11/ 05/ 1999

Magazi ne rapped for inconsistent article

NATI ONAL Economi ¢ Acti on Counci | wor ki ng group nenber Dr Mahani Zai nal
Abi din took to task the Economi st for its article inthe May 1 i ssue which
she said "was full of contradictions and inconsistent reasoning"

In a lLetter to the Editor of the Econom st, which was made avail able to
t he press yesterday, she said the nmessage of the article "The Road Less
Travel | ed" was that Mal aysia's capital controls and fiscal stimulus
initiatives were irrelevant as the econony was bound to recover anyway as
aresult of its strong fundanental s.

The article said it would be a mstake to credit the controls with too
bigaroleinthe country's economnic i nprovenent.

"They formonly one part of an overall economic regine that is in nany
ways a nodel for other enmerging nmarkets," said the article.

It cited a | arge budget surplus when the crisis hit the country, a high
savings rate and rel atively well-regul ated banks and robust exports as
sonme of the country's strong fundanental s.

Mahani, who i s associ ate professor of the Faculty of Econonics and

Adm ni stration, University of Malaya, said: "I found this conclusion
amazi ng since earlier you had decl ared t hat the Mal aysi an econony was not
enmergi ng fromrecessi on but i nstead entering depressi on, because anbng
ot her things, our banks awash with bad | oans, were kept afl oat by the
Governnent . "

This was inthe article "Dr Mahat hir's Noxi ous Renedi es" whi ch appeared
in the Septenber 26 1998 issue of the nmagazine - sonme three weeks after
the introduction of the capital controls.

She added that the May 1 article "clainmed that capital controls had
contributed very little to the recovery process”

Contrary to that article, she pointed out that these measures have been
pi votal , addi ng that they were "extrene nmeasures to deal with an extrene
situation".

"Intherelative cal mthey provi ded, donmestic confidence has recovered
and we have restructured our banki ng and corporate sectors,” she said,
pointing out that these initiatives have been conmended by the first
managi ng director of the International Mnetary Fund (I M), Stanley

Fi scher.

The Economi st articl e al so gave anot her reason why the capital controls
deserve little credit: "They were applied so narrowy and i nposed so

bel atedly that they have had little effect.”

Here, she responded that the controls "have succeeded for exactly that
sane reason. They prevent volatile short-termcapital flows from
destabilising our relatively small econony, while not interfering with
ot her nore val ued capital nmovenent".

The article also clainmed that the "shadow | MF" policy foll owed by

Mal aysi a during the first phase of the crisis halted the over-expansi on of
credit.

"What these neasures actually did was to unnecessarily contract the
gross donestic product.

"The standard | M- prescription, which has been handed out |ike snake oil
torattled economes inthis region, was consi dered too harsh and

damagi ng, " sai d Mahani, addi ng that even the | M- had conceded t hi s.

She sai d t he nagazine's "recent series of negative articles about the
managenent of the Mal aysi an econony has shown a perverse refusal to



recogni se a job well done, albeit with sone i nperfections".
( END)
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