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Shoul d we bel i eve what they say?

Abdul Razak Ahmad; H sham Harun
SHOULD we bel i eve the prophecies of Ml aysia's econonic disaster? Is the
current sl owdown as bad as the West has made it out to be?

"Pundits the world over gave Mahathir an F on his econonics,” said
Newsweek in its Sept 1 issue. "Confidence has yet to return to Malaysia. A
budget announced two weeks ago failed to do the job," said Tinme (Nov 3).
"The voice of the market cannot be shouted down... Did his (our PMSs)
angry diatribes against the West and Soros hel p or nake the situation
worse in Mal aysia and the regi on?" asked the Singapore Sunday Ti mes ( Nov
2).

Many things can happen in three blinks of an historical eyelid. In the
first, Malaysia and its | eaders were the toast of the world, gracing the
covers of international newsnagazi nes.

The currency and stock nmarket turbul ence, however, flashed by in the
next blink, and by the third, our |eader - and us - had becone nedia
pari ahs.

The inbroglio was sparked by the col |l apse of the Thai econony. On Cct
10, investors started selling bank, finance and property stocks on runours
that a property devel opment firmwas facing cash probl ens. They feared
that its woes woul d have a "knock-on" effect on others.

That day, the Stock Exchange of Thailand closed at its | owest in nore
than three years.

The situation was not hel ped by the fact that Thail and had one of the
wor st current-account deficits in the region, paid for with short-term
borrow ngs. Suddenly, despite its 10 years of substantial growh,

Thail and' s trade and financial inbalances were the focus of world
attention. There was a brutal wi thdrawal of floating capital. Aliquidity
crisis ensued.

On July 2, the Thai authorities were forced to give up the baht's peg to
the US dollar, sending the Thai currency into a free-fall.

Thailand did its best to ward of f specul ators by keeping short-term
interest rates high: this made it expensive for speculators to borrow
bahts that they could then sell in currency markets. But because of weak
econom ¢ fundanentals, the efforts were dooned

Then the 30 per cent devaluation of the baht - the figure now stands at
over 50 per cent - alerted currency traders across Asia and | ed to panic
selling by conpani es which wanted to protect thensel ves froml osses
resulting fromtheir |arge dollar-denom nated debt.

These conpani es started buying dollars to hedge their risks against
future deval uation. Traders, on their part, figured that that the econonic
fundanment al s were agai nst Asian currencies. Consequently, a "dom no
effect" led to a selling frenzy all over Southeast Asia.

Mal aysi a, I ndonesia and the Philippines were hit, alnmpst in tandem Next
was Hong Kong, which brought down the US stock nmarket with it. But how bad
is the situation for Ml aysi a?

For it to be as bad as painted by our detractors, the bench-nmark woul d
have to be the m d-80's recession. Are there sinmilarities?

"Fortunately for us, Thailand got hit first, so to sonme extent we were
able to anticipate the necessary neasures to be taken," says a | oca
anal yst. "We were able to anal yse the steps Thail and t ook, and we found
out beforehand whi ch worked, and which didn't. This would run counter to
what happened in the m d-80s when it took years before we could inpl ement



t he necessay steps to correct the situation."”

Instead of a drastic hike in interest rates, which the anal yst descri bes
as "the usual textbook response,” Bank Negara has opted for measures which
woul d not jeopardi se growth "which the Ml aysi an econony needs to
mai ntain, albeit at a sl ower pace."

"To get as bad as predicted in the future,” the analyst says, "we wll
have to go to a very | ow percentage of growth for 1998.

"This woul d nean close to one to two per cent growth, which the nunbers
and statistics sinply do not support.”

For Mal aysia to have such |l ow | evels of growh, certain sectors |like
agricul ture and manufacturing would have to have negative growth. "In
order for that to happen,” says the anal yst, "you would have to see nass
retrenchments and shrinkage of wage | evels, close to the nmagnitude of what
we went through in the m d-80s, which are highly unlikely to happen in the
near future.”

Anot her factor to consider is that Malaysia still has sound
fundanmental s, high reserve | evels and sound nonetary policies.

Mal aysia's reserves remain relatively high, at 3.7 nonths (we have
enough noney for 3.7 nonths of inports) or RM61.9 billion, which is
heal thy, as the | M- standard is three nonths.

"Thail and's reserves went to as | ow as one nonth, which contributed nuch

to their currency and market downfall. Qur reserves, as well as high
savings rates, should be naintained," says the anal yst.
However, there are difficulties ahead. "Interest rates will have to be

rai sed, though not as sharply as to raise the possibility of recession, so
we will have to realise that in the next year," add the analyst. "At the
very least, things will get tough."

In Indonesia, the sharp rise in interest rates caused a further
weakeni ng, leading to the closure of 16 banks. "It was a bitter pill to
swal | ow, especially to those with cl ose connections to the politica
| eader shi p, but one that probably was necessary,"” the anal yst says.

The ultimte test for Ml aysia, the anal yst reckons, would be whet her
Mal aysi ans, fromthe poorest to the well-connected, are willing to accept
the hardships that are in store for the next few years, and whet her
busi nesses are able to adapt and take a | ong-term vi ew

"Qur econony is like a marathon runner down with high fever. W nust
firstly cure the fever, then send himon his way," says the anal yst.

By anal ogy, then, scolding the runner for not taking his vitam ns would
not help, for in this challenging period of our devel opnent, the one
surety is that all WMl aysians should rally together to stay the course.

Confi dence, the concept long touted as the best vitam n for econom es,
is what we should be prescribing not only for our econony, but for
oursel ves. W have everything at stake.

(END)
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