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I N t he begi nni ng they heaped scorn. Many econoni sts of repute, the

I nternati onal Monetary Fund and t he US admi ni stration, sai dthe exchange
control measures and the benign interest rate regi ne Mal aysi a i npl enent ed
on Sept 1 would not work to revive the econony.

Whet her the initiatives the Governnent has i npl emented will bear fruit,
only timewill tell. But nascent signs are encouragi ng. Indicators show
that the economy might find its way out of the recession recorded over the
first half of this year. Over the next year

One indicator is the fact that nore and nore capital is flowng into the
financial system The reduction of the statutory reserve requirenent of
financial institutions, fromsix per cent to four per cent, effective | ast
Wednesday, rel eases RMB billion into the system

And as Prine Mnister Datuk Seri Dr Mahat hir Mohanad sai d on Thur sday,
RML1 billion ringgit has been repatriated into the country, thanks to the
exchange control neasures

Fresh funds totalling RML9 billion ringgit is alot of noney. It should
enabl e banks to | end nore. |Indeed, henceforth they m ght be courting
clients.

This is a reversal of the situation over the past year when | oan
appl i cants were regarded as beggars. Applications for busi ness | oans were
ei ther deni ed or scrutinised; credit |ines were shaved or totally renoved;
applicants for even housing | oans had to pay a hefty margin of as nuch as
four per cent above the already hi gh base | ending rate.

The reduction of the SRR had forced down the BLR of commerci al banks
froma high of 12.6 per cent in July to as lowas 8.9 per cent - as quoted
by Maybank, the | eadi ng commerci al bank, on Wednesday.

Borrowi ngs woul d clearly be cheaper. Not just because of the | ower BLR
Bank Negara has advi sed financial institutions to |ower the interest
mar gi n spread over the BLRfromthe hitherto four per cent to two per
cent.

The new governor of the central bank, Tan Sri Ali Abul Hassan, knows too
wel |l that even this reduced margi n spread shoul d enabl e | enders to nake
profits. H s advice is only anintimation. But it mght transforminto an
edict if the financial institutions do not toe the |ine.

These neasures should hel p prod the econony. Then we have ot her econom c
strengt hs. Fundanment al s as econom sts woul d descri be them Lowforeign
debt, strong econonic grow h over the | ast 10 years, relatively | ow
inflation and still cheap | abour

Whet her these factors were considered by the foreign anal ysts, we do not
really know. But the Cassandras, nessengers of doomand gl oom have
met anor phosed i nt o a chorus si ngi ng paeans. And nore and nore econoni sts,
i nternational financial and econom c institutions are singing songs of
prai se for the Ml aysi an way.

The United Nations Conference on Trade and Devel opnent, while not
comrenti ng on t he Mal aysi an neasures has, inits |atest report, rel eased
on Wednesday, decl ared that novel nmeasures are required for these trying
times. These i nclude changes inthe international financial architecture.

What perforced this volte-face? Sinple. They anal ysed and found the
traditional prescriptions that called for atight nonetary policy andits
attendant high interest reginme are no | onger the panacea for ailing
econoni es.



That economic prescription did not work i n Thail and, | ndonesi a and even
in Malaysia, the first three countries devastated by specul ators and
mani pul at ors.

As the erudite economi sts reached back to textbooks for new answers,

Mal aysi a chose a di fferent path. The Gover nnent establi shed the Nati onal
Econom ¢ Action Council. To man the council, it roped in the best and the
bri ghtest of economi ¢ and corporate m nds. Named executive director was
Tun Dai m Zai nuddi n (now al so Speci al Functions M nister).

Dai mwas the right man for the right time. His financial and corporate
ast ut eness enabl ed hi m when he was appoi nted Fi nance M ni ster in August
1984, to revive the economy which slipped intoa mldrecession in 1985.

G ven his credentials as an econom ¢ turnaround artiste, he was t he best
man to head the NEAC teamthat had to come up with neasures to revive the
econony that had al ready contracted in the first quarter

The NEAC, in its analysis of the econom c and currency problens, traced
one basic fault to the profligate | endings of financial institutions. They
I ent indiscrimnately. So they suffered.

The amount of non-perform ng | oans totall ed RW5 billion, about nine per
cent of all loans at the end of May. The forecast for the entire year was
nore grim

It was averred then that the percentage would spiral to 20 per cent or
about RMLOO billion by the end of the year. Enough to sponge the entire
shar ehol ders' funds of financial institutions of the country.

To search out a remedy, the NEAC del ved i nto econom ¢ history and
nmodul es. It came up with the concept of a national asset managenent
conpany. The conpany's semi nal objective would be to take over sel ected
non-perform ng | oans of financial institutions.

But the NEAC al so realised that many financial institutions did not have
sufficient sharehol ders' funds to carry on their banking functions. And so
it reconmended t he establi shnment of a special vehicle conpany to organise
nergers and to inject fresh funds into the problemridden institutions.

Then t he NEAC addr essed anot her fundanental problemthat was enervating
t he econony. The | ocal currency had been battered in the foreign exchange
mar ket s.

The ringgit's val ue dininished greatly vis-a-vis the nmajor currencies.
The weakened ringgit nade the country and Mal aysi ans poorer, by as nuch as
40 per cent.

A way had to found to arrest the weakening of the ringgit. And so the
NEAC recommended i n the National Economic Recovery Plan that the only way
to insulate the currency agai nst the outrageous swi ngs was to bring the
ringgit home. And so exchange control neasures to curb the gyrations of
the ringgit in the forei gn exchange mar ket were i npl enent ed.

That single, ingenious nmeasure, initially described by foreign
econom sts and i nternational institutions as unorthodox and
unconventional, is manifesting signs that it is effective.

Under that neasure, ringgit hel d overseas woul d have no val ue after Sept
30. And so the depositors of an estinmated RVRO billion in overseas
accounts were perforced to reassess the benefits of hol ding the ringgit
t here.

That aspect of the exchange control neasure has yiel ded sone results. As
the Prime Mnister said, about RML1 billion has been repatri at ed.

It is only two weeks since the controls were put into place. Perhaps in
t he next two weeks, we mght see nore ringgit flow ng back into the
country.

Al'l the neasures, collectively should turn the spigot of funds to | oan
applicants. Businessmen will benefit because they nowcan chart their
accounts, given the fixed exchange rate of the ringgit and the US dol | ar



Bui | ders and vendors of houses will benefit. They now know t hat i nterest
rates have slid back to the hal cyon days of the building boom And so they
will build.

House buyers will also benefit as | oans will be cheaper. People will be
nmore inclined to buy units priced between RMLOO, 000 and RML50, 000.

Al told, the initiatives that have been put into place by the central
bank m ght just provide the necessary fillip to revive the econony. If
they materialise, we can proudly say, we did it our way. The Mal aysi an
way.
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