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KRUGVAN: CONTRCOLS G VE BREATHI NG ROOM FOR ECONOM C RECOVERY

KUALA LUMPUR, Sept 2 (Bername) -- Econonmist Dr Paul Krugman says the
i mposition of currency controls by Ml aysia shoul d be regarded as tenporary
measures designed to win breathing roomfor an econom c recovery.

They shoul d not be designed to secede Mal aysia permanently fromthe
international capital market, he said.

In an open letter to Prinme Mnister Datuk Seri Dr Mahathir Mhamad
after Mal aysi a had announced t he control neasures, the Massachusetts
Institute of Technol ogy economi cs professor said the purpose of currency
controls is to allow the adopti on of nore expansionary nonetary and fisca
pol i ci es.

As such, the neasures should be used to prombte a recovery of the rea
econony, he said in his letter which was published on his website at
http://web. mt.edu/ ww. mahathir. htm .

"Such a recovery will, if all goes well, reduce the problens of
i nsol vency in the corporate sector and non-performng | oans in the banking
sector," sai d Krugnman

In hoping that this dramatic policy would pay off, he said the
i mposition of currency controls is a stopgap neasure.

"There is no shanme in that: sonme gaps desperately need to be stopped.
For the new policy to succeed, however, the freedom of action achi eved by
your (Dr Mahathir's) willingness to defy orthodoxy must be well used," he
suggest ed.

Krugman al so said the actual inplenentation should aimto disrupt
ordinary business as little as possible.

The devil can be in the details, that is, even a conceptually sound
policy can founder if the rules are poorly conceived.

Krugman said the initial announcenent of the plan seened to indicate
that Mal aysi ans travelling abroad would be restricted to carrying
unreasonably small quanities of currency.

"This will need to be fixed as will any other failings that become
apparent on further study or through experience," he said.

Krugman al so said no matter how well currency controls are execut ed,
the distortions they i nnpose on the econony are serious, and tend to get
wor se over tine.

"That is why these controls nust be regarded as tenporary neasures
designed to win breathing roomfor an econom c recovery, not as a permanent
secession of Ml aysia fromthe international capital market."

Krugman said it would be a good idea to state now a planned date for
the renoval of controls - at nost three years fromnow, perhaps less - with
the strong possibility of early parole as the econony recovers.

He sai d experience suggested that currency controls do nbst damage when
they are used to defend an over-val ued currency, and thereby inexorably
evol ve froma tenporary defence agai nst speculation into a pernanent system
of trade protection.

Mal aysi a, he said, does not need a strong ringgit, but a highly
conpetitive real exchange rate in order to increase exports.

He pointed out that this policy departure should be purely and sinply
to buy space for econom c growth and should not be used in an attenpt to
prove points about the soundness of the pre-crisis econony or about the
wi ckedness of hedge funds.

"If Malaysia truly does succeed in achieving a recovery, that will be



| esson enough for the rest of us,” he said. -- BERNAMA
YY SHY
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