01 SEP 1999
OQUTFLOW UNFOUNDED
NO EXODUS OF FUNDS, PROPHETS OF DOOM SI LENCED

KUALA LUMPUR, Sept 1 (Bername) -- Al the alarmbells and anxiety over
the exodus of equity funds canme to nought today when it failed to
materi alise while the prophets of doomwere silenced over what is surely
their poor grasp of the fundanmental s of the Ml aysi an econony.

Wth effect fromtoday, portfolio funds that cane into Ml aysia on Sept
1 last year or earlier can be repriated w thout any |evy.

Undoubtedly, the lifting of the nmoratoriumon the repatriation of
portfolio capital today was a non-event as Ml aysia's econom c recovery,
evi denced by the 4.1 percent growh in the second quarter, placed the
econony in good stead to withstand such possi bl e shocks.

Al t hough the Kual a Lunpur Stock Exchange (KLSE) ended the day | ower by
14. 15 points to 752.91, there was no major sell-down and earlier fears of a
massi ve outfl ow were mai nly unfounded, given the noderate selling volume in
the today's nmarket.

Anal ysts and stockbroking circles described the repatriation deadline
and today's market situation as a non-event.

There was little or no inpact on the KLSE and deal ers attributed the
mar ket's easier close to negative influences fromthe | ower overni ght Wl
Street market.

Bank Negara Ml aysia (bnm today announced that a total of US$328
mllion of portfolio funds was repriated fromthe country today, an anmount
whi ch was descri bed as snal |

There was al so good news today when Mal aysia reported its 21st
consecutive nmonthly trade surplus of RV6.8 billion, thanks to a faster
growth in exports versus inports, which dealers said reflected the
country's inprovi ng econoni ¢ fundament al s.

Dat uk Megat Naj nuddi n Khas, president of Federation of Public Listed
Conpani es (FPLC), referred to the lifting of the ruling on capital
repatriation today as a non-event, especially as far as the donestic equity
and the noney narkets are concerned.

"I didn't see any knock-down in the stock market today. O course, with
sel ective currency controls, it (the outflow of foreign funds) will not
have any effect on the ringgit as well,"” he said.

Naj muddi n said this has proven the sceptics wong who had earlier
predicted that the equitty market woul d wi tness a nmassive knock-down in
share prices today when the ruling on portfolio capital ended.

" If it is a non-event today, | don't think it will otherwise in the
com ng days," said Najnuddin."G ven the present scenario, | don't see any
change. |f anything, the change will be positive and the nmarket will

I nprove."

On the small trading volume on the KLSE, Najmuddin said market players
wer e probably adopting a-wait-and-see attitude.

He said they woul d probably be awaiting for the announcenent of the
general el ections.

"Anot her factor is the currency, for which the ringgit -- to the mnd
of nost currency traders -- is undervalued at its current peg of RMB3.80 per
US dol | ar when conpared with the Thai baht or even to the | ndonesian
rupi ah," he said.

Tan Sri Ranmon Navar at nam corporate adviser to the Sungei WAy G oup of
Conpani es and a former banker, said it was now clear that all the alarns
sounded by the foreign anal ysts had come to nought.



"I't shows how inportant it is to rely on our own resources and not pay
attention to foreign anal ysts who obvi ously have their own interests to
pronote,” sai d Navarat nam

Apparently, investors, who were nervous, had been taking out their
portfolio funds after Feb 15 this year and only those who were strongly
confident of Ml aysia's econom ¢ fundanmental s and prospects stayed back.

"They will be no doubt be rewarded by their good sense of judgenent,"
he sai d.

However, he said Mal aysia m ght need to revi se downwards the 30 percent
| evy on profits inposed on investment on Feb 15, 1999.

"The 30 percent |levy could be too high when conpared to the absence of
any in neighbouring countries. After all, we've got to conpete for foreign
portfolio funds,"” he said.

As to funds brought in on or after Feb 15, 1999, the repatriation of
profits earned within a period of up to one year fromthe date the profit
are made are subject to a 30 percent |evy.

