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El SUKE Sakaki bara, Speci al advi sor to the Japanese M ni ster of Fi nance,
sai d that he saw no reason why Mal aysi a shoul d renove its sel ective
exchange rate controls. And neither do the Mal aysi an authorities.

Sakaki bara, describing the neasures first inplenented on Septenber 1

1998 as "courageous" and argued that the exchange rate controls should in
fact be "an instrunent in the arsenal of policy options” available to a
country.

The institutions to i npl enent the neasures nust be in place and in

Mal aysi a' s case Sakaki bara si ngl ed out Bank Negara, addi ng that "Ml aysi a
has a very conpetent Central Bank and that is a nust and crucial"

Mal aysi a's experi ence showed that sel ective exchange rate controls do
work. Contrary to predictions of doomthat there will be a "rush to the
door" and that the "move i s expected to uncork a streamof capital out of
Mal aysi a" the outfl ow was very much smal |l er

The forecast was for a mninmumof US$3 billion (U$1 = RMB. 80) and

anyt hing up to US$10 billion. Many critics nust have been di ssapoi nted
that on the first three days of Septenber just US$462 millionin portfolio
funds found their way out. The net outflow of funds works out to be even
much | ower taking into account the inflowin the capital account.

Even foll owi ng the rel axation of the controls and the i nposition of a
graduated | evy fromFebruary 15 1999 t here has been a net infl ow of funds
to the tune of US$4 billion. In addition, the country's foreign reserves
have risen to US$32 billion, nore than sufficient to cater to the outfl ow
Sone argue that Mal aysia's econony has inproved in line with those of

t he regi on and those under the International Mnetary Fund' s (I M)

tutel age. But they fail to point out the "real story" of recovery in each
of the countries.

Even under the cl ose supervision of the | M- and the conditions placed on
t hese countries there continue to be reports of even nore critical
problens - the Bank Bali case in |Indonesia, the Daewoo issue in South
Korea and the renewed attack by a hedge fund on the Thai baht by the US
based Ti ger Fund.

Mal aysia, as Dr Mahathir said, didit onits own terns. It did not have
to go through "the m sery of massive unenpl oyment; the tragedy of children
t hrown out of schools; the decimation of the m ddl e cl ass whi ch we have
spent a generation to build; blood on the streets and political turnoi

t hr oughout the | and"

In addition the institutions in Malaysia remain intact unlike in other
countries where t hey have conme under severe pressure or have been totally
destroyed. I n other countries nmuch of the corporate and fi nanci al sector
has been "l ost" to foreigners and they continue to race and hope to pick
the prizes at fire sal es and basenent prices. "Econonic colonialisni is on
t he march.

In Mal aysia at | east the institutions, which are in nuch better shape

and healthy, remain withinits own control. Efforts are being nade to
strengthen the corporate and the financial sector further w th enhanced
cor porate governance and nerger and strengt heni ng of banks.

Now t hat the dire consequences and the "rush to the door" to get the
noney out on Septenber 1 1999 did not naterialise and the econony is
clearly on the road to growh, the critics now seemto be changing their
t une.



Anong ot hers they nowclai mthat "serious criticismof the restrictions
has never cl ai ned that they would | ead to i mredi at e economi ¢ di saster".
Unl ess one suffers frommenory | apses or selective menory it will be
recall ed that the sel ective controls were descri bed as "voodo economi cs",
"outrageous”, "worst possible choice" and that they woul d be a
"spectacul ar failure".
Mal aysi a was descri bed as a "maveri ck” novi ng back to the "dark ages"”,
"shut its doors to the gl obal econony” |abelled as a "pariah and a
heretic" and "What Dr Mahat hir knows about econom cs can be witten on the
back of a postage stanp”.
The results however, speak for thensel ves. Now even sonme nenbers of the
"Washi ngt on Consensus” admit that Ml aysia's neasures have worked and Dr
Amar Bhattacharya, the Wrld Bank' s Seni or Advi sor, said that Ml aysi a has
proven that a consistent "nmacro package" can play a role during tinmes of
"large capital controls" adding that they "would be studied".
The Group of Seven (G 7) at one of its recent neetings in Col ogne,
Germany, adnitted that "under energency conditions controls on capital
outfl ow may be necessary".
Mal aysi a was condemmed for its policies by theinternational community,
fund managers, market players and many ot hers, but the authorities were
steadfast intheir belief that the "orthodox" nmeasures prescribed by the
| M= woul d be even nore danmagi ng and di sastrous.
The battery of criticismand oppositiontoits selective controls could
wel | be due, as Sakaki bara argued, to the fact that Ml aysia and Dr
Mahat hir "chal | enged the US and the worl d establishment with his views and
has succeeded. "
The existing rules of the financial world are bi ased towards Wall Street
and a nunber of people there have vested interests in maintainingthe
status quo. Mal aysia, a small devel oping country, withits policies and
sel ective capital controls was seen to be changi ng t hese rul es and t hus
had to be "stopped". Thus the violent and ballistic reaction and
opposition to the selective controls.
There is no one road that | eads to Rome and thus no one option to
solving the gl obal financial crisis. The results speak for thensel ves and
Mal aysi a has shown the world that there is another "softer" alternative to
t he pai nful text book solutions applied on a regul ar basi s.
Mal aysi an authorities neverthless arethe first toadnmit that thereis
still alot of work ahead. Even as recovery is clearly underway reform
will take tine and certainly cannot be inpl enented overnight. As Dr
Mahat hir said "we have suffered too much pai n" and even as the country
nmoves ahead "we will not forget that we need reform But in the nmeantime
don't grudge us our recovery".
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