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Capi tal neasures review buoys foreign interest

Zainul Arifin in New York

RENEVED foreign interest in Malaysian stocks in the past weeks has been
attributed to the anticipation of a reviewin the five-nonth-old selective
capital control neasures, as well as inproving sentinment towards the
country.

A broker in New York specialising in Asian narkets said sonme foreign
buying in blue chips in the past few weeks had pushed the Kual a Lunpur
St ock Exchange Composite I ndex (KLCI) higher.

"The rise in the KLCl is definitely a sign of foreign capita

returning," said Mng Sun Wan of securities firmVickers Ball as.

Bargai n-priced stocks and anticipation of a review of the controls are
two of the factors for the renewed interest. The other is an inproved
sentiment towards Mal aysia following a year or so of bad publicity.

"As far as Mal aysia is concerned, the fundanental s have not changed
much. Maybe, (the econom c problem) is bottom ng out and an upswing is in
the works. But what is nore inportant is that sentinment is changing," said
a banker with an Asian bank

Mal aysi a' s deci sion | ast Septenber to i npose sel ective capital controls
did not endear it to the international investnent comunity. But with sone
benefits al ready seen fromthe neasures, sentinment has inproved.

It must be noted, however, that foreign investnent in equities is stil
smal |l conpared with two years ago but it is a start, said the banker.
Several anal ysts here had expected a review of the capital controls to
be announced on Monday following Prime Mnister Datuk Seri Dr Mahathir
Mohamad' s neeting with foreign fund nmanagers in Kuala Lunmpur, and were
qui te disappointed that it was not.

Both Dr Mahathir and First Finance M nister Tun Dai m Zai nuddi n had
suggested the possibility of an exit tax in place of the one-year
retention period of foreign capital resulting fromthe sale of any

i nvestnents in Ml aysi a.

Sel ective capital controls, together with fixing the ringgit at 3.80 to
US$1 and nmeking it non-tradeabl e, was introduced | ast Septenber.
Areviewis said to be necessary to prevent a sudden capital outfl ow
come Septenber, as well as to retain sone of the foreign capital beyond
t he peri od.

It is also to nake it attractive enough for foreign investors, who left
the region following the financial crisis, to return.

A sudden outfl ow coul d have a destabilising effect on the country's

bal ance of paynment as well as foreign exchange positions.

"Arevieww || be positive for Malaysia. (Capital control) by its nature
is going to keep people away and it sent a wong nessage to investors.
"Control is distorting. It should be renoved as soon as possible. The

| onger the control, the greater will be the distortion," said Dr Wn Thin,
an econom st with fund managenent firmAlliance.

Anal ysts estimated that some US$4 billion to US$5 billion is expected to
be repatriated foll owi ng the replacenent of the holding period with an
exit tax.

"It is an anount that Malaysia will be able to handl e wi thout nuch
difficulty," said the Asian banker.

The renewed interest in Malaysian equities in the past few weeks has

| argely been fromregional investors in Singapore and Hong Kong. US

i nvestors are nore cautious, although a few hedge funds are said to have



taken positions in sone stocks.
The bi ggest beneficiary has been bl ue chips, especially gam ng counters,
whi ch have recorded significant gains. Buying by donmestic institutions and
retailers, together with foreign buying, boosted the KLCI by as much as 18
per cent in Decenber al one.
The banker said nmobst US investors, while confident that a review wll
come, are waiting for details before returning. They want to be
"absol utely sure"” of what the new rules are going to be.
Al so for sonme institutional investors, their charters prohibit themfrom
investing in a nmarket that does not allow free flow of capital. The
capital controls automatically keep t hem away.
Incidentally, there is now a recognition that the control measures nay
i ndeed be working and | ending sone stability to the econony. Al so, efforts
to punp prine the econony through public spending, as well as the | owering
of interest rates, are beginning to show positive effects.
For exanple, following the introduction of the nmeasures, Ml aysia's
reserve have increased significantly to RMLO4. 165 billion | ast week froma
| ow RMB69. 700 billion at end-May 1997.
Recent data also indicated a better econom ¢ environnent, such as an
increase in current account surplus - for the first nine nonths of I|ast
year, surplus was at RMR29 billion, froma deficit of RML2.2 billion in the
previ ous correspondi ng peri od.
The ability of Malaysia to raise funds despite bei ng handi capped by poor
ratings is also a plus factor.
A |l oan offered by a syndicate of foreign-owned banks in Ml aysia, as
wel |l as funds raised in Japan, indicates that the credit crunch expected
may not energe after all
"You' ve shown that it works. Now take advantage of it," said an anal yst.
However, a note of caution is the state of the banking industry,
especially as little is known of the efforts to buy out bad debts and to
recapi talise banks by Danaharta Bhd and Dananodal Bhd respectively.
The directive requiring banks to | end nore al so worries anal ysts who
fear that indiscrimnate lending could ultimtely affect banks' asset
quality.
Moody' s ratings agency vice president N cholas Krasno projected a
wor seni ng outl ook for the financial sector and suggested that the | evel of
bad debts had been "grossly" underestimated by the authorities.
The Nati onal Econom c Action Council (NEAC) had put the anpbunt of bad
debts in the donmestic financial systemat about RVb2.2 billion.
Krasno sai d the active involvenent of the Governnent in recapitalising
and bailing out banks may work agai nst the industry.
"The nore the Governnent gets involved in the recapitalisation of banks,
the nore control it has over them Control by the Governnent is bad as it
makes managenent | azy, corrupt and inefficient."
Anot her cause of concern is the decline in industrial production. Last
Novenber it fell 11 per cent fromthe corresponding period in 1997. A
decline in production may sl ow reduce export receipts, which could affect
t he recovery process.
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