17/ 10/ 1998
PM hopes there will one "world financial systeni

Hardev Kaur in Tokyo

TOKYO, Fri: Ml aysia hopes that there will be one "world financial systent
whi ch coul d be appliedto all countries inthe world. Prinme M nister Datuk
Seri Dr Mahathir Mhanmad said this "would be a very heal thy situation”

Inreply to a question froma Japanese busi nessman, Dr Mahathir said
once currency trading is regul ated, countries |Iike China and Ml aysi a,
whi ch have exchange rate controls "will be willing to come back" (to a
systemw t hout such controls).

Mal aysi a has made it very clear fromthe outset that once there are
proper regulations "we will lift controls on exchange rate as at that
stage not too many people would be able to play with the exchange rate and
make noney. They can specul ate but they cannot nmani pul ate".

Initially there will be divergence (between those with controls and
those without) but thereis already "a feeling that controls are not bad",
the Prime Mnister said.

Citing an International Mnetary Fund (I MF) publication, he said "you
can see clearly that the countries where the currencies are controll ed
have done better."

The | M- publication |isted the performance of about 15 countries and the
worst performers in the list are those under the | M- regi me - | ndonesia,
Thai | and and Sout h Korea. These concl usi ons were reached by the | MF
itself.

"So as people beginto think that such | M- policies are no good they
will revise themand the revision is towards sone formof control, sone
formof rules and regul ati ons.

"There will therefore be a convergence between t he policies of China and
Mal aysi a whi ch woul d become nore rel axed and at the sane tine ot her
countries woul d have instituted sonme mininmumcontrol so that their
econom es are not too subjected to people fromoutsi de who just want to
make noney and who are just pursuing their greed."

Dr Mahathir, who is here on a five-day working visit, had earlier
delivered a | uncheon address on "The Exchange Control Policy of Ml aysia".
Among the control s that Ml aysi a had propagat ed si nce t he out break of

the currency crisis |last year are those on hedge funds.

Dr Mahat hir told the | uncheon gat hering that hedge funds, for exanple,
shoul d not be allowed to | everage by 20, 30, 50 tines

They should be Iimted and they shoul d al so be transparent and di scl ose
"everything and the kind of trading they do".

Expl ai ni ng the operations of currency traders at | ength, Dr Mahathir
said their operations differed fromthose of commodity traders

He said when a trader sells coffee, for exanple, as long as there is a
buyer the price of coffee does not go down. But "the way you sell a
currency each tine you sell, it goes down".

This has to be changed, he said, adding if there is a buyer then the
currency shoul d not go down. As such, traders will have to stretch their
capital before the currency being traded falls. Thiswll, inturn, deter
themfrombeing too i nvolved in currency tradi ng.

When asked why US President Bill Cinton, during his recent visit to
China, had praised China for its econonmi c policies and controls but the
sane prai se has not been heaped on Mal aysia, Dr Mahathir replied that it
coul d be because Mal aysi a was an open econony and now, according to them
"it is closed but we do not think so (that we are cl osed)".



On t he converse, China has al ways had the controls and continues with
them "So it is fair to praise China and not praise us."

Dr Mahat hir pointed out that while Ml aysia has never been praised for
anything, "I amglad that everybody, and now even President Clinton, can
accept currency control s".

"I think there nmust be somet hi ng good about it. O herw se he woul d not
prai se. So we may be doing the right thing," the Prine Mnister said.

Mal aysi a i nposed controls to i nsul ate t he Mal aysi an econony and st op
specul ati on and mani pul ation of the ringgit by making it non-tradeabl e
out side the country. The exchange rate has al so been fi xed at RVB. 80 to
US$1, providing stability and predictability for businesses.

The Prime M nister assured Japanese i nvestors that Ml aysia still
wel comed foreign direct investnents in productive areas but not short-term
funds. Inaddition, they can continue to repatriate profits and di vi dends
fromtheir operations in Malaysia, but this has to be done in foreign
currency and not in ringgit.

Dr Mahat hir di scl osed that unfortunately, because of the controls, sone
i nvestors deci ded to decl are di vidends on profits they had nade 10 years
ago and whi ch had been reinvested in Mal aysia. Nowthey claimthat they
had not declared the "full" dividend but only a small dividend, and now
want to declare all the profits as dividends (over the past 10 years).

Si nce the noney has al ready been spent, they borrow fromthe banks and
want to convert into foreign currency and want to take it out.

"That, we cannot allow as that is noney you have al ready spent in
Mal aysi a," he added. "Ml aysi a continues to allowthe declaration of
di vi dends the sanme way as before but certainly not going back 10 years.
That is not possible."”

Dr Mahathir told the audi ence that even with the controls, there is no
restrictioninthe inflowand outflowof foreign currency fromMal aysi a.

"The only restrictionis on the outflowof ringgit. That is all."

( END)
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