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Sachs: Asia nust export its way out of the crisis
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HARVARD: Mal aysi a' S deci sion not to goto the International Mnetary Fund
(I'MF) is the right one according to Jeffrey Sachs, Director of the Harvard
International Institute for Devel opnment (H I1D), who says Ml aysi a has
"escaped t he sharp contraction that has taken place inits nei ghbours".

One of the biggest differences in 1998, conpared with I ndonesi a and
Thail and, is that Malaysia "will enmerge better". This is because Ml aysi a
woul d not have gone through a credit squeeze as | ndonesi a and Thai | and
woul d have done as a result of | M- policies.

(I ndonesi a and Thail and had turned to the | M- for assistance. The Fund
inturn inmposed strict conditions which caused even greater hardships in
the two countries. In the case of Indonesia, the conditions had to be
revised at |east twice.)

Sachs' prescription for Malaysia is: Do not to go to the | M-, export out
of the crisis; inject liquidity especially for the export sector and
|iberalisethe financial sector to attract increased | evel s of foreign
direct investnent.

Mal aysi a needs to "export its way out of the crisis," (as do other
countries), as it is difficult to sustain internal demand i n such a
crisis. For exports, there is a need to keep the exchange rate flexible
and ensuring that there is adequate financi ng avail abl e for exports is
crucial. Ml aysia, according to Sachs, should turnto countries |ike Japan
toinject liquidity intoits system

While the situation in South Koreais still fragile and conpli cated,
Sachs is confident that the problemw ||l not "cascade to Ml aysi a. But
Mal aysi a needs nore liquidity andif | were a Mal aysian official | would
ask Japan for liquidity. The decision not to go to the I M- (for Ml aysia)
is the right one", he stressed

Mal aysia's strategy to attract foreign direct investment, which has | ong
been part of Mal aysia's policies, remains very inportant. "None of this
will provide amracle, as it is very difficult to sustain internal denand
inthis kind of crisis. But the export sector will certainly be a
cushion,” he adds.

VWiile it is good advise that countries in the regi on shoul d "export out
of the crisis" it is based on the prem se that their major markets, in the
US and Europe, will rermain open. It is hoped that protectionist sentinents
and barriers do not go up in the face of "cheap" exports fromcrisis hit
Asi an econoni es.

Sachs says he does not accept the premi se that the markets for Ml aysi an
goods and those fromthe region will close. He suggests that froma
di pl omat i ¢ and econom ¢ vi ewpoi nt, "Ml aysi a shoul d act on t he basi s t hat
markets will remain open for its products".

He warns that if "we (the world) do slipinto protectionismwe will have
a very intractable crisis on our hands, adding that "we still have the
hope that world narkets are going to remai n open and there are no
protectioni st noves.

However, the irony of the situation is that despite the cheaper exports
from East Asian econonies due to the depreciation and deval uati on of the
currencies "there has hardly been any i ncrease i n exports fromEast Asia".

This is due to the tight credit situation in these countries. The
condi tions facing exporters are so adverse that they have not been able to
organi se export credit. A shoe manufacturer in Indonesiais saidto have



| arge orders but is unable to export due to lack of credit. Inthis crisis
the exporters who remain liquid will do well.

Thus there is a need for countries in the region and multil ateral
organi sations, including the IM, to ensure that policies, conditions and
prescriptions to solving the crisis do not jeopardi se and dry up essenti al
liquidity.

The countries in the region were anong the world's | argest exporters.
Mal aysi a was the 19t h | argest exporter and 17th | argest inporter in 1996.

Mal aysia's US$78.4 billion (US$1l = RMB. 77) exports and US$78.6 billion
imports in 1996, respectively accounted for 1.5 per cent of the world
totals.

Nevert hel ess Sachs says that the export growmh in Mal aysi a and Asean has
been based on a "narrow range" of electronics. "South East Asia rode the
el ectroni cs boom " which he says i s not over yet. But unfortunately the
prices of el ectronics have declined so nuch that the US dollar earnings in
these exports is not particularly strong.

Thus there is a need for countries to diversify their export base, even
during these difficult tines, away fromel ectronics i nto ot her areas.
"This is nuch easier said than done," Sachs admits. But it has to be done.
Just as in electronics it nmeans sourcing international partners that find
Mal aysi a a reliabl e hone base for operations in new sectors.

Inthis, Malaysia' s nove up into Information Technol ogy (I T) coul d not
have been better tinmed. The Miul timedi a Super Corridor (MSC) is an
i mportant concept for technol ogi cal advancenent. Malaysia's focuson I T
with the MSC shoul d be used to enhance its economi c position.

"It is not a naive decision but a correct decisionto nove into IT,"
Sachs says addi ng that there i s a need however, to be consci ous of the
fact that the private sector should take the lead in this area.

ITis an inportant area for many countries and even the USis taking a
closer look at it. It is the fastest growi ng sector and have been
generating increasi ng enpl oyment opportunities inretail and
manuf act uri ng. Even t he US Conmrer ce Depart nment acknow edges t he i nport ant
role of electronic business and IT in the US econony.

Mal aysi a, according to Sachs, which has "resisted |iberalising the
financial sector” needs to liberaliseit inorder to attract increased
| evel s of foreign direct investnent. This he argues i s necessary for
greater stability. "Malaysiawi ||l be nore stable with the presence of
maj or i nternational banks who will stay for the long term™

Sachs agrees with Prine Mnister Datuk Seri Dr Mahat hir Mhanad t hat the
crisis was caused by the instability of international capital. Referring
to his research which shows that the causes of the "crisis lie with the
international institutions and the unstable short terml oans”, he
nevert hel ess makes a case for FDI which he says is nore stabl e and does
not run for the door as soon as a probl emenerges in host countries.

FDI is there for the long haul. During a crisis FDI does not flee the
region and i s even counter cyclical as there can be increases in FDI even
as short termnoney declines. As for the forei gn banks, Sachs argues, that
they will be cautious about the region if they do not have operations
there. But if they do have operations in a country or region they "wll
stay even during a crisis".

They will in fact hel p provide the necessary export credit required for
exports. Foreign direct investnment is not newto Mal aysia. Sachs points
out that Ml aysia recogni sed the i nportance of FDI sone 20 years ago, when
ot her devel opi ng countries were not even | ooki ng to open their econom es
toforeigninvestnents. It needs to continue remaining "FDI friendly".

Mal aysi a recogni sed all along the i mportance of the export sector which
has pai d dividends. It provided jobs, hel ped diversify the econony away



fromprimary comodi ties, hel pedincrease incone, transfer technol ogy and
provi ded stability.

Despite the crisis, Sachs says, Ml aysia should continue to attract
i ncreased foreigninvestnents, includingintothe banking sector. Wiilein
the short termthere will be a contraction of the econony with sl ower

econom ¢ growth, he says, the basic fundanental s of the Mal aysi an econony
remai n i ntact.
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