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Way to hel p the poor, business is by stinulating econonic recovery

Tan Sri Ramon Navar at nam
AT the recent Umo General Assenbly, a suggestion was nmade that the
Governnent provide a social safety net to the | ower incone group

Prime Mnister and Umo president Datuk Seri Dr Mahathir Mhanad
recently assured Mal aysians that "no one will be neglected or their
probl ens gl ossed over by the Governnent during these difficult economc
tinmes."

This is a fine statenent of Governnment policy in handling the crisis. It
is particularly reassuring to the rakyat that he or she will not be
forgotten, despite the attention given to help the corporate sector.

Those non-Buni put eras who sonetines feel that they are relatively
negl ected by the Government will al so be encouraged.

It has to be constantly renenbered that corporate | eaders and big
busi nesses are not the only or even the nain source of econonic strength.
It is the hunble men and wonen fromall wal ks of Iife who formthe
backbone of the econony and should not be taken for granted. Wthout their
under st andi ng and support our econony w |l stagnate and col |l apse.

But our fiscal and nobnetary policies appear to be designed to help
mai nly the big corporations fight the inpending recession. For this reason
al one, Dr Mahathir's assurance is gratifying as obviously nmuch nore nust
be done for the rakyat as they are already badly affected. They will be
suffering even nore fromthe worseni ng econom ¢ situation.

Retrenchment, unenpl oynent, inflation and inability to nmeet basic needs
will hit the poor harder than the rich. That is why the poor have to be
gi ven higher priority.

What can be done to hel p the poor?

The fact is that the country's resources are depleted and there are
serious constraints to hel pi ng the poor.

The banks are facing a liquidity crunch partially because of |arge
capital outflows and the need to tighten nonetary policy. Thus, interest
rates are high, and businesses find it difficult to service their
out st andi ng | oans. They can't borrow enough to neet their needs. Their
| oans are being wi thdrawn, sonetimes quite ruthlessly by financi al
institutions. Many comnpani es are facing forecl osure by the banks.

It's ironic that RM.5 billion in loans is available to small-sized
i ndustries and for food production, but this has not been fully utilised.

Surely sonething can be done to hel p overcone this serious probl enf

Most entrepreneurs, especially new Bum putera businessmen, are suffering
fromthe tight nonetary policy. The growing cry is to lower interest rates
so as to reduce the debt burden of these conpanies. If these conpanies are
saved then the econony can recover faster.

Monet ary Policy

But to relax nonetary policy too much and too soon can al so be damagi ng.

Lowering interest rates too drastically, raising the lending limts to
i ndi vi dual borrowers, and generally encouraging the growh of liquidity
can have the follow ng adverse inplications on the econony:

* Confidence in the econony can be worsened. Foreign anal ysts and
i nvestors, especially those influenced by the | M-, may get the inpression
that we have lost our grip in steering the econony out of a possible
recessi on.

* The ringgit could depreciate further, despite the present
st rengt heni ng of the bal ance of paynments. The financial analysts and



specul ators will bet on the ringgit weakening further. Al this could
invite further attacks on the ringgit and cause the ringgit to be even
nor e unstabl e.

* Lower interest rates, nmore liquidity and a weaker ringgit could put
even nore pressure on the worsening inflationary situation.

In the end the poor will suffer nmost fromrising prices, especially for
food and ot her basic itens.

Thus, if there are serious limtations in using nonetary policies to
hel p the poor and the econony to recover, where can we go for hel p?

Budget

Can the Budget hel p the poor? The Budget has been very healthy in the
| ast few years, but there are grow ng signs that the 1998 Budget i s now
faci ng serious strains.

Revenues have been falling due to |l ower tax collections fromthe
corporate sector.

There is no way to check this slowdown in revenue collection. Any
increase in corporate tax or inport duty can be counter-productive, as
econom ¢ activities would be further danpened.

