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"W wel cone investnents in productive capacity'

Jun Ni shi kawa

HATAKEYAMA: | have a question for Dr Mahathir. In your keynote address,
you said foreign capital can come in and out of the country freely. Is
short-termcapital the sane? Can short-termcapital cone in and out of the
country?

Secondly, | think the fixed rate systemis an interesting experinment and
| amin favour of it given the circunstances. But if the floating system
whi ch was taken in July last year had continued, and even if the currency
dropped like this, there would still be an adjustnent and exports will go
up.

But nowwith the fixed rate system it may be the case that foreign
reserves may really decline nuch nore than before wi thout the support of
the fluctuations being allowed through the floating system

DR MAHATHIR: In the first place with regard to short-termforeign
capital, we realise that short-termforeign capital is not doing the
econony any good. What they do really is cone into the share market, push
up the value of the shares and then dunp the shares and they take out the
money and we are left with a conpany which is bankrupt.

This is what Slater Wal ker used to do and we know what happened to his
asset-stripping activities. W are not really keen on people who cone into
the market who are not serious about investing. They just want to push up
the share prices and then sell the shares.

We want people to come in and invest and stay and hel p the conpany to do
well so that they can benefit fromthe dividends. These are not short-term
capital, they are longer term

Investnments in a productive capacity, by setting up a factory, there is
no problemat all. You can bring in the noney and change it into the |oca
currency, spend it to build your factory, to produce whatever and then you
can export your products and when you export you earn foreign exchange and
that foreign exchange when it is brought into the country will be
converted into the local currency.

But if you need the foreign exchange in order to buy raw nmaterials or
capital goods, then you can change the local currency for the foreign
currency and then inport or buy whatever you need from outside the
country.

So, for foreign capital comng in to invest in a productive capacity,
there is absolutely no problem They will nmake profits and if they
repatriate their profits, all they have to do is if they make profits in
the country in the local currency, they can then change into foreign
currency and then take out the nopney.

Now, do we have sufficient foreign currency? W have instituted neasures
to ensure that the country has a surplus in the bal ance of trade.

Today after eight nonths, we have achi eved a surplus of al nbst US$10
billion (RVB8 billion) conpared to the same period | ast year when there
was a deficit in the trade bal ance of US$1.5 billion. O course, to
achi eve that kind of trade surplus, we had to cut back on unnecessary
i mports and increase exports.

So far it has worked. In fact, our reserves have gone up considerably.
Qur reserves normally are about US$20 billion. Nowit is nore than US$21
billion.

O course, the econony has to be overl ooked by the Governnent very, very
carefully. W have neetings of the special action council executive every



nmorning to check on all the figures to see that nobody indul ges in bl ack
mar ket or do sonmething that will hurt the econony.

And foreign investors in Malaysia are quite happy with the fixed
exchange rate because now there is predictability. You can now budget. If
you want to predict your profits for next year, you know that you will be
fairly accurate as you don't have to hedge, you don't have to deal with
violently fluctuating exchange rates. So far it has worked.

SAKAKI BARA: What the PM has enphasi sed has to do with direct investnent
in productive capacity. And also into portfolio and into securities. |
thi nk we have to distinguish between the two.

When we had the last currency crisis in 1994 and 1995, it did not have a
contagion effect in Asia imrediately. And also the Latin American crisis
in 1980 did not have a contagion effect on Asia and that was because in
t hose days, Asia had a | ot of direct investnent and not portfolio
i nvest nent .

But now in Asia, we see portfolio investment and with the liberalisation
in that direction and Asian foreign investnent structure changed which is
much nmore portfolio investment. Now the enphasis is on direct foreign
i nvestnent, the traditional one, that kind of investment | think is very
important. Also with regard to the fixed rate system particularly the
Mal aysi an one, Dr Mahathir knows fully well that the current fixed rate
systemwi || at |east continue for sonetine over the md-term

It is inportant to guarantee the market that you will and can nmaintain
the current systemof fixed rate exchange systemfor two to three years,
then really the conpanies will feel nuch nore secure and invest nore in
Mal aysia. | think creating that kind of environnent is inportant.

The mar ket must have confidence. If the market fears that the fixed
exchange rate systemmay be changed (quickly), then it will create
i nsecurity.

DR MAHATHI R: W don't change the exchange rate. If you want to suddenly
becone rich, then all we have to do is go back to the origi nal exchange
rate that is RM.50 to US$1. If we do that, we will suddenly become rich

But we also realise that we have to conpete with our neighbours. If we
strengthen the ringgit too nmuch, then we will not be able to conpete.

We fixed the exchange rate at 3.80 sinply because that was the market
rate at that time. So, that rate nakes us conpetitive w th our nei ghbours.
But as you know, the currencies of our neighbours sonetinmes depreciate,
someti mes appreciate but we are not going to follow themall the way. W

will nmonitor the changes that take place.

O course, if they devalue so nmuch, then we becone unconpetitive, then
we may have to change the exchange rate. But what we want to do is try and
i nprove our own productivity rather than fiddle with exchange rate.

W want to maintain the 3.800 to the US dollar for as |ong as possible.
It's inportant that people will know what the exchange rate is.

We pegged the ringgit against the US dollar but as you know the yen
appreci ated against the US dollar and as a result the yen appreciated
against the ringgit. So, trading with Japan offers us certai n advant ages
and di sadvant ages.

Goods from Japan cost nmore but on the other hand, we earn nore when we
sell our palmoil to Japan in terns of yen so there is always that kind of
alittle bit of uncertainty but we have elimnated the kind of rapid
changes whi ch take place daily.

| get the Bl oonberg report, every hour on the hour, and used to see the
ringgit fluctuating. | asked myself - who is buying, who is selling, who
is doing all this? Nowit doesn't nove.

