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MALAYSI A SHOAS THAT CAPI TAL CONTROLS ARE FEASI BLE

By: Tham Choy Lin

SI NGAPORE, Aug 26 (Bernama) -- International econom cs guru Pau
Krugman said Prinme M nister Datuk Seri Dr Mahat hir Mhanmad had showed t hat
capital controls are "feasible"” but it was time to phase them out.

Krugman, who is here to attend the Asia Business Forecast economnic
forum said capital controls were not required at this point as Asia was
not facing a market panic.

"1 think they should be phasing themout as it is hard to think of a
ti me when the basic narket situation would be nore favourable," Krugnan
sai d when asked on Mal aysia's capital controls that were inposed | ast
Sept enber at the height of the economc crisis to insulate the econony from
vol atile short-termcapital flows.

Mal aysi a yest erday announced a 4.1 percent second quarter gross
donestic product growh, confirmng that it was confortably out of the
recession that had mired the country's econony over the past year.

On whether the capital controls had served their purpose in hel ping
Mal aysi a' s economic recovery, Krugnman said the capital controls turned out
to be "largely irrelevant"” as the panic was subsiding from Asia when t hey
wer e introduced

"But what you can say is that the predictions of investnment bankers
that absolute terrible things, that grass is growing in the streets of
Kual a Lunpur, have been falsifi ed.

"So you can say that Dr Mahat hir nade his point that such a thing is
feasi bl e and need not have too severe econonm c consequences,"” he said.

Krugman, who will be neeting Dr Mahathir at another economic forumin
Kual a Lunpur tormorrow, had nulled the use of capital controls at the sane
Asi a Busi ness Forecast here | ast year.

"It was a shock that while | was speculating idly about that, Dr
Mahat hir was about to do it," he said.

However, Krugman was of the view that capital controls had not
succeeded i n denonstrating that they were the key to recovery.

"We' Il need another crisis to get another test of which of the recipes
are exactly right," he said.

Asked if Mal aysia had traded | ower nediumtermgrowth for short term
stability by using the capital controls, Krugman said: "I think that's not
all that clear.

"I'n sonme respects, the capital controls were used as a tenporary
stabilising nmeasure and not to nmake possible long termirresponsible
policies."

He said fromthe viewpoint of foreign direct investors, the capita
controls "mght al nost be a good thing" as it reduces vulnerability to
pani c.

"There is not a lot of evidence that this is going to hurt nmediumterm
growth. At this point, that is a statement of creditors rather than actua
fact," he said. -- BERNANVA
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