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By: Sal ny Hashi m

WASHI NGTON, Cct 8 (Bernamm) -- A heated debate on capital controls as a
strategy to stabilise economes in crisis is gaining nmonmentumat the annua
I nternational Monetary Fund (I MF)/Worl d Bank neetings which ends here later
t oday.

Mal aysi a's "shock therapy” jolted world markets when the government
announced in Septenber that it was fixing the ringgit at 3.80 to the dollar
and required a one-year wait on capital gains made at the stock market. In
August, Hong Kong intervened to shore up its equity market, thwart
specul ators and defend its currency.

Mal aysi a's Second Finance M nister, Datuk Mustapa Mohaned, who nmet Hong
Kong's Financi al Secretary Donal d Tsang earlier Thursday, said "Hong Kong
is one of the very few whi ch synpat hi ses and under st ands Mal aysia's
nmeasures to i npose sel ective currency and capital controls."

When Prine M nister Datuk Seri Dr Mhat hir Mohamad condemmed the role
of speculators in precipitating the crisis and called for sone neasure of
control and regul ation over currency traders at the |last annual neetings in
Hong Kong | ast year, his idea was practically jeered and | abell ed as
"crazy" by the Hong Kong nedi a and markets.

After being attacked by currency traders, Hong Kong, the centre of free
mar ket and capitalism is clearly switching sides.

Must apa said Tsang was di sappointed with this year's neetings because
there was a ot of talk but no progress on the issue of nmaking currency
traders' activities nore transparent nor was there any specific time-period
for action fromthe devel oped G 7 nations nor fromthe | M

"As long as a solution is not found, nany nore currencies will be
attacked and many nore countries will suffer,” Mistapa said.

In fact, Ml aysia and Hong Kong have agreed to join efforts in gaining
more worl d support for nore transparency in hedge fund activities and to
establish a regulatory body to oversee the orderly functioning of the
international capital markets, especially currency tradi ng, Mistapa said.

At this point, voices condemming capital controls are | ouder than those
in favour of sone controls to head off financial crisis. The nunber of
those in favour, including econom st Paul Krugman of the Massachusetts
Institute of Technology (MT), may be gaining strength, especially if what
Mal aysi a i s doi ng works.

Worl d Bank chief econom st, Joseph Stiglitz, told bankers on Monday
that some controls on short-termcapital inflows is a |leading strategy for
headi ng of f gl obal crisis.

In a world of ever nore frequent and pai nful banking and currency
crisis, donestic reforns alone will not head off turnoil unless
international policies are also put in place to tenper and prevent cri ses,
he sai d.

The Worl d Bank econoni st said international groups and institutions can
play an inportant role in encouragi ng sound policies and persuadi ng
investors that some restraints on capital flows are an insul ati on agai nst
ri sk and do not inhibit investnent.

A senior international banker at HSBC, Chi Lo, told "Energi ng Markets,"
that short-termcontrols could provide a breathing space whil e governnent
reforms their banking system "I think it's do-able, but they [the
Mal aysi an governnment] have to fix the banks first," he said.

Ti m Condon, an econoni st at Morgan Stanl ey Dean Wtter, said the idea



of capital controls has "waxed and waned" but believe that "we'll see a
peri od of greater acceptance."

Meanwhi | e, Mustapa who has hel d nany di scussions with senior Wrld Bank
and | M- officials here, including Bank President Janes Wl fensohn and | MF
Managi ng Director M chel Candessus, said the M- in particular, was
initially "highly critical" of Ml aysia s nmeasures but there are signs of a
"change in perception.”

The | MF agreed that Ml aysia' s actions do not contravene any | M
article of agreenent but "they remai n opposed to Mal aysia's |ine of
t hi nki ng, " Mistapa sai d.

The minister said he had been expl ai ning Mal aysia's control measures to
his counterparts and enphasising to themthat these controls had only been
i nposed for the past six weeks.

"It's too early to talk about an exit strategy. G ve us a chance to
make it work." -- BERNAMA
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