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THE international nedia, it seens, |oves Malaysia for the sensationa
headl i nes on what their correspondents construe as our econonic and
political nm sdeeds.

Nowhere is this attitude best seen than the recent Apec neeting and Abac
summ t where many foreign journalists flocked in Iike grand inquisitors -
nor e concer ned about condeming Mal aysia's inmposition of partial capital
control s than seeking clarifications or renmoving m sinformation.

At the Asia-Pacific Business Advisory Council's parallel session on
financial services where Bank Negara Deputy Govenor Datuk Dr Zeti Akhtar
Aziz was the | one panelist, they skipped past her explanations and focused
i nstead on how to advance their argunent that Ml aysia risked bringing on
anot her economni ¢ Dark Age

Even as she was fiel ding questions on the capital controls, a journali st
asked anot her behind, "Wat's your take on this?" "Protectionisnt, the
reply cane.

Eyes gl azed, m nd nmade up. The outcone is all too known: biased and
i naccurate foreign Press conmentary.

Their reports, even prior to the Asia-Pacific Econom c Co-operation
meeti ng, dripped condescensi on.

The gist was all too familiar - be it in Financial Tines or
I nternational Herald Tribune: our neasures are the nal evol ent kind that
i nsul ates the econony, we are retreating into protectionismor as
suggest ed by The Economi st (Sept 26), Ml aysia "will unravel the world's
50 years of gl obal trade co-operation.”

At the Abac sunmit, Prime Mnister Datuk Seri Dr Mahathir Mhanad
assuaged such fears by pointing out that Mal aysia was far too
insignificant to "do anything to affect the world' s econony adversely or
ot herw se".

Despite tirel ess expl anations by national |eaders and bureaucrats during
the Apec neetings, their rhetoric was nore strident still. The Econom st
(Nov 21, "Under Control ?"), with obvious but selective references to
Zeti's explanations on the capital controls during the parallel session
decl ared Mal aysia as "still unrepentant”.

Goi ng by the way they weaved their arguments, many anong the foreign
Press did not - and do not - consider the substance of official
expl anati ons inportant enough to report accurately what it neant.

To consi der whether the capital controls make sense would require
| earni ng nore about an individual country's econom ¢ situation but
perhaps, with their hyper-adversarialismnentality, they would rather not
put thenselves in circunstances that stretch their views, preferring to
find things that already fitted in what they know of and pre-judge.

So, "substance" is about as substantial as the allegations that Ml aysia
closed its borders; foreign investors are shunning us or; this is a Jew
hating country.

Since hysterical half-truths are easily substituted for real data
commentators in the foreign Press - unlike university-based schol ars such
as Jeffrey Sachs, Paul Krugman, Harvard's Dani Rodri k and Col unbia's
Jagdi sh Bhagwati - who rely on these shreds of news wite in a formthat
uses a veneer of scholarhip to dress up argunents advancing their
political agenda.

Hence, the likes of Dr Edwin Feul ner (IHT, Cct 22, "Send a nessage to



(Dr) Mahathir") who contended Ml aysi a had practi sed protectioni st
measures "past and present” and had seal ed off its borders to outside
trade.

The worst effect of this is that vital issues are trivialised before
they have a chance to be tested and explored. They are condemed before
passi ng through the stage of serious attention.

One exanpl e: The foreign Press' reactions when Dr Mahathir first raised
the subj ect of currency speculators last July. Then, very fewwth
intell ectual honesty such as Universiti Malaya's K S Jonpb, not known to be
a pro-establishment person, argued that to dismiss Dr Mahathir's
contention would be akin to throwi ng the baby out with the bat hwat er.

It is easy to see how mi sconceptions over our partial capital and
currency exchange controls arise. The term"capital controls" evokes much
dread - which is why it should be used with care. Evidently, it is not.

Contrary to foreign Press reports, Ml aysia does not practise total
capital controls but selective ones (which do not cover current account),
and there is a great deal of distinction between the forner and latter.