I think business people like predictability. They want to know whet her
things will remain the sanme in the next year and the year to cone or even



t he next few nonths.

In Mal aysia, they know exactly what is going to happen. Nothing rmuch is
goi ng to happen. The ringgit remains at 3.800 to the US doll ar.

We know that internationally the exchange rate still fluctuates
violently. Although we fix the exchange rate against the US dollar, it
does not nmean that it doesn't change against the yen. It does the sane
thing to China. But if the changes do not take place violently every now
and then, we can nanage it.

The problemw th the market determ ning the exchange rate is that we do
not know why they act. We know t hey want to rmake noney.

But sometines they think the econony is going to be bad or they think
you have a change in the Governnment. Therefore, the econony is going to be
bad.

But those are excuses for trading in currency and we have no neans of
knowi ng really how they are going to react. Wether they are going to
reval ue or devalue. And that uncertainty is very bad for business, it's
certainly very bad for running Governnents.

NI SH KAWA: What is the role of Japan? It is an inportant question to
ask.

M Hat akeyama, you have been with Mti and is now calling for
|iberalisation of markets or increasing the donestic noney in Japan. W I
that be a panacea and will that produce a miracle?

HATAKEYAMA: Yes, it's much better to increase donestic demand in Japan.
So, the Japanese Governnent is putting in a lot of effort to increase
demand. WIIl it be a magic wand? | do not know.

The Japan market is not that big if you think that if Japan's denmand
increases, that will be a magic wand to solve the problem It will nake
only one-tenth contribution

What we can do is very limted by increasing the denmand. So, 10 per cent
contribution is fromJapan, 90 per cent is up to Asian Governments to do

Wth regard to the liberalisation of the markets, there are three kinds
of markets - markets for industrial goods, markets for agricultural goods
and markets for service industries.

As for industrial goods, Japan has opened its market for manufactured
goods. There is no restriction or regulation at all. So, there is no room
for liberalisation of market for nmanufactured goods.

As for rules and regulations for the agricultural market, we have
schedul ed for opening of the agricultural nmarkets by the WO and we are
reducing tariffs and all other countries are doing al so and Japan cannot
put in extra effort for that.

Wth regard to the service markets, financial and tel ecomunications -
we have a deregul ation if necessary for the |iberalisation of the service
mar ket. But we do not have much exports from Asian nations.

When you consider the distribution systemand character of financial
markets in Asian markets, they don't have a strong nmarket and even if we
liberalise service that will not make a | ot of contribution to Asean
mar ket s.

O course, liberalisation of financial narkets will strengthen the
Japanese econony and we can enj oy hi gher economic growth and that wll
have a spin-off in stinulating Asian nmarkets. But |iberalisation of the
service market itself does not have a direct inpact on Asian narkets.

SAKAKI BARA: | may be repeating nyself. But | |like to say that the
Japanese econony and the gl obal econony are both in critical condition and
what is worse is the credit crunch. And so financial institutions are
acting in a different way.

Fi nancial institutions can no longer take risk and so there is a credit
crunch. How do we respond to this credit crunch?



| think that is going to be the nost inportant issue for the Japanese
econony as well as the Asian econony and the gl obal econony. So, when we
tal k of what we can do for Asia, we have to keep that in mnd

Here in Japan, the Japanese Exi mbank or the CECF and Mti, the Export
I nsurance and the foreign reserves, we have the public noney. W have to
use the public noney as quickly as possible, at an early stage as possible
to help. But we have certain constraints.

But we have to try to resolve this problemof credit crunch as quickly
as possible and to contain the damage of credit crunch to as small as
possi ble. That is one of the npbst inportant things.

We shoul d not take the situation of the Japanese econony or the gl oba
econony as part of a normal situation. We are in an extrenely difficult
si tuation.

We have to get the Japanese econony into a recovery path. That is
extrenmely inportant because if Japan really collapses that is going to be
really bad for Asia.

We can only offer at this stage US$30 billion. But we shoul d get the
Japanese econony on its feet again so that we can offer nore than US$30
billion to Asian econoni es.

DR MAHATHI R When | asked why Japan is having a problemwhile being very
rich, why you are a rich depressed country, | was told that the donestic
demand i n Japan has gone down because of |ack of confidence on the part of
consumers in this country.

So, even though you do a ot of things until the confidence cones back,
it isdifficult for Japan to recover.

But Japan is also a big exporter and if Japan's markets abroad are bad,
then Japan nmust also find difficulty in recovering. Now the market in
Sout heast Asia has shrunk as we have no noney.

So, when Japan proposed a US$100 billion Asia fund, we thought that
woul d hel p us to recover and when we recover, we woul d be again a good
mar ket for Japan. But unfortunately that idea was shot down.

Now M M yazawa has decided to put up US$30 billion, it is a snmaller
sum but we think if that US$30 billion is punped into Southeast Asia, for
exanple into Malaysia, it will help us to recover. And when we recover, we
wi Il once again become a good market for Japan and that should hel p Japan
towards a path of recovery.

Japan hel ped Mal aysia to prosper in addition to the profits nmade by
Japanese conpani es.

Mal aysi a becomes a very big market for Japanese goods. So big that we
have a huge trade deficit with Japan, and Japan, of course, gained because
by prospering us, Japan actually built a big market in Ml aysi a.

So, if you nmake avail able noney for us to recover, then | amquite sure
Japan will actually be helping itself because you need the market in
Sout heast Asia for your own recovery.

( END)
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