati ons".

I ndeed, the rapid and sustai ned grow h of many Sout h- East Asi an
econom es in recent years has been due to their pragmatic policies, high
savings rate, foreign capital investnments and private sector initiatives
as well as exports.



W will continue to do all this, perhaps inporting | ess and exporting
nmor e, encouragi ng hi gher savings and going on a diet and eating health
food. We will make ourselves nore attractive.

I should not be surprised if we nmade ourselves so conpetitive that few

will be able to resist the tenptation. | ama perpetual optimst. Just
watch ny lips, and if you didn't, this will be your second m stake for
t oday.

Interestingly, the Geneva-based Wrld Economic Forumin its |atest
ratings has listed the Sout h- East Asian economi es as being conpetitive.

Except for the Philippines, which recorded a 0.11 per cent decline in
its conpetitiveness and was ranked 34th on the | adder, other countries
ranked very well conpared to many devel oped countri es.

Si ngapore was the | eader, being the nost conpetitive and in a better
position than the US which was in third place. Ml aysia was ranked ninth,
ahead of Japan, Sweden, Australia, France and Gernany. |ndonesia was
ranked 15th and Thailand 18th. W shall attenpt to be anpong the top five
internms of conpetitiveness in the future.

The | MF has provided standby credit facilities to Thail and and
I ndonesia. It did not cone i medi ately. That was your third m stake. The
| M=, or even the US, should have conme to Thailand's help faster than it
actual ly did.

One good thing about the crisis is that it has highlighted the need for
countries in the region to work even nore cl osely together.

The crisis has al so proved the need for an Asian nonetary fund. The
Asi ans can then take i medi ate neasures rather than depend on hel p that
may not cone and if it does, it may be | ater rather than sooner as | have
j ust said.

( END)
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