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I N econom cs, no two economi sts have the sanme views. This is primarily due
to the differing econonetric nodels they adopt as their phil osophica

base.

By the same token, the argunent can be extended to econonic anal ysts and
strategi sts. The forner base their anal yses on current data and near
future estimates while the latter's strategy i s based on trends of the
fl ows of econom c data. Despite their different perspectives, alnost of
all the prognoses, especially of Arerican witers, anal ysts and
strategi sts of the Mal aysi an econonmy do not paint a pretty picture.

Encapsul ating the views of witers in various publications ranging from
Aneri can- based Fortune, Tinme, Newsweek to the regional newsmagazi nes t hat
are controlled by Arerican conpanies |i ke Asi aneek (owned by the Ti nme-

War ner group) and Far East Econom ¢ Revi ew (a Dow Jones conpany) that is
as Anerican as the apple pie, are the comments in one Fortune col umm,
Abacus (issue of Nov 24).

The standfirst of the columm under the headi ng "Mahat hir Mohanmad's Very
Bad Bet" appears to be the consensus of many witers on the prospects of
t he Mal aysi an econony. "Despite warning signs, the man (Prine M nister
Dat uk Seri Dr Mahat hir Mohanmad) who built Ml aysia up is sticking with a

cal cul ated policy ganble that may well lead to a Thai-Iike economc
nmel t down. "

Econonic nmeltdown is a phrase of current vintage used freely and widely
by alnost all international and regional publications since their

reporters filed stories on the currency and equity markets of Thail and
ef fectively applying the brakes on the barrelling 10-year double-digit
growth of that country.

Since |l ast June, our northern nei ghbour has had to weather a battering
of their currency and stock markets, resulting in heavy | osses. As of Cct
31, the market capitalisation of the Thailand Stock Exchange was al npst
hal ved. The baht during the same period was effectively deval ued by 58 per
cent. The consequences of both, the econom c pundits quoted by witers,
mean that the GDP growth of Thail and woul d be negative this year.

That is what the witer of the standfirst and others nmean by a Tha
econom ¢ nel tdown. But before we anal yse whether our country would be
forced to take the sane road, |et us exam ne the assessment of a person no
| ess an inport than the managi ng director of the International Monetary
Fund, M chel Candessus.

The | MF boss was in town | ast week. After neeting Deputy Prine M nister
and Fi nance M nister Datuk Seri Anwar |brahi mon Thursday Candessus told
the Press that the country's econony was "solid and prudently managed". He
added that the country could cope with its problenms, especially after
nmeasur es have been put into place to strengthen the financial sector and
limt credit expansion.

This viewis dianetrically opposite that of JimRohwer, the witer of
the article in Fortune. Rohwer wites: "In the mdst of nbdern East Asia's
nmost serious financial crisis, Malaysia's Governnment has chosen not to
heed the market's forceful demand for structural reformbut is instead
maki ng a huge bet on the status quo. If the bets go wong - and the odds
are that it will - the nowrelatively cal mMal aysi an econony will by next
spring be plunged into chaos of Thai-like proportions, with even worse
political turmoil."



The [ ast phrase, "with even worse political turmoil", is but one
mani festation of the witer's ignorance of the soci o-econom ¢ and
political character of the country and others in the region.

We went through the stormof a recession over a two-year period between
1985 and 1986. A |l ot of workers, even professionals |ike engineers, were
retrenched. But people did not take to the streets, urging the Governnent
to make changes as the Thais have done in recent weeks.

The Fortune witer concedes that "(Dr) Mahathir is in a position to take
hi s reckl ess ganbl e because after Singapore, Ml aysia has Southeast Asia's
strongest banks. Bal ance sheets are firm non-perform ng | oans are | ow,
and the quality of banking supervision is at |east a notch above the
regi on norni.

Yet in a subsequent paragraph, the witer quotes analysts with Jardi ne
Fl emi ng in Singapore as reckoning "that non-perform ng | oans as a share of
all loans in Ml aysia are going to quadruple and that in the end they
could well be left with a higher share of bad debts relative to (the gross
donestic product) than even Thail and".

I's his argunment consistent or nerely another instance of unfocused
comentary?

Anot her point the witer nmakes to shore up his argunent in that the
country is taking a ganble is his criticismof the 1998 Budget. He says
that it has not done enough and that it is only "mldly contractionary".
Assess this view agai nst that of the | M- managi ng director who said that
he believed "the eval uati on of the Budget has not really been fair and
positive, especially when viewed together with the new neasures".

The Fortune witer says that the Budget did not tighten credit;
Candessus said he saw nerits in the Budget like limting credit expansion
Whi ch view has greater credibility?

Then he takes Dr Mahathir to task: "As for foreign investors, the Prine
M ni ster seens nore interested in denonising themthan in courting them™
Clearly, this is a gross distorting of what Dr Mahat hir has been sayi ng
over the past four nonths. He only | anbasted currency specul ators, not
genui ne i nvestors whom he repeatedly said were clearly wel cone.

Finally, Rowher wites that "for his bet to succeed, (Dr) Mahathir is
banki ng on four things: that the exports will rise, the consuner spending
will rise, that the stock market will recover, and that the currency wll
stop falling".

He continues: "Some of the conbination of these might mount a successf ul
rescue. The export story is even plausible. One of the biggest garnent
makers in Mal aysia (yes, it is foreign-owned) is so encouraged by the
currency fall that it has already doubled its projected Decenber output."”

After making these concessions, he | eapfrogs to the conclusion: "Yet
overall, this econom c strategy represents a wild throw of the dice." In
other words, it is a huge ganble.

W will have to grant that fiscal neasures are ultimately a ganble. But
the point is whether the risks involved are well thought out and
calculated or nerely are "a wild throw of the dice".

Let us consider the four factors that the witer says the country is
banki ng on sustai ned economc growmh. First, exports will rise. It should
given the weaker ringgit. On this point, all analysts do agree but the
benefit in terms of ringgit will not be as high as desired by our managers
of the econony due to the fact that nmuch of our exports have foreign
conmponents which will be nore expensive and consequently eat into our
export earnings. This is a fact we would have to live wth.

It is probable that consuner spendi ng woul d be sustai ned. But our
pl anners would |li ke to see the spending on | ocal produce and products,
| ess on inported goods.



As to the other two factors of the stock market recovering and the
currency will stop falling, they depend on investors regai ning confidence
in the market and an end to specul ati ng on the currency market.

Both will ultimately be determ ned by consuner perceptions and
confidence in the sustained, though | ower rate of econonic growh. A seven
per cent expansion of the econony, if it can be achieved and if consuners
believe it can be achieved, is not a disaster. This is one basic
consideration that the Fortune witer did not take into account.
Therefore, his argunents, ultimately, are flawed.

When Mexico faced an economic crisis in 1994, Fortune published a few
articles that Ml aysia m ght go down sinply because we have a | arge
foreign debt. But unlike Mexico, our foreign debt went into constructive
i nvestnents, not consuner spendi ng.

Simlarly, the argunment presented by the latest Fortune article that our
econony mght go down |ike the Thai precedent is sinply not cogent.
Neither is it a credible forecast.
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