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Mal aysi a can sustain recovery: Krugman (HL)
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MALAYSI A shoul d be able to sustain its recovery given the mninmal threat
of external factors adversely affecting the econony, US econom st Paul
Krugman says.

Krugman, who supports Mal aysia's sel ective capital control neasures but
war ned the country against clinging too long to them believes

devel opnents |i ke defl ati onary pressures i n China and Japan woul d not

col our economics this side of the world.

"The only way you can be hurt is currency novenent, which coul d happen

i f China devalues its currency, for exanple," he told a sem nar in Kual a
Lunpur yesterday. "But | still cannot see a scenari o where that woul d

di srupt Mal aysia's econom c recovery."

Krugnman al so said any outflow of funds after Septenber 1, when the one-
year noratoriumon repatriation of portfolio capital expires, woul d be
"irrelevant" to Malaysia in viewof its vast reserves.

The prof essor of econom cs at Massachusetts Institute of Technol ogy and
visiting professor at the London School of Econoni cs was speaki ng during a
panel di scussi on on "Ml aysi an Busi ness Forecast".

Wl | before the 1997 regi onwi de financial crisis, Krugman had suggested
that Asia's rapid growth was unsustai nabl e because it depended on nassive
i nput of capital and I abour

For this reason, Malaysiais unlikely to seeits gross donestic product
(GDP) growh returning to pre-crisis levels of nore than 8 per cent.

Mal aysi a' s days of allocating a high percentage of the GDP to capitalise
growm h are over and there is no | onger the | arge pool of cheap | abour, he
sai d.

In congratul ating the country onits success with the selective capita
controls, Krugman said: "The easy thing to do woul d be to share in

Mal aysia's triunph in taking steps the rest of the world think outrageous
and proved t hose warni ngs i nappropri ate.

"You have great reasons to pat yourself on the back for a clear

recovery, but it is very inportant to use the newfound freedomw th

di scipline and not abuse it."

The sinmlarly speedy recovery of countries which adopted the

I nternati onal Monetary Fund' s prescription had made deci di ng who was ri ght
or wong difficult, he added.

Inthe interest of attracting foreign investnent, Ml aysia should

explain that the action taken was necessary to recover fromthe crisis,
and not hi ng nore, Krugman said.

"I f people realise and believe that the capital controls were pl aced

only to curb the i nfl ow of hot noney and that Mal aysia is favourable to
open mar ket and gl obalisation, it (Malaysia) will still be viewed as an
attractive place for foreign direct i nvestnments."

Rat her than intended to curb the activities of currency specul ators per
se, he believed Mal aysia's neasures were i ntroduced to create a conducive
environment for the effective pursuit of nonetary policies.

Shoul d Mal aysi a now deci de to ease the controls, a nore market-friendly
mechanismto limt hot noney i nflows, |ike the one Chile has adopted where
investors are required to deposit a sumof noney in non-interest accounts
for a year, could be considered, he added.

Krugman sai d t he unort hodox policies introduced by Prinme M nister Datuk
Seri Dr Mahat hir Mohamad, whomhe net yesterday, were right both in



practice and principle, "although his tinmng was a bit off and so was
mne."

He was referring to suggestions that when the controls were i nposed t he
financial crisis was al ready abating.

The panel di scussi on was chai red by Second Fi nance M ni ster Dat uk

Miust apa Mohaned and i ncl uded Bank Negara Governor Tan Sri Ali Abul Hassan
Sul ai man, Institute of Strategi c and I nternational Studies  representative
Dat uk Dr Zai nal Azman Yusof, and managi ng director of Oracle Systens

Mal aysi a Sdn Bhd W I i am Houng- Lee.

Mist apa, in response to Krugnman's views, said he believes Malaysia is
fully capable of returning to pre-crisis growh | evels of between 7 and 8
per cent as it is taking advantage of the w ndow of opportunity provi ded
by capital controls to emerge fromthe turbul ence stronger.

"Mal aysia can achieve it... with electronic commerce, information

t echnol ogy and devel opnent of skilled manpower... We in Mal aysia, with all
the right policies in place, will go back to our good ol d days.

"The restructuring of financial institutions and merger of banks will

hel p us not only to recover |ost glory, but also prove to the rest of the
world that they are wong about Ml aysia," he said.

Al'i nmeanwhil e noted that capital controls have not inpeded trade and

that Mal aysia still has one of the lowest tariff regimes in the world.
Whi | e t he econony may have been previously driven by capital and | abour
inputs, nowall it needs to do is to maxinise the use of resources.

"W can go back to our original growh path, hopefully by next year,"
the central banker said.
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