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NEAC st udying ways to nodify controls

Long Hui Ching
KUALA LUMPUR, Wed. - A working group within the National Econom c Action

Council is studying ways to nmodify the controls placed on the outfl ow of
short-termcapital, Special Functions Mnister Tun Dai mZai nuddi n said
t oday.

Dai m who is al so NEAC executive director, said the working group was
eval uating proposal s by foreign fund nanagers for Mal aysia to either
i npose an exit tax on the wi thdrawal of foreign portfolio investnments or
have a system of nost-favoured investors.

On Sept 1, the Government inposed the condition that foreign portfolio
i nvestnments nmust remain in the country for one year until Sept 1 next year
or later. This does not affect interests and divi dends.

The ringgit was al so pegged at RVMB. 80 to US$1l fromCOct 1 and nmade non-
tradeabl e outsi de Mal aysiato insulate the country fromw | dly fluctuating
exchange rates

Si nce Mal aysi a i ntroduced a series of neasures to contain the econom c
crisis, many econonists, investors and politicians have expressed concern
that the long-termeffects on Mal aysia may not be good.

"Froma Conposite | ndex of 260 points, we have gone up to 550 points.
How coul d you even suggest we are really badly hit?" Dai masked when
respondi ng to questions posed to himby this newspaper. He was asked
whet her Mal aysi a was badly hit by the controls i nposed.

Dai msai d foreign fund managers who left in a hurry | ost a great
opportunity to make noney when the Kual a Lumpur St ock Exchange Conposite
I ndex noved from260 points to 550 points. The Cl today ended at 551. 11
poi nts.

"They want to invest but their trust instructions do not allowthemto
unl ess they can buy and sell w thout restrictions,” he said referringto
the constraints i nposed on fund nanagers by their respective trust deeds
or prospectuses.

"W are not interested in hot noney. W want |ong-terminvestors. Those
who want to i nvest nust be prepared to stay for one year. But, because
they want to invest, they came to see us and put up these proposals.

"We are considering (them). If it benefits the country, and we accept
the proposals, we will inplement as soon as possible.™

He said the Governnent wanted to prevent the repeat of a scenario where
a sudden pul I out of foreign funds caused the Cl to drop fromabout 1,200
points to 260 points. He estimated about RVM600 billion was wi ped out in
mar ket capitalisation

Chil e, which has an entry tax, was naned as an exanple of a country with
simlar controls on the flow of funds.

Meanwhile, inaninterviewwth the International Herald Tribune
publ i shed t oday, Dai msai d Mal aysi a was studyi ng two options for repl aci ng
the one-year moratoriumon the repatriation of foreign capital invested in
shar es.

Inthe interview, he saidthe Governnment was consi dering an exit tax on
the wi t hdrawal of foreign portfolioinvestnents.

It is also studying a systemof "npst-favoured i nvestors" which would
allowinvestors judged to have a long-terminterest in the country nore
freedomto nove nmoney in and out.

"These are the options we are | ooking at," Daimsaid. "W hope to
i mpl enent one of themas soon as possible. W want to nove very qui ckly



and settle this once and for all."

Bank Negara was expected this week to announce new gui delines on the
repatriation of foreign capital invested in the stock market.

Reuters reported that foreign investors had criticised the one-year
rule, saying it was a nmaj or i npedinment to capital inflows.

Prime Mnister Datuk Seri Dr Mahat hir Mhanmad recently told foreign fund
manager s that the Government woul d consi der nodi fyi ng the one-year rule.

I nvest ment bankers have been seeki ng ways to sidestep the one-year rule,
and British construction group, Blue Circle Industries Plc, has been in
the forefront of these efforts.

I nvest nent bankers are reported to have proposed that portfolio funds
seeki ng ways to circunmvent the one-year ban swap their portfolios with
foreign direct investnents by Blue Circle at a price discount.

There are no controls on the fl ow of foreign direct investments.

Bank Negara | ater announced details of the swap arrangenent approved for
Blue Circleto partly financeits RM.4 billion further investnent inthe
cenment industry.

* Bank Negara explains Blue Circle approval : P23
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