07/ 09/ 1998
Forex controls provide stability and predictability
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STABI LITY and predictability are anong the nost inportant criteria for
doi ng busi ness anywhere in the world, whether in the devel oped or the
devel oping countries. Many a tine, investors and busi nessnen both | oca

and foreign, have listed these two factors as being high on their priority
i st when deciding where to invest and do business in.

Mal aysi a of fered these factors and nany ot her incentives over the years.
But the hei ghtened and unbridled activities of speculators, especially in
the currency and equity markets, has caused instability and
unpredictability to prevail, thus making it difficult to plan for the
future.

This instability and unpredictability pronpted many fund nanagers and
investors to rush out of the devel oping countries in the region. As
Jeffrey Sachs, director of the Harvard Institute for Internationa
Devel opnent noted, it led to a "rational panic" with each trying not to be
the | ast one out.

This panic rendered many denocratically el ected governnents hel pl ess as
they were unable to plan ahead and saf eguard the Iivelihoods of their
peopl e. The sudden deval uati on of regional currencies and the fallout in
the equity markets rubbed salt into the already raw wounds.

This, coupled with the austerity neasures and tight nonetary policies
prescribed by the International Monetary Fund to the countries under its
wi ng caused severe hardship. It resulted in conpanies and i ndivi dual
busi nesses being starved of the lifeline that was desperately needed to
keep themafloat - an injection of funds at a reasonable price.

Undoubtedly, the financial crisis calls for an international solution.
But in the absence of any concerted international action soon, countries
i ke Mal aysi a must and shoul d take pre-enptive neasures to insulate their
domestic econony fromeven nore uncertai nty and damage. |nsul ating the
country frommnore adverse external forces and risks is essential and these
measures need to be taken sooner rather than later.

The experience of other countries indicates that those that have
instituted nmeasures to insul ate thensel ves from external devel opnents have
fared better in neeting the chall enges of adverse gl obal devel opnents.

Bank Negara, in announcing the new nmeasures, said that the nove was
based on a nunmber of considerations. These included the need to limt the
contagi on effect of external devel opnents on the Ml aysi an econony; to
preserve recent gains made in stabilising the domestic econonmy and ensure
stability in domestic prices and the ringgit's exchange rate as well as
create an environnent that is conducive for a revival in investor and
consuner confidence and facilitate econonic recovery.

The nmove is by no neans isolationist. Malaysia as a trading nation
cannot afford to isolate itself but it certainly needs to insulate itself
fromthe risks and vul nerabilities of a hostile external environnent.

This insulation will enabl e donestic neasures to strengthen the econony
to be inplenmented and to yield results. Ml aysia needs to achieve
macr oeconom ¢ and nonetary stability to strengthen its fundanental s and
build strong foundations for future grow h.

Wthout this, success will be inpossible and there are signs that the
gl obalised and international instablity may cause even nore damage to the
al ready weakened econony. Even now, there are signs that the crisis, which
began in Thailand | ast July, has deepened and spread across to other



continents.

The | atest devel opnments in other regions and financial centres could
give rise to another round of the contagion effect. There is thus every
reason, in the absence of any concerted international effort, for Ml aysia
to protect its donmestic econonmy fromeven greater instability.

The pre-enptive controls therefore, could not have been better tined.
Even within the short period of three working days, the stability and
predictability provided by the pegging of the ringgit to the US dollar at
RM3. 80 and the controls on ringgit trade are beginning to show results.

The stock market has gained nore than 100 points since the announcenent
to close at 363.44 | ast Friday. The Kual a Lunmpur Stock Exchange's
financial index registered even heftier gains of 594.92 to cl ose the week
at 2,237.29 up from1, 785.10 | ast Wednesday.

Both institutional and individual investors are now noving into the
mar ket. Foreign direct investnment was not affected by the nove as these
i nvestnents are here for the long term Maurice G eenberg, Chairman of the
American International Goup (AlIG - which has substantial investnents in
Mal aysia - in supporting the controls, noted in his letter to Prine
M ni ster Datuk Seri Dr Mahathir Mhamad that "investors shoul d be prepared
to invest for a longer period rather than have the ability to nove funds
for the slightest reason".

The neasures provide for greater certainty in the market enabling
busi nessnen and entrepreneurs to plan ahead confidently know ng that there
will be stability in the foreign exchange market with regards to the
ringgit. They will not be caught unawares by sudden and viol ent currency
fluctuations. Violent fluctuations and volatility are poison pills to a
busi ness' life.

Whi |l e Mal aysi a's noves may be consi dered "shocki ng, unconventional and
unort hodox" especially for a trading nation, they are by no neans unusual
Many countries, including devel oped countries, inpose capital controls to
protect their donestic econom es. Way not a devel oping country |ike
Mal aysi a?
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