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Light is still on after capital controls

Shahri man Johari

AHVAD Lut fi Kamaruzzaman i s one of thousands of taxi drivers who is

enj oyi ng better returns these days, just over two years after Ml aysi a and
other countries in the region plunged into their worst econom c and
financial crisis.

"Thank God, we are seeing nore passengers now. Last year, we taxi
drivers were still queueing up for passengers and there weren't that nany
of them Now, it's not as bad ... a bit okay," he says.

The transport sector was one of the first to be hit by the crisis. As
consuners started to tighten their belts, those who used to take cabs
changed to cheaper alternatives |like buses. It was difficult even to get
the mninmumof RWMAO daily to pay for the rented taxis, Lutfi said.

Bef ore 1997, Mal aysi a was one of the nost dynami c or tiger econom es of
Sout h- East Asia. In 1996, its G oss Domestic Product (GDP) grew 8.2 per
cent, the ninth consecutive year it had posted such growth figures.

"It is envisaged that the economy will continue to record a nore

sustai nabl e | evel of growth in 1997," according to the 1996 econom c
report rel eased by the Mnistry of Finance.

Mal aysi a achi eved a | ower grow h for 1997 of 7.7 per cent.

In July that year, under imense pressure fromcurrency specul ators,
Thai | and abandoned t he baht-US dol | ar peg. It triggered an aval anche and
conpl etely bl ocked off the "Asian M racl e" hi ghway.

I ndonesi a soon foll owed with nmeasures to tighten liquidity inits
financial systemin an attenpt to ward off a nmerciless attack on the
rupi ah.

It was no match for the specul at ors who were backed by nmassi ve | everage
abilities and the rupi ah crunbl ed, as did the stock market in Jakarta.
The rupi ah was allowed to float in md-August 1997. Jakarta soon after
turned to the International Monetary Fund (I MF) for hel p. Thail and, too,
had to be bailed out.

Even Hong Kong, which was consi dered the bastion of the free market,
took matters into its own hands and rai sed interest rates as well as using
its reserves to buy | arge vol umes of key stocks to defend the share

mar ket .

In Mal aysia, theringgit's exchange rate experienced a frightening free
fall, thanks to the activities of highly-Ileveraged specul ati ve funds which
t ook advantage of the now regionwide crisis to reap quick profits.

The ringgit depreciated to a then unprecedented | ow agai nst the
greenback on January 7 1998 at RML/ US$0. 2049.

The situation further worsened when the Ml aysi an currency touched a
then record intra-day | ow of RML/US$0.2312 on July 10 1998

Si mul t aneousl y, share prices on the Kual a Lunmpur St ock Exchange ( KLSE)
retreated.

The benchmar k KLSE Conposite | ndex (KLCl), which had been on a downtrend
since July 2 1997, fluctuated erratically between 594. 44 points at the end
of that year and 719.52 points at end- March 1998.

Prime Mnister Datuk Seri Dr Mahat hir Mohamad then called for the

regul ation of the activities of currency traders whose profits hinge on
t he buyi ng and sel ling of currency, and not for tradi ng purposes.

The editor for Europe's | eadi ng busi ness magazi ne Eur oBusi ness, Tom
Rubyt hon, agrees. In the magazine's | atest issue, he called currency
traders parasites.



"I don't nean the insult personally but collectively. Currency traders
exi st and they always will do while there are different floating
currencies. But these people do not contribute anything except to the
bottomline of the institutions that enmploy them- which in itself is a
good enough reason to exi st.
"My problemwith these people is the way they try and i nfluence economc
policy and destabilise governments. And it is consciously done," he said.
Despi te havi ng posted strong growth year after year coupl ed wi th good
fundamental s, Mal aysi a al so had its own weaknesses whi ch contributed to
t he econony' s deterioration
Up to the year 1997, the country has been recordi ng a current account
deficit for the past 10 years which had created pressure for theringgit's
depreci ati on.
In 1997, the deficit was RML3.4 billion, or 5.1 per cent of the gross
national product. In 1996 and 1995 it was RML2. 3 billion and RV21. 8
billion respectively.
Anot her probl emfaced by the Mal aysi an econony was the hi gh | evel s of
private sector debt. It grewvery rapidly froma nmere RM6. 7 billionin
1991 to RM32.4 billion in 1996, to RM37 billion in 1997.
Largely due to privatization, the high gearing of the private sector
caused anxi ety anmong foreign investors, contributingto the erosion of
i nvestors' confidence
Inflation slowy crept in as the ringgit's depreciation lifted the
prices of inmported food, nedical supplies and production inputs.
The Consuner Price Index rose by 5.2 per cent in the first nine nonths
of 1998, conpared to 2.6 per cent for the correspondi ng peri od of 1997.
Contraction in the real econony affected job creation and | ed to an
i ncrease in structural unenpl oynent.
Mal aysia resorted to al a | M- neasures to address the situation. Atight
fiscal and nonetary policy was announced acconpani ed by a surpl us budget.
It didn't work.
Tight liquidity nmeasures resulted in surging interest rates which on the
one hand, hel ped to defend exchange rates, but suffocated the business
conmuni ty wi th high interest expenses on the ot her hand.
The Nati onal Economic Action Council, headed by Tun Dai m Zai nuddi n, was
formed in January 1998 to address the econom ¢ crisis.
Dananodal Nasi onal Bhd was subsequently forned on August 10 1998 to
recapitalise the donmestic banking system
This was foll owed a week | ater by the Corporate Debt Restructuring
Conmittee.
This was then fol |l owed by the establishnent of Pengurusan Danaharta
Nasi onal Bhd to purchase non-perform ng | oans i n the banki ng system
On Septenmber 1 1998, Mal aysi a broke the news. Ml aysi a i ntroduced
sel ective capital control nmeasures including fixing the ringgit at RMV3. 80
to the US dollar.
To fend of f specul ators, offshore tradi ng of Mal aysi an currency was
decl ared il l egal
There was al so a one year noratoriumon the repatriation of foreign
portfolio funds to effectively lock in short-termcapital flows in the
st ock narket.
The country was denounced as a cl osed econony by the foreign nedia, a
mar ket which will be "shunned" by foreign investors follow ng these
unort hodox measures.
Fromthat nmonent on, it has been a | ong and arduous journey for Mal aysia
to get back on the path of recovery.
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