The Budget expenditures woul d need to be further reduced to match the
decline in revenues, to achieve a surplus on the Budget's current account.
But this choice is now al nost inpossible.

The 18 per cent cut in Budget expenditure inposed by the M nister of
Finance in March this year was quite severe. It will be very difficult to
further cut expenditure allocations, especially for social services |like
education and health, and econom c sectors |like agriculture and the
financi al assistance given to the small- and medi um si zed busi nesses. Even
poverty-eradi cati on programes have al ready suffered fromexpenditure
cut backs.

So declining revenues and the inpossibility of further expenditure
cutbacks will not generate enough surplus to increase investnment in order
to counter the econonic sl owdown.

But there is one way out. Ml aysia could borrow nore to assist the
busi nessnen and the poor who have been adversely affected by the economc
sl owdown.

Bor r owi ng

It is argued that since Malaysia's external debt servicing is stil
relatively low at around six per cent of export earnings and since
domestic debt servicing is only about 12 per cent of the Budget
expenditure, we can safely borrow nore.

This argunent is acceptable, but is also fraught with weakness and
concerns such as the foll ow ng:

* More borrowi ng would be the easy way out. But it is the softest
option. Therefore, we should be careful not to be seen as wanting to
borrow oursel ves out of a possible recession.

* There are al so severe linmts to our borrowing. The nore we borrow from
abroad, the nore indebted and even beholden we will be to the foreign
| enders and foreign interests.

* Unless foreign borrowing is |inked to specific projects, such as
required by Wrld Bank | oans, there is a danger that general foreign
mar ket borrowi ng could be used to finance low priority projects and
programres which are not viable. Thus, the ability to repay such | oans
wi || becone questi onabl e.

Donestic borrowi ng by the Governnent through Governnent securities and
even bonds will also raise the debt burden. However, this is acceptable
particularly if the |l oans are neant to pronote econonic growh. The
additional RW billion for devel opnent and RVMb billion for critica
infrastructure projects are thus nost welconme. MId reflation is now



necessary.

But if we raise our debt to finance the Asset Managenment Conpany, then
there is minimal pronotion of econonic growh and i nconme distribution,
although it will help strengthen the banking systemand the corporate
sector.

The poor will still not benefit, unless this new domestic borrowing is
used to pronote snall-scale agriculture and small- and medi um si zed
busi nesses.

What the AMC will be doing is neverthel ess useful. The AMC will be
buyi ng good assets pledged to the banks and hel ping to turn around weak
compani es to make themand their assets nore productive and profitable.

Foreign Capital

However, given these nonetary and budgetary limtations, the best boost
to the econony is fromthe inflow of new long-termforeign capital that
coul d buy the bank assets taken over by the AMC

The challenge to the AMC then would be to bring in foreign capital that
can work with Mal aysi an capital, to own and operate Ml aysi ans conpani es
much nore efficiently and with nore transparency and nerit as the basis
for good governance

We need to bring in nore foreign capital and technol ogi cal and
managenent conpetence to carefully sel ected areas of our econony. This is
the best way in the short termto quickly inprove the quality and
conpetitiveness of our business culture and aid econom c recovery.

I woul d suggest that the foreign investors be given over 51 per cent
ownership and that about 30 per cent be reserved for Buniputerras, while
t he renmai nder coul d be kept for non-Bum puteras, at |east for al
i nvestors who invest in the next five years. After all, the Umo Cenera
Assenbly al so encouraged | ong-termforeign i nvestnent in selected areas,
i ncl udi ng finance!

Concl usi on

We can hel p the poor and the business community as well only if we
stimul ate economc recovery rapidly. This can be done through a package of
attracting nore foreign i nvestnent and sonme linited borrow ng and
gradual ly lowering interest rates.

Now t hat the CEO of the NEAC Tun Daimis in the Cabinet, it is hoped
that there will be nore conprehensive and concerted policies to prevent a
recessi on. W have hi gh expectations for significant policy initiatives.
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