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Short-termcapital flows should be linmted

Din Merican

TRILLIONS of US dollars in the hands of currency traders and hedge fund
manager s have today w eaked havoc in East Asia, particularly in Southeast
Asi a.

Regi onal econom c prosperity earned through hard work, thrift and
pai nst aki ng planning has in a matter of nonths gi ven way to gl oom and
doom Investor confidence has been underm ned, while the national psyche
is badly shaken

A worl dwi de recession is now a distinct possibility, if nation states
fail to take collective action on the basis of nutual interest to dea
with this currency-induced phenonenon. It is not correct to attribute this
crisis entirely to the policy weaknesses of East Asian governnents.

The actions of these market operators whose only aimis naking noney
t hrough the creation of paper wealth have been | auded in the nanme of free
mar kets. They have the privil ege of delivering rough "econom c justice"
with i mpunity.

The very nention of regulation or even the imorality of their actions
can create additional turnoil in the financial and capital markets and
bri ng about nore hardship. The Asian financial crisis underscores the need
for sone tenporary mechanismto limt the short-termvolatile and
pernicious capital flows, to quote Joseph Stiglitz, chief econom st of the
Worl d Bank.

Mal aysi a has been in the forefront in drawing international attention to
the inpact of these massive global short-termcapital flows on energing
nation states. Prine Mnister Datuk Seri Dr Mhathir Mhamad has proposed
collective action at both regional and global |evels. Unfortunately, the
Western powers seemto be in a state of paral ysis, mesnerised by the
tenets of free markets, and are unwilling to take corrective action.

Mal aysia is a good exanple of a m xed econony where the state co-exists
with the market. The role of the state in an emerging market is crucial to
ensure that economic growh is balanced with equity.

The New Economic Policy which was initiated in the early 1970s has a
two- pronged strategy of poverty eradication and economi c restructuring to
create a viabl e indi genous business community. It was designed to pronote
political stability and national unity.

The NEP benefited all conmunities including |ong-termdirect foreign
i nvestors because it was carried out in an expandi ng pro-busi ness
environnment. When it was in full sw ng, Ml aysia enjoyed al nost
uni nterrupted strong econom c growh, and political and social stability.
There is, therefore, no reason to apologise for this affirmative action
policy. It is today widely accepted as a pragmatic and realistic
pr ogr anme.

When Mal aysia was hit by a severe recession in the md-1980s Tun Dai m
Zai nuddi n who was then the Finance Mnister drastically reduced the role
of governnent in business and the econony, and tapped the dynani sm of the
private sector. He also inplenented the unpopular political decision to
scal e down the NEP programmes. Daimwas, therefore, willing to accept
unort hodox approaches and solutions in resolving the country's econom c
pr obl ens.

In the current econom c circunstances, Ml aysia has agai n denonstrat ed
its willingness to act decisively. The creation of The National Economc
Action Council outside the existing political and bureaucratic structure



of governnent signals Malaysia' s willingness to put all national economc
policies under critical review. Daim the architect of Malaysia's
spectacul ar recovery fromthe 1986-1987 recession, is its executive
director.

Away fromthe glare of publicity, Daimand his small NEAC staff have
been neeting business and trade union | eaders, industry and professiona
groups, academics, community | eaders, individuals and al so foreign groups.
These neetings are intended to establish a broad consensus on the issues
and probl ens confronting Ml aysi a t oday.

At this juncture, it is inappropriate to specul ate what the NEAC s
actual reconmmendations will be. But one can be reasonably clear - based on
his past actions - that Daimw ||l not shy away from making firm
reconmendati ons and policy prescriptions that best serve the nationa
interest. As he pointed out in the Feb 19 issue of the Far Eastern
Econoni ¢ Revi ew, " the primary task of the NEACis to restore
confi dence".

The 5th Colum in the April 2 issue of the Review, advocates
unrestricted foreign owership of financial institutions. Argunents in
support of this proposal are that foreign investors can bring in fresh
capital, new technol ogy, international |inkages, strong managenent
expertise and better service to custoners. | disagree. Ml aysi a has
historically had and continues to have a strong foreign presence inits
financi al services sector.

The financial services sector is strategic in nature. For this reason,
none of the Organisation of Econonic Cooperation and Devel opnent countries
have al | owed foreign ownership and control of their donmestic financial
institutions and i nsurance conpani es.

Fi nanci al institutions are custodi ans and nobilisers of domestic
savi ngs. Ml aysia must continue to ensure that donmestic savings are
utilised to finance donestic |ong-termand productive investnments. This
makes sense since over-reliance on foreign savings, especially short-term
capital inflows, is a risky proposition for |ong-terminvestnents.

Mal aysi a shoul d not give its financial house away in the nane of free
mar ket s.

It remai ns an open question whether the present fascination with free
mar ket s and di senchantment with government intervention will endure. The
way unfettered markets have been behaving in recent tines may trigger a
reversal in thinking and call for a redefinition of the future frontier
between the state and the market. There are strong grounds for a nore
promnent role for the state in energing and | ess devel oped countri es.

Political stability is of paramount inportance since no one will invest
in acountry that is chaotic. For Ml aysia, given the state of its
political devel opnent and soci o-economic profile, the continuing challenge
will be to find a healthy bal ance between econonic efficiency and soci al
justice. This balance will ensure continued political stability.
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