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Mal aysi a' s sel ective currency controls and why they wor ked

VWE were finished, they said. Kaput. But when di saster did not strike, the
wor | d changed i ts m nd about Mal aysia's sel ective currency control s, says
Prime Mnister Datuk Seri Dr Mahathir Mohamad in his speech delivered
yesterday at the ~Synposi umof the First Anniversary of Currency Control'
hel d i n Kual a Lunpur.

Pl ease | et ne add ny words of welconme to this international synposiumon
currency controls and Asian nonetary cooperation. My task is to tal k about
t he strong but sel ective currency control s whi ch Mal aysi a i nposed exactly
one year and one day ago.

After such an incredibly nonent ous 366 days, | can nake no better
i ntroduction than to rem nd you that what is now the past was once the
future.

That future then was a npst uncertain one. For all of Southeast Asia and
nost of East Asia it was a nost threatening, devastating and gl oony
future.

Many had been driven to desperation and despair. Confidence was in even
shorter supply than capital. Many believed that we would all coll apse.

W were told each and every day, many tines a day - sonetines by the
very sane peopl e who had so shortly before told us that we were dragons
and tigers - that we had suddenly all becone either | ame ducks or dead
ducks.

| can do no better than to start by turning your mnds back to this tine
just a year ago.

After nore than one year of devastation, nmuch of East Asia was in ruins.
There was little hope for the future. There was no light at the end of the

tunnel. In fact the tunnel seened to be without end.

Every day brought news worse than t he day before. When sonet hi ng bad
happened i n Thai |l and or China, our stock markets fell; our currencies
shook.

When sonet hi ng unfortunate occurred i n I ndonedi a or Hong Kong, our stock
mar ket s t ook a beating; our currencies were pumel ed.

VWhen sonet hi ng unt owar d happened i n Sout h Korea or Japan, our stock
mar ket s quaked; our currenci es were hanmmrer ed.

When Mal aysia contributed our own share of bad news, the stock markets

of our regional neighbours fell; their currencies shook

The expl anations were sinple. Sel domwere nore than two words necessary:
"regional contagion”, "herdinstinct", "crony capitalisn, "corporate
governance", "vicious circle", "financial panic".

For sone reason which | don't understand Ml aysi a was | east |iked by
certain quarters. Besides the attacks agai nst our econony, it was nade
obvious to us that the Governnent shoul d either be overthrown or the Prine
M nister at |east should get |ost.

But for Asia, Alan G eenspan the nost powerful man in the world i ssued a
"bl unt warning" that Asia's econom es were continuing to weaken.

"The evi dence we have to date," Geenspan said on July 22 1998, "stil
exhi bit no evidence of stabilisation”. | ndeed, he noted, "The npst recent
data still exhibit deterioration"

The man who war ned about "irrational exuberance" when the Dow | ndustri al
Average was at 6,600 al so warned that a sharp US stock narket drop was
i nevitabl e at sone point. Not "possible”, "Not |ikely". But "inevitable".

Back to Mal aysi a, one day after we unveil ed our National Econom c



Recovery Pl an, which set out nore than 200 reformnms and transformation
neasures, on the very eve of the departure of the Mal aysi an road show
intended to raise US$2 billion (RW.6 billion) in bonds - Mody's showed
its immuacul ate timng and not so i muacul ate pre-di sposition by downgradi ng
Mal aysi a' s sovereign debt rating to just above junk bond st at us.

The very next day, Standard and Poor's did the sane.

It was no surprise that the Kual a Lunpur Stock Exchange plummeted to a
ni ne-year low. The ringgit came under heavy pressure. The bond exercise
was, of course, aborted.

Let me paint for you the background of news and events agai nst which the
decision to inpose our strong if selective currency control s was nade.

To sinmplify and shortenit, I will nmerely read to you sone of the
headl i nes of the international Press, starting fromJuly 3 1998
For obvi ous technical reasons, | cannot quote to you the nuch nore

col ourful and punchy TV headl i nes.

On August 3: The Ni kkei Weekly reported that "Looting, destruction
st agger | ndonesi a".

The Financial Times headlined "d oomover the Philippines" short-term
prospects'

The International Herald Tribune reported t hat "South Korean Exports
Fell by 13.7 per cent in July - Concern G ows That Recessi on May Deepen".
In the sane issue, the |HT carried a feature whi ch suggested that China
woul d deval ue

* if the Yen coll apsed;

* if China's growh rate were to falter and;

* if there was pressure from Chi nese exporters.

Many news reports and anal yses fromthe world nmedia foll owed on the
col l apsing Yen, on the faltering China growmh rate and on China's | oss of
export conpetitiveness.

On August 3 al so, The Asian Wall Street Journal reported: "Japan's
Jobl ess Rate Rose to a Record 4.3 per cent in June". Business Wek's story
on Mal aysi a was headl i ne: "Suddenly, Conpanies Are Falling Like Coconuts -
Arising tide of bankruptcies threatens to engulf the Mal aysi an econony”.

Whet her we woul d di e frombrain concussion arising fromfalling coconuts
or fromnmnere drowning by the "rising tide of bankruptcies" was not nmade
cl ear.

On August 3, the IHT also ran a story headi ne "Wat |If the Wrst Happens
in Asia? Not So Bad". This article reported the finding of "respected
economi sts" at Standard & Poor's that under a "worst-case scenario” in
whi ch Japan's econony shrinks by 10 per cent, in which China's econonic
gromth rate falls fromeight per cent to one per cent, and in which
I ndonesi a | apses into default onits foreign debts, the United States
woul d experience only a "m|d recession".
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