29/ 09/ 1998

Si gns of econonic recovery

THE neasures were ingenuous. Reconmended by the National Economic Action
Counci| and inplenented by Bank Negara on Sept 1, the nmeasures were
crafted to kick-start the econony that contracted by 4.8 per cent in the
first half of this year. The economic initiatives were several .

One was the nove to insulate the ringgit against the wild swings in
exchange val ue, triggered by the tradi ngs of avarici ous hedge fund
managers in the foreign exchange market. Conversely, the neasure pegged
the local currency to a fixed rate to the US dollar. Thus the neasure cut
the CGordi an Knot of the conplexities of foreign exchange and foreign
exchange trading.

And the Government did nmore. It reversed earlier nonetary policies. It
i ntroduced policies to ease interest rates by releasing nore funds into
the financial systemby reducing the Statutory Reserve Requirenents of
financial institutions, fromeight to four per cent. Wich was an
injection of RML6 billion. This nove was to quicken listless lending to
spur business activities, productive business activities.

Al'l these nmeasures were pooh-poohed, initially, by many. Including the
US admi nistration and the International Mnetary Fund who were quick to
declare that these initiatives, |abelled quick-fix plasters, would not
wor k. They woul d not nurse back the ailing econonmy. But work, they have.
At least signs are many that the economy mght just be reviving.

First, the reflation neasures that nudged financial institutions to |end
to productive sectors are having telling effects. As the Prime M nister,
Dat uk Seri Dr Mahat hir Mhanmad, noted | ast Thursday, sales of cars have
been energi sed. Monthly sal es volune of 5,000 cars in previous nonths has
spiralled to an estimated 12,000 for the month of Septenber. That is a
good sign, a very good sign. Add to that the fact used cars sales,
mori bund until |ast nonth, are now buoyant. For instance, sales in the
Sunday market organised in Petaling Jaya now average 12 cars, up fromthe
previ ous average of five.

Second, the construction industry has been rejuvenated. Applications by
devel opers for loans fromthe RV billion revolving fund, managed by the
Syari kat Perumahan Negara, now has piled up to nore than 130. Approval has
been given to 46 builders of |low and | ow medi umcost projects. Only the
tardy di sbursement of credit by financial institutions is holding up the
speedy recovery of this vital cog of the econom ¢ machi nery. But the
Governnent is not a silent observer. As Housing and Local Governnent
M ni ster Datuk Dr Ting Chew Peh said on Sunday, the National Housing
Department has been directed to act to speed up di sbursenment of funds to
approved applicants.

Third, and nore significantly, the nmanufacturing sector is nmanifesting
definite signs of recovery. As Second Finance M nister Datuk Mistapa
Mohaned sai d on Sunday, the sem -conductor and textile industries are on
the recovery trail, driven by increasing denands frominporters. The
demand stens fromthe stability of the ringgit against the US dollar.

Al'l these are clear nmanifestations that the neasures the Governnment put
into place on Sept 1 and earlier are working. How much these signs would
translate into gross domestic product growh only tine would reveal. But
they, collectively, indicate that the econony is back on track. Recovery
m ght be sooner than | ater.
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