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G ve credit where credit's due

Thomas L. Friedman

THE first |l esson they teach in col umi st school is that even if you have
nm xed opi ni ons about sone issue - and you are torn 50-50 - when you wite
t he col um you have to conme down 100 to O for one side or the other. The
case of Malaysia conpels me to break that rule.

The issue is this: Inthe wake of the Asian financial crisis, Malaysia's
mercurial Prime Mnister, (Datuk Seri Dr) Mahat hir Mohamad, spurned the
advice of the I M-, the US Treasury and many economi sts and adopted capital
controls to stabilise his country's currency and protect it from
specul ators. Thail and, Korea and | ndonesi a, by contrast, kept their
econom es open, liberalised their political sectors and took the | M~
medi ci ne.

So who won? For now, everyone. All four countries are recovering, and Dr
Mahat hir boasts that his nmuch-derided capital controls have worked just as
well as the cures that all the economists were trying to foist on him
Thi s Mal aysi an case has significance because it coul d encourage ot her
countries to adopt capital controls, rather than the Angl o- Aneri can node
of steadily opening up to free fl ows of capital

Is Dr Mahathir justified in his boasts? Now we cone back to the | ead of
this colum: the answer is yes and no.

Capital controls can never be a long-termsolution for an export-
ori ented econony such as Malaysia's. They are instituted to buy tine to
stabilise an econony. So the real questionis, howhas Ml aysi a used t he
tinme since Sept 1, 1998, when it barred foreign investors fromtaking
their funds out of Malaysia for a one-year period after their investnment
inorder tocurtail the novenent of hot noney? Answer: Econonically,

Mal aysi a has used the tine pretty well. Politically, it has gone backward.

Economically, one has to give Dr Mahathir his due. Wen he put on the
controls, he wisely fixed the Malaysian ringgit at alowrate - one that
has nade Mal aysi a's exports quite attractive, prevented the rise of a
bl ack market and been easily defensible with conservative fiscal and
nonetary policy.

Several Ml aysi an busi nessnen told me this fixed, cheap ringgit has
al l owed themto plan again. Ml aysia's econony shoul d growtwo per cent
this year (pre-crisis it was at eight per cent), the | ocal stock market
has perked up and sone foreign investrment is com ng back

Al so, the state has begun forcing the merger and restructuring of weak
banks and corporations. Thisis critical, because it was the excessive
| endi ng and borrow ng of these institutions, and the | ax oversi ght of
them that got Malaysiaintroubleinthe first place, with overbuil ding.

The restructuring, though, remains limted. Still, all inall, Dr
Mahathir is entitled to boast on economics - a little.

But not on politics. Dr Mahathir's decision |ast year to oust his
popul ar deputy and energing rival, (Datuk Seri) Anwar |brahim on sodony
char ges has enbarrassed nmany Mal ays and engendered a sense of politica
risk here that is still keeping many foreign investors away. (M Anwar,
who was naking a bid to oust Dr Mahathir, says he is being franed because
he was about to expose high-1evel corruption.)

This political turmoil is the main reason Mal aysi a has to pay one per
cent nore for its foreign borrowi ngs than its nei ghbours. The whol e sordid
Anwar case has rattled the country. As one Mal aysian intellectual put it:
"The nessage is that if this can happen to Anwar, what about nere nortal s



like us? So you better keep your nmouth shut."

| believe that while Malaysia is recovering fromthe i nmedi ate economi ¢
crisis, theonly way it will return to sustained high growth, and prevent
another crisis, iswthinproved productivity and efficiency. That
requires political reform- in corporate governance, in the judiciary, in
regulatory institutions, inthe free flowof ideas. All of these have been
under m ned by the Anwar case.

"It's a Shakespearean tragedy," a Ml aysi an worman friend remarked. "The
truth is Anwar and Mahat hir made a good team Mhathir had the courage to
make bol d econonmic reforns, even create a Miul ti medi a Super Corri dor.

"And Anwar conbi ned a sense of Islamic tradition and Asi an renai ssance
t hat appeal ed to the young and mi ddl e cl asses that Mahathir's own econom c
reforns gave birth to. Wthout Anwar, things are out of bal ance.

"The two of themare destroying each other and unmaki ng their own
achi evenents. | think the only hope for Mahathir is, when the Anwar trial
and el ections are over, if he really makes an effort to redress the danmmge
done to our institutions by this whole affair."”

And what are the chances of that? |'d guess about 50-50.
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