The levy will be reduced to 10 percent if the profit is repatriated
after one year fromthe date the profits are nade.

"I believe that the stockmarket woul d strengthen as foreign funds wll
continue to flowin," he said.

Former BNM deputy governor, Tan Sri Dr Lin See Yan said the anniversary
of the inposition of selective capital controls has turned out to be a
non- event .

"l shoul d point out that two factual pieces of information have been
m ssed by nost.

"Narmely, from Sept 1, 1999 the exchange controls on foreign portfolio
capital are lifted for all practical purposes,” he added.

He added that the Septenber 1998 quantitative restrictions had been
repl aced effectively by a price-based restriction, which essentially is a
capital gains tax first introduced in February this year and which is
clearly preferable.

Dr Lin also said the price-based restriction does not apply to either
the capital enployed nor the profits gained so long as the profits nmade are
not repatriated.

"The tine-based "capital gains" tax is only applicable when the profits
are repatriated. Profits nade and retained in Mal aysia are not subject to
capital gains tax," he pointed out.

From today, there are no exchange control restrictions on the outfl ow
of foreign portfolio capital. There is only a tax on profits repatriated,
whi ch is not fundanentally an exchange control matter.

Last week, Dr Lin pointed out that the selective exchange contro
measures are not anti-IM- (International Mnetary Fund) but are indeed
| MF-consi stent while the ringgit remains convertible.

"They are not destructive and are not devices to protect an
i nappropriate fixed exchange rate," he said.

An st ockbr oki ng anal yst requesting anonynmty said Ml aysia could
wi thstand any capital outflow after Sept 1 as its liquidity ratio was anpng
the highest in the world as the country's reserves stood at US$32.3
billion, an anpbunt sufficient to finance seven nonths of retained inports.

He said that "sone anmount of portfolio funds may go out but we do not
think it is going to be significant and sonmething to be worried about.
Wil e sone may be pulling out their noney, others are in no hurry."

Wth the bullish outlook of the econony and the reinstatenent of the
KLSE into the Morgan Stanley Capital International (MSCl) Emergi ng Markets
Free Index from February 2000, the local bourse is set to rise further, he
sai d.

"Interestingly, all the fears about Sept 1 is basel ess as the stock



mar ket has been doing well," the anal yst said."Wen there are profits to be
made in the country, there should be no reason for foreign investors to
wi t hdraw fromthe market."

He said there are also investors who were switching their investnents
to stocks listed on the MSCl index, which are al so bl uechip stocks.

Last week, Bank Negara Mal aysia's rel ease of second quarter G o0ss
Donestic Product (GDP) data confirned that Ml aysia was out of the
recessi on. The announcenent of a return to GDP growth cane a week before
the one-year anniversary of capital controls.

Mal aysi a's inposition of selective currency controls has been descri bed
as bold in concept, breath-taking in its inplications and the reaction they
evoked wor | dwi de was bal listic.

Prime Mnister Datuk Seri Dr Mahathir Mohamad has said that the curbs
on foreign exchange fl ows were neccessry to protect Mal aysia's stock market
and ringgit against specul ative attack and paved the way for economc
recovery.

But with this decision, Dr Mahathir was strongly criticised in the
i nternational press and this condemation continued unabated for al nbst a
year.

It was only recently that opinions on currency controls had changed for
the better anong foreign circles. There has been a greater willingness to
concede that capital controls had sone nerit and may be a viable policy
instrunent in crisis situations.

An econom st, who did not want to nanmed, said the market did not see
any maj or outflow of funds that woul d adversely affect the stock exchange
or the noney nmarket.

"The market did not really react to it today and even the noney market
i s behaving itself," he said.

A futures market deal er said there was sone outflow of funds fromthe
country today but the anpbunt was mnimal and way below initial
expect ati ons.

But he said it was still too early to gauge the inpact of outflow of
foreign funds because it would take sone time to repatriate the funds. --
BERNAMA
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