24/ 10/ 1998

Dr Mahathir: Have faith in Governnent's policies

MALAYSI ANS nust have faith and confidence in the policies that the

Gover nment has adopted, as it has the experience and tenacity to put the
econony on an even keel again towards sustainable growth, Prine M nister
Dat uk Seri Dr Mahat hir Mhanad said.

"l stress that the Governnent has acted ininterests of the nationto
preserve the gai ns we have nade over four decades of our economc
devel oprent .

"Wth your continued strong support, we can together |ook to the future
with confidence," he said in a nmessage in the preface of the 1998/ 1999
Economi ¢ Report, which was published by the Finance Mnistry in
conjunction with the presentation of the 1999 Budget in Parlianment
yest er day.

Dr Mahathir, who is also First Finance Mnister, said the nmeasures taken
to revive the econony and renove the threat of specul ati on agai nst the
ringgit incurrency tradi ng have started to yiel d sone positive results.

"We are beginning to see the signs of econonic recovery. The banki ng
institutions and private sector have benefited fromthe enhanced liquidity
and | ower interest rates and total | oans extended by t he banki ng system
have begun to expand.

"Donestic demand, especially for passenger cars, has al so picked up. CQur
external reserves position has strengt hened, whil e market capitalisation
of the Kual a Lunmpur Stock Exchange (KLSE) has i nproved, " he sai d, addi ng
t hat the Governnent i s confident the underlying econom c fundanental s of
the country will strengthen further in the coni ng nonths.

For instance, Dr Mahathir said, the current account of the bal ance of

paynments regi stered a surplus of RML5 billion during the first hal f of
1998 and a surplus of at least RM2O billion is projected for the whol e of
this year.

"Al though the real econony for this year is estimated to contract by 4.8
per cent, it should turn around in 1999, with growth of 1 per cent, with
inflation expectedtoremainlow especiallywithafirmer ringgit," he
added.

Recalling the difficulties and chal |l enges faced by the country since the
onset of the Asian financial crisis nore than a year ago, Dr Mahathir said
Mal aysi a has incurred | osses both in ternms of i ncome and weal th during the
peri od.

"W have witnessed Mal aysia's real gross domestic product declining
sharply by 2.8 per cent in the first quarter and 6.8 per cent in the
second quarter of this year, after al nbst a decade of strong growth

"As a nation, we have becone i npoverished by the ongoing crisis. The
ringgit has depreciated significantly and nowwe have to pay 60 per cent
nore for every one US dollar," he added

At the same tinme, Dr Mahathir said the KLSE has | ost two-thirds of its
mar ket capitalisation since the crisis began in June |ast year, which was
equi val ent to 186 per cent of 1998 gross national product or two years of
national incone.

He said the Governnment's revenue has al so been adversely affected and
t he budget surplus that the country has enjoyed since 1993 has reverted to
a budget deficit, adding that the ram fications are bound to be severe if
the real econony is left to contract under the continuing contagi on
effects of a volatile financial environnent.



He said this reaffirmed the Governnment's belief that Ml aysia nust act
decisively torevitalise the econonmy, while concurrently addressingthe
need toinsulate it fromdestabilising effects of the external
envi ronment .

To contain the severity of econom c contraction, Dr Mahathir said, the
Governnent had to reassess the International Minetary Fund's prescription
of atight nonetary and fiscal stance and deci ded to adopt expansi onary
macr oecononi ¢ nmeasures and ease nonetary polici es.

Thus, the National Economic Recovery Plan was inmplenmented in July, ainmed
at stabilising theringgit, restoring market confidence, maintaining
stability in the financial markets and strengtheni ng econom ¢
fundanent al s.

"It becane increasingly clear that in the absence of a concerted effort
on the part of the international financial community toidentify a
permanent sol ution to the financial crisis, individual efforts by
economi es such as Mal aysia, to stabilise the financial narkets in an open
regi me were obviously ineffective," he added.

Later, Dr Mahathir said, the Governnent adopted a series of neasures
i mpl ement ed on Septenber 1, ai med at insul ating the Mal aysi an econony from
external ly generated risks and vul nerabilities. These neasures i ncl uded
exchange control rul es and admi ni strative neasures.

However, they in no way restrict foreign direct investnent flows into
Mal aysi a.
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