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WHETHER they like to admt it or not, many world | eaders, decision nakers,
econom sts and anal ysts are com ng around to Mal aysia's way of thinking.

Sonme of them are now speaki ng the sanme | anguage as Mal aysi a and
advocating the same renedies for the current currency crisis - insulate,
stabilise and revive the econony with controls. These include the
I nternational Monetary Fund (I MF), the United Nations Conference on Trade
and Devel oprment (Unctad), the Hong Kong authorities, the Philippines,
India, Britain, US President Bill Cinton and M George Soros.

Anpong t he neasures gai ni ng support are reducing interest rates,
increasing liquidity, providing credit to productive sectors, insulating
t he donestic econony, regul ati ng hedge funds and specul ators as well as
i mposing a tax on forei gn exchange specul ators.

The nodern civilised world needs rul es and regul ati ons but, as Indian
Fi nance M ni ster Yashwant Sinha notes: "W have an international system

which is totally devoid of discipline at the nonent."

"There are no rules of the ganme. There are no guidelines. It is only the
| aw of the jungle or the lack of it. There is a need for an internationa
consensus, a need to prevent rogue el ephants who roam financi al markets
fromtranpling on national resources". He adds that the internationa
community woul d have to "devise norns" to control the situation

Mal aysi a has taken the first step towards devising "norms" wth currency
controls. The country has been criticised in sonme quarters but it is
showi ng the world the way forward. It will help stabilise the econony
whi ch in sonme instances could be spinning out of control and spiralling
ever faster downwards if it is left to the "free narket forces of
gl obal i sation and |iberalisation".

Mal aysia with its controls on short-termfunds and neasures to render
the ringgit untradeabl e outside its geographical borders may be the
forerunner in the use of such short-termcontrols, thereby bringi ng much
needed sanity to the world' s financial markets.

I nst ead of dism ssing the Mal aysi an neasures are bei ng "draconi an”
ineffective and a step backwards, they should be viewed in the overal
context. According to Salonon Snith Barney, these controls nust be wei ghed
agai nst three factors:

* Malaysia's long record of liberalisation under Prinme M nister Datuk
Seri Dr Mahat hir Mohanad;

* Ref orm neasures taken since the beginning of the currency crisis and
policy pronouncenents in other areas since the recent change in foreign
exchange policies; and

* Mal aysia's | arge external sector.

Despite the criticismof Mlaysia's controls by the IMF's first deputy
managi ng director Stanl ey Fisher, the Washi ngton based organi sation itself
has been been di scussing controls, a fact confirnmed by the Fund's Asia
Paci fic director Hubert Neiss.

The debate within the M- itself centres on whether it should condone
the use of exchange controls by devel oping countries to regul ate short-
termcapital flows and ease the pressure on their currencies.

The Fund's 1998 annual report rel eased i n Washi ngt on DC on Monday
reveal ed that "a nunber of directors saw nerit in inposing selective
capital controls to limt the severity of the currency depreciation in the
aftermath of an exchange rate crisis, as well as reduce the risks of



crises in the first instance".

Nei ss sai d that discussions on short-termcapital controls are going on
and added that there is a definite shift in favour of controls and to
check the unbridl ed novenent of specul ators.

The London-based Financial Tines, in supporting the controls inits
editorial earlier this month, said that there is "an argunent for
tenmporary capital controls in tines of crisis". The crisis has been upon
us for nmore than a year now and the issue at hand is howto resolve it.

Many, includi ng UNCTAD, argue that "exchange rate policies and controls
over capital novenents nerit particular attention”, adding that "there is
no reason to condemm nanaged- exchange-rate regi mes and sacrifice currency
stability in the interests of free capital nobility".

Whi | e anal ysts and fund managers were quick to | abel Mal aysia a
"pariah", the world financial situation today calls for a different policy
initiative - which will first stop the decline, reverse it, stabilise the
econony and then enable policies to take effect for inprovenent.

Sal onon Smith Barney, the Government's financial adviser, notes that the
policy intiative should inprove the Government's ability to bring forward
the timng of economic recovery. By doing so, the new neasures will help
reduce the damage to corporate Mal aysia's coll ective bal ance sheet, which
inturn will reduce the level of non-perform ng | oans and ensure greater
success in corporate debt restructuring.

The New Yor k- based adi vser says the new strategy is a "l ow sovereign
debt strategy", adding that it is far easier to restructure banks in a
weak but stable economic environnent than in a weak and decl i ni ng one.

Anot her international analyst, JM Sassoon, says busi nesses can now
normal i se operations and revive busi ness plans given the return of
certainty in the foreign exchange narket. In addition "Ml aysia will be
able to get out of the recession wthout having too many conpani es goi ng
bust and too many banks col | apsi ng under the wei ght of bad debts".

Wil e foreign investors nay shun Malaysia initially, they will surely
set aside their reservations and return when the neasures prove effective
And with the new neasures, "investors need not suffer a rude shock brought
about by a collapsing ringgit".

According to Unctad, there is no reason to condemn nanaged-exchange-rate
regi nes and sacrifice currency stability in the interest of free capital
mobility. The alternative of freely floating rates, conbined with capital
mobi lity, woul d undernine currency stability with attendant consequences
for trade, investnent and grow h.

However, world | eaders wishing to followin Ml aysia's footsteps nust
al so remenber that no two econonies are alike. The disnmal results of the
| MF's prescriptions for Indonesia, Thailand and South Korea have nore than
proved this fact. It is tinme therefore, as Sal onon Smth Barney says, to
"throw away the cookie cutter, one size does not fit all".

New i nitiatives and approaches are now required and Mal aysi a has taken a
bold step with its currency controls.

The worl d econony has undergone dramatic changes and the conventi ona
renedi es and reforns have not only failed to work, but have al so made the
situation worse. It is tine for unconventional renedies.

Sir Arthur Salter, witing on the Wrld Econonmic crisis in 1932 could
wel | have been describing the situation today when he wote: " we are
now between two different systens. On the one hand, there is the old
conpetitive automatic adjustment of changing prices, to which we were
accust oned before the war, the changing price adjusting supply to denand;
this is nowless effective because in a hundred ways conpetition is either
bei ng stopped or inpeded or changing its form™
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