02/ 09/ 1998

Shock tactics for shocking situations

VWE may or nmay not have shocked the world with the exchange control
measur es announced by Prine Mnister Datuk Seri Dr Mahat hir Mohanmad and
Bank Negara yesterday. But we live in shocking tines. W have been shocked
by an international financial conmunity that has passively watched as the
economes in this region were systematically reduced to half or |ess of
what they were a year ago. W have been shocked by the doubl e-standards of
the West and the International Mnetary Fund, of the different nedicines
they prescribe for thenselves for the sane illness that we were said to be
suffering from W have been shocked by their assurances that we nust go
down before we can bounce back. W have been shocked enough.

The nmeasures were not for shocking the world in return, they are neant
to safeguard the Mal aysi an econony agai nst el enments that have brought
several economies in the region to their knees, begging for food for their
peopl e, medicine for their sick and mlk for their babies. Hong Kong, with
its reserves of nearly US$100 billion (US$1 = RW.05), is fighting
specul ators. Taiwan has barred any links with funds related to M GCeorge
Soros, the currency specul ator nmuch revered by governnents and
international bodies in the Wst. A certain country in this regi on would
prefer to underm ne its neighbours to ensure its survival. Ml aysia has
come up with these foreign exchange control neasures to defend its own
econony fromsliding further, so that it does not have to go around with
bow in hand for food, nedicine and i nfant fornul a.

As announced by Bank Negara acting governor Datuk Dr Zeti Akhtar Aziz,

t he exchange control measures are largely ained at bringing ringgit in

of fshore markets hone, denying speculators access to the currency while

m nim sing the i mpact of short-termcapital flows on the donestic econony.
Activities affected apart fromthose in ringgit external accounts include
general paynments in ringgit between residents and non-residents, paynent
for exports and credit facilities to non-residents. Stricter controls are
now in place for paynments by residents on investnments abroad, credit
facilities in foreign currencies and the ringgit fromnon-residents,
ringgit securities and inport and export of currency notes and ot her
financial instruments. O fshore banks in Labuan are al so no | onger all owed
totrade in ringgit instrunents. Dr Mahathir said before the end of the
year, the exchange rate for the ringgit wll be fixed. This will allow the
Governnent to reduce interest rates and hel p busi nesses to operate and
make profits.

These neasures certainly are a shift away fromthe free market as the

West wants us to understand it. But these controls are not going to affect
foreign investnments in this country. Foreign conpanies are still all owed
to send honme the profits they nake fromtheir Ml aysian operations. Trade
is not going to be jeopardised; in fact, it should benefit froma nore
stable ringgit after the currency has been fixed. China, with its capital
controls, has proven that they are practicable and has | argely been
insulated fromthe regional financial crisis because of these controls.
For Mal aysia, a supporter of the free market, to resort to exchange
controls is a drastic nove. But as Dr Zeti said, this is the best solution
for Mal aysia now. W have to act on our own as the international conmunity
has failed to cone up with any neani ngful solution to the global financia
t ur moi |

Things will get worse and nmay soon get out of hand. The Dow Jones



plunged to its second-1argest point |oss on Monday as stock markets in
Europe slid and those in Asia "went down |ike dom noes", as one wire
report described yesterday's declines in Hong Kong, Taiwan, Singapore and
Mal aysi a' s bourses. The commentators are grappling for reasons, blam ng
Wall Street, a poor choice of a prime minister by the Russian president
and Mal aysi a's exchange controls for the poor performance. Like the
i nternational comunity, the conmentators are |osing sight of what has
brought about the econom c and financial troubles, why Russia may go back
to Communi sm why Mal aysi a deci ded to adopt the controls, and why it does
not nmatter anynore to mllions in Indonesia, South Korea and Thail and.
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