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Confidence in neasures key to recovery
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MJCH has been sai d, and nore has been witten, about the sl ew of measures
t he Governnent has put into place to revive the econony, especially over
t he past one nonth.

Assessnents, whether the nonetary initiatives will work, crystallise
into two broad and di ametrically opposi ng vi ews.

The first is benign verdict. Many econom sts, both | ocal and foreign
i ncl udi ng t he paragon of American econom sts, Prof Paul Krugman, have
decl ared that these are hard and difficult tines.

They have conceded that the radical, unorthodox and unconventi onal
econom ¢ renedi es m ght nurse the country's ailing econony. They accept
t he precepts of Bank Negara underlying its decisions to reformthe
financial systemof the country.

One, to loosen the tight interest rate regine. Two, to turn the spigot
of the Statutory Reserve Requirenents, releasing funds as much as RML6
billion, intothe financial system Three, to inpose capital controls.
Four, to fix the exchange rate of theringgit to the US at RV3.80. And
five, to declare | oans that have been in default for six nonths, rather
than the earlier three, as non-performng | oans.

The beni gn assessors are now nany. Anong themis the hitherto doubting
Thomas who has now been converted and i s now a believer, the I nternational
Monet ary Fund. They have decl ared t he Mal aysi a has bought tine to ki ck-
start its econony. Their sunmation is that the nmeasures m ght work. The
key word is, mght.

The second viewis a malign assessnment. It is expressed by the
Cassandras in the foreign medi a who have t he perception that Ml aysia can
never do not any right, any which way t he Governnent acts. (Cassandras,
for information of the uninitiated readers, are the nythol ogi cal choruses
inthe ancient Greek plays. They are nessengers of gl oomand doom) The
mal i gn verdict is epitomisedinanarticleinthe Gt 12 issue of Fortune,
"The Mal aysi an Cont agi on". The i ntroductory paragraph is reproduced to
underscore the m ndl ess nmal i gnancy of the forei gn nmedi a has concei ved of
the country's economic initiatives.

"By i nposing stringent captial controls on Mal aysi a's econony on Sept 1,
Prime Mnister (Datuk Seri Dr) Mahat hir Mohamad | aunched an assault on the
foreign “specul ators' and the international financial orthodoxy that he
hates.... If Mahathir's extrene pl an works, which is highly unlikely,
virtually every emergi ng econonmy woul d be tenpted to fol lowsuit, |eading
the worl d back to the cl osed capital account regi mes of the 1950's. Even
nmore worrisone: the Prinme Mnister's recent (behaviour) points up the
extent to which the Asian financial and econoni ¢ debacl e has now shudder ed
through to politics and geopolitics - another frightening rem nder, as if
any nore (is) needed, of how rmuch 1998 is com ng close to 1931."

The witing is verbose. Wiich neans it is a wordy canoufl age of the
basi c nessage of the witer. And when the shaft is wi nnowed, the residual
grains will energe.

At least two inferences can be drawn fromthe sumati on of the Fortune's
article. One, the neasures set into notion by the country's central bank
is "highly unlikely" to work. Two, that other energing countries m ght be
tenpted to follow our econonmic initiatives which mght |ead Asian and
other countries down to the road of worl d-wi de recession, |ast ecountered
inthe early 1930s.



The questionis: will that eventuality cone to pass? That is a secondary
guestion. Especially when we anal yse it against the earlier benign view
that the Government's initiatives will work.

So the question is which of the two views, that of the benign and
malign, is valid. Both views are based on the mai n question whet her our
econony will re-emerge fromthe recessi on engendered during the first half
of this year. That question is the preponderant for all of us.

But that is aenigma. It perforces us to look at a crystal ball. But a
| ook at the future must necessarily take us to the past road we had
travel | ed.

The last 14 nont hs have been trying tinmes. Qur currency was battered.
The | ocal stock exchange sawt he deval uati on of the shares of all |isted
compani es.

Financial institutions faced liquidity problens as a result of bad
| oans. Hence they tightened | ending. Interest rates soared as a
consequence. The Base Lendi ng Rate of comerci al banks peak at an annua
12. 6 per cent. Margin spreads | engthened to al nost four per cent to cover
bad | oans.

