01/ 10/ 1998

Exchange control measures conme into full effect today

MALAYSI A" S exchange control s, aimed at i nsul ating the country's econony
fromexternal pressures, take full effect fromtoday foll owi ng staggered
i mpl ement ati on of various neasures since they were announced on Sept enber
1.

As aresult theringgit is no longer convertible outside the country and
its exchange rate is fixed at 3.80 to the US dollar. At the same tine,
export and i nmport of the local currency is strictly controlled and ringgit
assets parked overseas nust be brought back to the country.

Transfers to residents' accounts nowrequire approval and travellers can
only inport and export not nore than RML, 000 each. No linits are i nposed
on foreign currencies being brought into the country, but Ml aysians can
only take out a maxi numof RMLO, 000 in foreign currencies, and non-
resi dents not nore than RML, 000 and foreign currencies up to the anount
t hey brought into Ml aysi a.

Speci al desks are established at all exit points in the country to
assist travellers in their enquiries and to neet the requirenents.

Bank Negara had said the neasures are ai ned at denyi ng specul ators
access to the |l ocal currency thus mnimsing the inpact of destabilising
short-termcapital flows on the donmestic econony.

Imredi ately affected are the ringgit accounts abroad, paynents between
residents and non-resi dents and those for trade settlenents, as well as
credit facilities maintained by non-residents.

Stricter controls are also in place on paynents by residents for
i nvestnents abroad, credit facilities in foreign currencies, ringgit
securities, and inport and export of currency notes and ot her fi nanci al
i nstrunents.

Banks operating in the Labuan I nternational O fshore Financial Centre
have al so ceased trading inringgit instrunments.

Foreign direct investors, who remain free to repatriate their earnings,
wi Il not be affected because the controls are ai nmed at containing the
i mpact of short-termcapital flows.

Apart froman i medi ate easing of liquidity in the system thanks to the
repatriation of ringgit assets fromabroad, the neasures have ended t he
exchange rate vol atility which fluctuated wil dly between 3.50 and 4. 50
agai nst the US dol | ar over the past one year

Prime M nister Datuk Seri Dr Mahathir had estimated t hat between RM20
billion and RMR5 billion is being parked abroad.

Wth a fixed exchange rate, foreign conpani es no | onger need to hedge
whil e foreign currencies can freely continue to flowin and all profits
earned repatri at ed.

Speci al Functions M nister Tun Dai mZai nuddi n had sai d the nmeasures wil |l
prevent economn ¢ chaos and spur growth as they i nsul ate Mal aysia from
gl obal instability.

Commenting on Mal aysia's decision at a recent semnar, LIN Associates
chairman Tan Sri Dr Lin See Yan said capital controls are an i nstrunent,
not a goal, of policy as they only provide tenporary shelter to weat her
the storm

"The causes of the stormnust be tackl ed head on," he said, not |east by
reformng the i nternati onal nonetary systemand renodel | i ng the post-Wrld
VWar 11 Bretton Wods financial order.

The over haul should i nclude a new architecture to handl e adequately the



chal | enge of massive international capital swi ngs, and requires the
pronotion of greater transparency in currency trading as well as inthe
operations of the Bretton Wods twi ns, the International Mnetary Fund
(I MF) and Worl d Bank.

"They shoul d be made nore open and responsive to conpl ement the
effective functioning of the reformed gl obal system™ he said.

Lin noted that the financial turbul ence of the past year had occurred
agai nst a background of Asian countries having significantly |iberalised
their noney and capital markets without sufficiently strenghtening their
regul atory and supervi sory systens.

"What has unfol ded is the consequence of a fundanmental flawin the
i nternational nonetary system"” he said, and not so nuch t he donestic
policies of individual countries, although there is nmuch that can be
i nproved.

Unregul ated capital flows had upset the market's ability to adjust in an
optimal fashion, to the extent that the val ue of assets can change
significantly overnight, he said.

The "one-size-fits-all" austerity packages bei ng proposed and i nposed
(by the I MF) target essentially the donestic synptons and not the
i nternational causes of the crisis, Lin added.

The i nmpact of the crisis on Mal aysi a has been very "deep" but it is
fortunate that the country has no external debt problem which should
stand it in good stead to weather the storm
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