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Mal aysi an way gai ns accept ance

JEFFREY Sachs, the renowned Harvard economi st, was one of the earliest to
alert theworldto the International Mnetary Fund's (I M) flawed handli ng
of the Asian crises. On that count alone, the points he nade about

Mal aysi a' s currency exchange rate control s deserve study. Wre we real ly

too late in inposing these controls, as Sachs asserted? Or has Sachs, |ike
many forei gn economi sts conmenting onthe controls at this early stage, a
di fferent understandi ng of the Mal aysi an neasures? After all, even the

basi c prenmise of the controls, whichis to insulate the econony and not
isolate it fromthe rest of the world, seenms | ost to nmany.

Mal aysi a, |ike Sachs, was very early intrying to drawthe gl oba
community to the possible flawed handl i ng of the Asian crises by the | M.
But unli ke Sachs and economi sts who are either pro or anti the | MF
prescriptions, Ml aysia actually happens to be one of the crisis-hit
econonmies in the region. After Thailand, the contagi on effect fromthe
baht's deval uati on caused by excessi ve and systemati c currency specul ati on
and mar ket mani pul ati on hit the Mal aysi an econony before it spread to
Si ngapor e, |ndonesia, South Korea, Hong Kong, Taiwan and Russia. The
reason Ml aysi a managed to survive the early onsl aught was because its
fundanmental s were solid. At that point of tinme, it nust al so be renenbered
t hat many economi sts, investors and ratings agenci es were actual |y bl anm ng
the Asian crises on corruption, nepotismand cronysim Only later, nuch
|ater, did the world cone around to the viewthat currency trading, short-
termfunds and a poorly regul at ed gl obal npbnetary systemwere t he rea
culprits.

When Paul Krugnman wrote in Fortune nmagazi ne propagating the nerits of
capital controls, nobody had seriously exploredthis idea. Controls, any
formof controls, are taboo in the global financial world. They distort
the econony, they are anti-nmarket and they project a bad i mage. But at
that point, the econom es being hel ped by the | M- were only getting worse.
Krugman suggest ed control s as a tenporary neasure and conmuni cated this
point to the Mal aysi an Government after Prinme M nister Datuk Seri Dr
Mahat hi r Mohamad announced the controls on Septenber 1. Mal aysi a had never
want ed to i npose those controls but was forced to do so because t he rest
of the world was not doing anything to protect its econony or those of
ot her devel opi ng countries. Inthis context, Sachs' point that Ml aysia
m ght have inposed these controls too late into the Asian crises is
irrelevant. Too late is to have gone to the | M- wi thout being able to turn
back.

H s viewthat these controls were unnecessary nust be argued. There was
no way anyone coul d have known at the tinme Mal aysia introduced its
nmeasures what was in store for the crisis-hit countries or for Russia, the
Latin Anerican econom es and Africa. Even Hong Kong was reeling fromthe
pressures coll ectively placed onits markets by hedge funds and Tai wan was
bei ng openly hostile to the |ikes of George Soros, while the | MF, the
G oup of Seven, the Worl d Bank and everybody el se who made up t he gl obal
financial community had no i nkling of what to do.

The success of Mal aysia's currency exchange rate controls nmust be
neasured by the confidence it has brought back. Sure, sone foreign
investors are still jittery about conmtting their noney here but then
they are jittery about putting this noney anywhere today. The i nportant
thing is that the controls have started to nove donestic econonic



activities, banks are | endi ng noney and busi nesses are payi ng back what
t hey owe. Sachs has a poi nt when he said Mal aysia's controls shoul d have
been ai med at checking the inflow of short-termfunds in the first
i nstance, but his advice - not so nuch Malaysia's controls - had conme too
late. As it was, there was a need to stop some Mal aysi ans from par ki ng
their nmoney in Singapore banks and el sewhere. The record shows that the
controls are working, billions of ringgit have returned home and foreign
investors are still as free as they used to be to take profits out.
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