As a result businesses were stiffled. So al so retail borrow ngs for
buyi ng of houses and cars. These, and ot her factors, ground the econony to
contract. And so the country regi stered a negative econonic growh of 4.8
per cent over the first half of this year

Thi s is the background agai nst whi ch we shoul d assess the econonic
recovery measures

That is past history. And t he neasures t he Governnent, through Bank
Negara, has inplenmented is recent history. Nowwe have to | ook at the
future. We are nowin the third quarter of the finacial year of the
country.

On Friday, Oct 23, the Prime Mnister and nowthe First Finance
M nister, will present the 1999 Budget in t he Dewan Raykat. The attendant
1998/ 1999 Econom ¢ Report, produced by the M nistry of Finance will al so
be tabled on that date.

No one can divine the contents of the 1999 Budget Dr Mahathir will
present. But it surely will be a revival budget. The Economnic Report woul d
| ay bare basic truths on the status of our econony.

The Economnic Report woul d decl are that the country achi eved a Gross
Donesti ¢ Econonic growm h of 7.1 per cent for 1997. The GDP growh rate for
1998 is still uncertain. For the forecasts of econom sts and stati sticians
are sinply forecasts, nothing nore.

And so, evaluating all statistical data, we can surm se that the
country's econony will energe out of 1998 with a GDP contraction of |ess
than four per cent. It mght be |lower if the nmeasures the Governnent have
i npl ement ed bear fruit.

And what are the effect of these neasures? Anal ysis of these neasures
woul d tilt the scale in favour of the beni gn observers. Wy? The reasons
are many. And they have worked so far.

One, detractors of the bel eaguered Asi an economi es have pointed to the
weak financial institutionsthat borrowed heavily and | ent i nprudently.
True, our banks, finance conmpani es and nerchants were culprits onthis
score.

But they were perforced torewite their bal ance sheets. Until early
1997, financial institutions could carry defaulting |oans for as | ong as
six months in their bal ance sheets. Bank Negara then decreed that the
defaulting periodis three nonths. Overnight, the non-perfornmng | oans
spiralled to nine per cent of all loans |last May to 12 per cent | ast July.

This works out to RW5 billion in May and RM60O billion in July,
considering the I oans of financial institutions were about RV60O billi on.



And the nmaligners averred that the NPLs woul d spiral to 20 per cent or
about RMLOO billion by the end of the year.

But Bank Negara's sinpl e decree of changing the format of NPLs, from
three-nmonth default to six nonths, changes the equation and the
liabilities of the country's financial institutions. This surely would
rejuvenate financial institutions which are carrying bad | oans on their
bal ance sheets.

Then we have the reduction of the SRRfrom13.5 in February to four per

cent. This turn of the spigot has rel eased RMB8 bhillion. True, a portion,
a good portion was absorbed by the floatation of Mal aysi an Gover nnent
Securities and Treasury Bills. Still, at | east RML6 billion flowed into

commer ci al banks, financial conmpani es and merchants. Wi ch pricked themto
| end nore to purchases of houses and cars and hopeful ly to busi nesses such
as manufacturers and buil ders of houses.

Such | ending i s showi ng nascent signs that the economy is picking up
For econony i s nothing nore than about supply and demand. About
consunpti on of goods and supply of goods.

When a house is sold and bought, it is not just the buil der who profits.
The subcontractor who renovates, the electrical man who rewires and the
furniture seller who makes t he house |ivable. Al nake noney out of a
si ngl e purchase of a house. This is what gal vani ses t he econony.

But above all, there is a significant factor that makes or breaks an
economny. It is the perception of the popul ace. As Special Functions
M ni ster, and Executive Director of the Nati onal Econonic Acti on Counci l
Tun Dai mZai nuddin, is on record as sayi ng, people nust have faith in the
Governnent, inits economc policies. If they don't nothing that the
Gover nment can devise will work.

So whet her the econony of the country will revive depends on the
confidence t he peopl e entrust on t he Governnent, its economn c deci sions
and policies. Wthout that trust, no governnental edict woul d prevail
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