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Need to renmain commtted for neasures to work

Lokman Mansor

I T HAS been only one week since the Government introduced capital controls
and fixed the ringgit at RM3.80 to one US dollar toisolate the country
fromcurrency specul ators and focus on rebuil ding the econony and al ready
there are signs that the neasures are begi nning to have positive effects.

Conpani es that inport rawnmateri al s and conponents have started seei ng
savings in inmport costs, part of which should soon be translated into
| ower prices for end-users and consumers.

Exporters, while initially having to face the fact that they will not be
ear ni ng as much now as when US dol | ar sal es neant higher ringgit profits,
neverthel ess prefer a stableringgit to a volatile one.

Interest rates are starting to conme down, and soon busi nesses wi |l be
abl e to obtain desperately needed | oans to junp start their operations.
This in turn shoul d have a spillover effect on other businesses.

Foreign i nvestors shoul d wel come the neasures as there is no | onger a
need t o hedge when t he exchange rate i s stable. Foreign currencies can
continueto flowinand all profits earned can be repatriated w t hout
restrictions.

The enmergence of a black nmarket for the US dollar is unlikely as
Mal aysi a's popul ationis small and t he average i ncome of Mal aysians is far
better than those of other devel opi ng countri es.

Bank Negara's neasures announced on Septenber 1 cover external accounts,
general paynents, investnments abroad, foreign exchange credit facilities,
securities, and i nport and export of currency notes.

Prime M nister Datuk Seri Dr Mahat hir Mhamad sai d on Tuesday that the
capital controls, whicheffectively endedtheringgit s convertibility
abroad, have brought about "very good" results

" Cbvi ousl y peopl e have regai ned confi dence, business activities have
i nproved and | oans are now avail abl e for busi ness people. CGenerally
thi nk the econony i s picking up and | hope this will continue,” he said.

Even wi thout calling on the International Monetary Fund (I MF) or ot her
mul til ateral agencies for financial aid, Mal aysiarenains in better shape
than ot her countries under attack by currency and stock market
specul at ors.

"W are trying to handl e the financial and econom c turnoil ourselves -
an exerci se that i nvol ves not just the el ected governnment, but al so the
adm ni stration and the public,” Dr Mahathir said.

The Prinme M nister warned, however, that certain forces in the financial
world do not wish to see Malaysia's latest efforts bring about recovery.
They are cracking their heads to find ways to frustrate Mal aysi a.

"We will see whether they (the neasures) fail or not," Dr Mahathir said
when asked about a prediction by | M- deputy nmanagi ng di rector Stanl ey
Fi scher that Malaysia's capital controls will fail.

Critics will certainly point to the 95.50-point drop on the Kuala Lunpur
St ock Exchange (KLSE) that very day to support their argunment that the
capital control neasures are not market friendly.

This is not necessarily the case. The previous four days of substanti al
gai ns on the | ocal bourse (due to the announcenent of capital control s?)
made it quite irresistible for investors not to cash in their gains,
especially as many felt the market had gone up too fast and needed a
br eat her.

Anal ysts sai d the drop, although steep, was actually healthy to prevent



overheating of the | ocal bourse. Their sentinment remains bullish onthe
back of the positive outl ook for the country's econony.

An external factor in Tuesday's fall was the i npendi ng resunption of
Central Linmt Order Book (Clob) trading in Singapore today, with anal ysts
anticipating selling pressure due to the substantial discount in O ob
share prices conpared with the levels on the |ocal front.

In the event, the key KLSE Conposite I ndex (KLCl) rebounded 11.5 per
cent yesterday to recoup half the | oss suffered in the previous day. The
KLCl surged 40.09 points to end at 389.65. Gainers thunped | osers 532 to
130, with 81 counters unchanged and 204 untraded.

"Yes, there was profit-taking on Tuesday but when the index falls as
hard as it rises, it is not really reacting to market forces," one anal yst
sai d.

Anot her said that coupled with retail investors com ng back to the | ocal
bourse | ooki ng for better returns than what fi xed deposits are giving, the
nmarket i s seen renmining volatile over the next few days.

Real i stically, no one shoul d expect econoni c recovery overni ght. The
neasures taken thus far have shown sone positive signs. This is good. W
nmust continue to nmonitor the right econom c signal s and make necessary
adj ust nent s wher e appropri ate.

More neasures are surely in the pipeline to hel p the econony recover.
When t hese are undertaken, support and commt ment nmust comne from all
quarters to ensure their success. W have started the ball rolling. It
will be a shane to | ose bal ance before we reach our goal.
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