The general definition of capital controls is the inmposition of
restrictions that affect the capital account of a country's bal ance of
paynments - a wi de-rangi ng enbrace of restrictions that inevitably |eads to
t he cl osure of borders.

But our selective controls, which include the one-year holding rule on
Foreign Portfolio Investnments and limts on foreign ownership of equity
capital in the financial market, are not that dismal in reality.

The controls are short-termneasures to protect the econony fromthe
turbul ent inpact of short-termcapital flows or volatile foreign portfolio
capital so that the real economy can be revived in conditions of exchange
rate stability and reasonable interest rates.

They exclude foreign direct investnents.

As Universiti Sains Ml aysia international finance |ecturer Dr
Subramani am Pi |l ay points out: "Foreign Portfolio Investnent capital is
nmore footl oose than Foreign Direct Investnent since it can | eave on the
spur of the noment as witnessed in the (East) Asian crisis, and snall,
open economni es |i ke Thail and and Mal aysia are partcul arly vul nerabl e due
to the large size of capital flows relative to the size of donmestic
capital market."

Zeti says: "The early stage of the crisis saw huge transactions which
were not carried out by donestic or |ocal corporations. The size of these
transfers indicated they cane fromlarge foreign players - be they
i nvest nent bankers or hedge fund operators. It was the huge outfl ow of
ringgit, not foreign exchange, that nade the country vul nerable so much so
that it had to i npose selective capital controls.”

"Ofshore ringgit was attracting deposit rates of between 20 per cent
and 30 per cent (in a neighbouring country) conpared with donestic rates
of about 11 per cent. The question then: Who would be willing to incur
hi gh borrowi ng costs to get their hands on ringgit funds? W realised we
were made vul nerabl e by currency specul ators, whether fromWll Street or
Hong Kong or el sewhere, who were carrying out |arge-scale sellling of
ringgit offshore."

She adds that raising donestic rates to conpete with of fshore ones woul d
not have been viable so the remaining alternative was to i npose exchange
currency controls to contain the internationalisation of ringgit.

"Mal aysi a did not have a bal ance of paynments probl emand nmarkets
indicated that the ringgit was not overval ued, so why should it be put
under pressure to devalue? Nor was it necessary to devalue the ringgit to
mai ntain the country's export conpetitiveness."

As Dr Mahathir said when opening the Abac sunmit, the furore over



Mal aysi a's decision to i npose capital controls was unreasonable since it
had not hurt anyone except currency traders.

The fixing of the ringgit to the US dollar had created a stable
i nvest nent and busi ness cli mate.

The foreign Press seenms hell-bent on accusi ng Mal aysia of abusing
capital controls to delay much-needed structural reforns.

Al t hough Mal aysi a has made her stand clear on the need for regul atory
controls over specul ative funds, that has not blinded the nation to the
task at hone.

As Zeti explains: "It is necessary to differentiate between inposing
short-termmeasures to deal with the i nmedi ate probl enms and correcting
structural weaknesses using nediumto |ong-termsolutions.”

The adverse conmentaries smack not so nuch of concern for free marketism
but a calculated political nove to undermnine the country's present
| eader shi p.

What sonme in the West really want is economic reforns (read: full entry
and no limts on foreign equity) and political revolution rolled in one.

Their ceasel ess and pai nful contortions about Ml aysia's econonm c and
political situations | eave themopen to the twin charges of hypocrisy and
i mperialistic opportunism

The nub of the matter is that Malaysia's partial capital and currency
exchange controls have not been approved by "The Manufacturing of Consent
Club" (read: the likes of Wall Steet Journal, Financial Tinmes, UK s Tines,
and The Economi st, anpbng ot hers).

But should they give their aye to these neasures, we'll be sure to hear
t he appl ause of approval fromall sides.
Mal aysi a i s experiencing the devel opi ng-country phenonmenon of "little

children should be seen but not heard".
Mal aysi ans are learning that it is not confortable to speak one's m nd
and not to kowtow to powerful interests.
Such is the price of independence.
( END)
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