13/ 12/ 1998

No risk no gain

THE nessage i s clear. No caprices, no nasty surprises and no vacill ati ons.
The country's econom ¢ policy-fornulation and inplementation will not be
subj ect to sudden flights of fancy.

The assurances, which came forth fromPrime Mnister Datuk Seri Dr
Mahat hir Mohamad in a di al ogue with major international foreign fund
managers on Friday, are necessary to dispel their fear that the country's
economni ¢ policy-making is without direction.

Doubt | ess, many of these managers woul d have been surprised by the
openness of Dr Mahathir in providing the rational e behind the country's
current policies and in responding to their queries. Such a dialogue is a
good start in renoving the m sconceptions over the econom ¢ policies and
i nregai ning the confidence of foreigninstitutional investors, whose
participation in our capital market is deened i nportant.

Their concerns are legitimate. Not only they have to be accountable to
their clients, they have a duty to ensure the portfolio they managed are
invested in a sound and safe manner. This is perfectly understood by the
Governnment. Wiich is why Dr Mahathir used the occasion to explainthat the
measures, particularly the exchange rate controls, are ai ned at curbing
specul ative activities

One of the npbst erroneous assunptions about the country's sel ective
capital control neasures is that they will be perpetuated and worse,
prevent efforts to address any structural weaknesses within the financi al
system Looking at it fromportfolio fund managers' viewpoint, it is
reasonabl e that they woul d want assurance that the one-year holding rule
on forei gn ownershi p of shares and capital is tenporary.

But Dr Mahathir never tires of reiterating that they are neant as short-
termmeasures and woul d be renoved once the Government i s convinced t hat
normalcy is returning to the marketpl ace. The neasures are neant to
provi de breat hi ng space for the needful refornms and the Governnent has
never intended themto be the walls which enclose the country fromthe
gl obal econony.

It isworthwhile to consider the fact that the Governnent i s considering
to nodify the currency exchange rate and capital control regul ations,

i ncluding the introduction of an exit tax on early repatriation of funds
fromthe Kual a Lunpur Stock Exchange. Such a tax rate is high if the noney
remains inthe country only briefly (which will not apply to nost foreign
portfolio investors since many are interested in a mediumto | ong-term
positioning). This woul d assist the Governnment's aimin wanting the KLSE
toreflect fundanental val ues and not gyrate wildly.

It isquite plausible that the time for their renoval nay be sooner than
|ater as there are signs that on-going efforts to i nprove certain areas
such as the financial sector are yielding the desired results - evidence
of the expected progress will surface in nonths to come. This is no
figment of the imagi nati on since Danaharta and Dananpdal have been in
action to aid the recovery of the banks. Were recapitalisation of the
sector is concerned, the country has nmade far better progress than
Thai |l and and | ndonesia. As it is, there are brokerage houses in the region
whi ch opi ne that the worst is over for Mal aysi a's banki ng sector. These
are farsighted nanagers who are urging their clients to enter the market
whil e share prices are still cheap and t herefore, nmake excel | ent buyi ng
opportunities for nediumto long-terminvestnent. It is a case of no risk



no gain.

The benefits of the dial ogue may not be i mredi ately seen al t hough the
Conposi te I ndex cl osed hi gher on Friday. Nonetheless, it is a sign of
renewed confidence that will |lead to renewed i nfl owof foreign funds. The
overwhel m ng success of Japanese governnent - guaranteed 66.6 billion euro-
yen (US$570 mi|llion) bonds issue for Malaysia is a harbinger of good
things to come. There is nore optimsmthat the upward trend will
conti nue.
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